April-May 2020

IiAS: A Short Survey
Survey Results

About ‘a short survey’

• The survey was conducted between 13-21 April
• It was conducted using typeform
• The number of respondents for the questions is between
63 and 89
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IiAS has conducted a short survey to obtain investor
and sell side analyst responses on a variety of
resolutions that are presented to shareholders.

Q1: Extraordinary times call for exceptional responses:
companies should suspend dividends and fortify their balance
sheets

❑ NO
These are extraordinary times for investors
as well, including retail investors and
pensioners. Companies need to continue to
pay dividends.

CONSERVE CASH Vs DIVIDEND OUT

CONSERVE

© 2018 IiAS; All rights reserved

❑ YES
Companies need to conserve cash and
prioritize protecting their balance
sheets. They can resume dividends once
they restart operations and gain
visibility.

78%

DIVIDEND OUT
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IiAS View
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For long IiAS has advocated companies
step up dividends. But given the pandemic
our view is that companies should prioritize
shoring up their balance sheet.

Click on the image to read our analysis, or cut-paste the
following url:
https://bit.ly/3cHzzcF
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Q2: Should promoters be allowed to subscribe to warrants that
are exercised at the end of 18-months?

❑ NO
They are the ultimate insiders and should not be
allowed a free-ride on the share price, something
denied to other investors. If the company needs
the money it should be through a QIP or
preferential issue.

PROMOTERS SHOULD BE ALLOWED TO
SUBSCRIBE TO WARRANTS
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❑ YES
It is a sign of confidence in the company its
operations and its future. They are bringing in
25% of the funds up-front, which they risk losing
if they do not exercise these warrants.

43%
57%

NO

YES
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IiAS View
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Issue of warrants to promoters:
IiAS does not generally support issue of
warrants to promoters since it allows them
to ride the stock price for an 18-month
period.
IiAS may consider voting FOR where the
warrants are being held by institutional
promoters or in cases where funding needs
are staggered because these are tied to
specified capital expenditure plans.
Click on the image to read our voting guidelines, or cut-paste
the following url:
https://bit.ly/367unw6
Search: Issuance of warrants
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Q3: As an equity investor, when do I worry about dilution?
Investors worry about dilution
6%

❑ I do, but only if it is….

30%
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❑ Not really

❑ ……. more than 5%
❑ …….. more than 10%
❑ ……..more than 20%

46%

17%

(without a granular disclosure of the
use of proceeds)
Series1

Series2

Series3
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IiAS View
Extent of dilution
IiAS factor’s in the extent of dilution while voting
on resolutions for issuance of equity shares.
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Some of the other factors we consider are:
• List of allottees: promoter/non-promoter
• Type of investor: financial/strategic
• Urgency of funds
• Debt levels and available cash
• Return on capital employed

Click on the image to read our voting guidelines, or cut-paste
the following url:
https://bit.ly/367unw6

Search: Issuance of equity shares
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Q4: What is your view on dual class shares?

❑ I don’t care, one way or the other
❑ SCRAP THESE
What was SEBI thinking?

DUAL CLASS SHARES FIND FAVOR
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❑ NEEDED
It is one more instrument in a company's armory.
And what's more, exchanges like NYSE allow
these.

19%

52%
29%

NEEDED

SCRAP THESE

DON’T CARE
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IiAS View
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Dual class shares
SEBI’s decision to allow companies to issue
shares with differential voting rights
attempts to facilitate promoters of new age
companies while protecting minority
shareholders. While the intent may be
right, given the weