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Note on Disinvestment, Strategic Sale, and Privatisation in the 

light of Air India Sale. 
By :-S.Prasham (Research Associate ArunJaitley National Institute of Financial 

Management) 

 
Disinvestment, Privatisation and Strategic sale of government owned 

subsidiaries and business executing organisations has been a highly debated 

topic in India’s economic history post the Liberalisation, Privatisation and 

Globalisation (LPG) policies that unfolded in 1991. In the aftermath of fiscal 

and Balance of Payment (BoP) crisis of 1991, disinvestment of public sector 

enterprises was considered as part of the policy to tackle the problem. One of 

the reasons for this inclination was the successful disinvestment of PSUs in 

European countries like U.K.and France during the 1980s. 

Concepts and Definitions: 

Disinvestment: Disinvestment is the action of an organization or government, 

selling or liquidating an asset or subsidiary. Apart from the sale of an asset, 

disinvestment also refers to the Capital Expenditure (CapEx.) reduction, which 

can facilitate the reallocation of resources to more productive areas within an 

organization or government funded project. Whether disinvestment results in 

divestiture or the reduction of funding, the primary objective is to maximise the 

return on investment (ROI) related to capital goods, labour, and infrastructure. 

Divestiture: A divestiture is the partial or full disposal of a business through 

sale, exchange, closure, or bankruptcy. A divestiture most commonly results 

from a management decision to cease operating a business unit because it is not 

part of a company’s core competency. A divestiture may also occur if a business 

unit is deemed to be redundant after a merger or acquisition. Divestiture allows 

companies to cut costs, repay their debts, focus on core business and enhance 

shareholder values. 
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Strategic Sale: In the strategic sale of a company, the transaction has two 

elements 

 Transfer of a block of shares to a strategic partner 

 Transfer of management control to the strategic partner.  

 

So, strategic disinvestment would imply that the sale of a substantial portion of 

the government shareholding of a central public sector enterprise (CPSE) of up 

to 50%, or such higher percentage as the competent authority may determine, 

along with transfer of management control. 

Privatisation: Privatisation means the same as strategic sale. It is the process of 

converting a government owned enterprise to a privately owned enterprise. 

Strategic sale is a relatively technical term as compared to privatization. 

Historical background and Phases: 

Disinvestment in India can be understood by dividing it into 4 phases. These 

phases chart out a detailed timeline of how policy decisions were taken, the 

political changes at central government level, and the committees formed. 

Phase 1: (1991 to 1999) 
 

Timeline of Phase 1 : 1991 to 1999 
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Source: History of Disinvestment in India: 1991-2020, NIPFP Working Paper 

Series No. 373, 17/03/2022, Pg. 18-19. 

 

During this phase several commissions (like the disinvestment commission) 

were setup to outline what disinvestment would mean in India. Most 

disinvestments in this period took place through auction of shares and a few 

Global Depository Receipts (GDR). In total, an average of 8.87% of 

shareholdingwas diluted in 39 CPSEs with no transfer of control to private 

entities. 
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Phase 2: 1999 to 2004. 

 

This phase marked a considerable shift from in the disinvestment landscape as 

the government went for privatization for the first time. The government set up 

a separate department – Department of Disinvestment (DoD) under the Ministry 

of Finance (MoF) whose sole mandate was to deal with disinvestment of 

CPSEs. From 1991 to 1999, Department of Public Enterprises (DPE) was the 

nodal body that to handle disinvestment. 

Privatisation was also termed as “Strategic Sale”. Though implemented in this 

phase, the origins of strategic sale can be traced back to the 1993 Rangarajan 

Committee Report which specifically listed the transfer of controlling interest to 

a specific firm or group of persons based on a negotiated price as one of the 

methods of disinvestment. Strategic Sale was considered as a win-win situation 

for both the government and the strategic partner as it was envisioned that it 

would fetch a better price for the government and a higher valuation for the 

buyer due to transfer of control. Strategic sale was also promoted as it was 

viewed as a medium to bring in new technology and deploying adequate staff to 

efficiently manage the firm.  

 

Timeline for Phase 2: 1999-2004 
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Source: History of Disinvestment in India: 1991-2020, NIPFP Working Paper Series No. 373, 17/03/2022, Pg. 

42-43 

 

Phase 3: 2004- 2014 

 

UPA government’s economic policy was focused towards redistribution of 

wealth through social sector schemes. The members of the UPA had formulated 

the National Common Minimum Programme (NCMP). This phase saw the U-

turn and return to the policy of retaining the autonomy and public character of 

CPSE. There was a clear policy decision to undertake disinvestment only on a 

case-by-case basis and profit making CPSE would remain with the public 

sector. A major goal of the government, in this phase, was to encourage CPSEs 

to acess the capital market and to meet the increased minimum public 

shareholding rquirements. This phase did not see any strategic sales. There were 

two methods of disinvestment: offer of sale through stock exchange (OFS-SE) 

and exchange traded fund (ETF). This period say an increase in number of 

public offers and the use of buybacks as a method of disinvestment.  

 

 



Page 6 of 13 

 

Timeline for Phase 3 : 2004-2014 

 

 
 
Source: History of Disinvestment in India: 1991-2020, NIPFP Working Paper Series No. 373, 17/03/2022, Pg. 

73. 

 

Phase 4: 2014-2021 

 

The return of the BJP government had high hopes riding on its back to bring 

forth Strategic sales as seen in phase 2. The government first announced a 

disinvestment policy in 2016, stating that it promoted public ownership and 

efficient management of investment in CPSEs was its core objective. 

Subsequently, the department of disinvestment was renamed the department of 

Investment and Public Asset Management (DIPAM) with the expansion of its 

mandate to manage government investments along with disinvestment, and a 

larger role for NITI Aayog as an advisor on strategic disinvestment.  

This phase has witnessed five main methods of disinvestment – Compulsary 

buybacks, OFS-SE, CPSE to CPSE sales,ETFs and public offers. In addition, 
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the government expanded the scope of disinvestment and added new venues 

like sale of enemy shares, asset monetization, the sale of holdings in SUUTI. 

The government has given a clearance for strategic sales of 34 firms, out of 

which 8 CPSEs have been sold to the other CPSE. Exceptions were made to the 

prohibition on CPSE to participate in disinvestment (made in phase 2) to carry 

out CPSE to CPSE sale transactions. 

In October 2021 the government approved the strategic sale of Air India Ltd. 

And its subsidiaries. To Talace Pvt. Ltd., a wholly owned subsidiary of Tata 

Sons Pvt. 

 

Timeline for Phase 4 (2014-2020) 
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Source: History of Disinvestment in India: 1991-2020, NIPFP Working Paper Series No. 373, 17/03/2022, Pg. 

91. 

DIPAM and Strategic Sale 

 

Department of Investment and Public Asset Management (DIPAM) deals with 

all the matters relating to management of central government investments in 

equity including disinvestment of equity in Central Public Sector Undertakings. 

The Four major areas of work are related to Strategic Disinvestment, Minority 

Stake Sales, Asset Monetization and Capital Restructuring. It also deals with all 

matters relating to sale of Central Government equity through offer for sale or 

private placement or any other mode in the erstwhile Central Public Sector 

Undertakings. DIPAM is working as one of the departments under Ministry of 

Finance. The mandate of DIPAM includes Strategic Disinvestment and 

Privatisation, Minority Stake Sales, Asset Monetisation and Capital 

management. 

 Strategic Disinvestment policy of 2015-2020 rests on key pillars – 

Minority stake sale by SEBI approved modes and Strategic 

Disinvestment along with transfer of management control. Strategic 

disinvestment of CPSEs lies at the heart of the disinvestment policy. 

Strategic disinvestment would imply the sale of substantial portion of the 

government shareholding of a central public sector enterprise of up to 

50%, or such higher % as the competent authority may determine, along 

with transfer of management control. 

 Minority stake sale happens when the government intends to sell a part of 

the PSU from its overall shareholdings given that post stake sale the GOI 

ownership is still above 51%. Post the sale control over management is 

retained by the Government of India. Historically, Minority Stake Sales 

have been auctioned off to institutions or offloaded to the public by the 

means of an Offer for Sale (OFS). Presently, government policy states 
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that all disinvestments would only be minority disinvestments via Public 

Offers. MPS (Minimum Public Shareholding) could be achieved through 

various modes specified in SEBI circular date 30th Nov 2015 and 26th 

Feb 2018 viz. through IPO (Initial Public Offering) /FPO (Fresh Public 

Offering), OFS, secondary market sale by promoters, institutional 

placement program, rights issue, bonus issue, open market sale. 

 Asset Monetization involves creation of new sources of revenue by 

unlocking of value of unutilized or underutilized public assets. 

Internationally, it is recognized that public assets are a significant 

resource for all economies. Monetizing these assets that Government's 

control, including Public corporations, is widely held to be a very 

important but inadequately explored public finance option for managing 

public resources.Many public sector assets are sub-optimally utilised and 

could be appropriately monetized to create greater financial leverage and 

value for the companies and of the equity that the government has 

invested in them. The objective of the asset monetization programme of 

the Government of India (GOI), for which this note lays down procedures 

and mechanism, is to unlock the value of investment made in public 

assets which have not yielded appropriate or potential returns so far, 

create hitherto unexplored sources of income for the company and its 

shareholders, and contribute to a more accurate estimation of public 

assets which would help in better financial management of 

government/public resources over time. 
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Air India’s Take over by Tata Sons Pvt. 
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Source:https://www.business-standard.com/article/companies/air-india-returns-to-tatas-after-group-puts-in-

winning-bid-of-rs-18-000-cr-121100800762_1.html 

 

Having gone through the disinvestment concepts, history, department 

responsible and procedure in detail, it becomes easier to look at the timeline and 

sale of Air India to Tata Sons Pvt. 
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In crux, The Tatagroup holding company, Tata Sons Pvt. Ltd, through its 

wholly owned unit TalacePvt. Ltd, submitted a winning bid of Rs. 18,000 crore 

as the ‘enterprise value’ of Air India, against a reserve price of 12,906 Crore. 

The group will also assume 15,300 cr. of Air India’s debt with the remaining 

46,262 crore taken over by the government’s Air India Asset Holding Ltd 

(AIAHL), a special company set up to hold half of the airline’s loans, four of its 

units and non-core assets. 

Enterprise value is the measure of a company’s total value, often used as a more 

comprehensive alternative to equity market capitalisation. It includes in its 

calculation the market capitalisation of a company but also the short term and 

long term debt, as well as any cash on the company’s balance sheet. 

Reserve price is the minimum price that a seller would be willing to accept from 

a buyer. In an auction, the seller is not typically required to disclose the reserve 

price to potential buyers. If the reserve price is not met, the seller is not required 

to sell the underlying asset even to the highest bidder. 

Air India Asset Holding Ltd is a special purpose vehicle (SPV) formed by the 

Government of India (GoI) with an aim to provide unified Asset Holding 

Services. The objective of this SPV is to acquire from Air India Ltd. All shares 

held in four of Air India’s Units, i.e., a) Air India Air Transport Services Ltd., 

b) Air India Engineering Services Ltd., c) Airlines Allied Services Ltd., and 

Hotel Corporation of India Ltd. It also shall be the custodian to sell the movable 

and immovable properties held by the above Ltd. Companies or the Air India 

itself. This has been to done for cluttered, smooth and streamlined acquisition of 

Air India. 
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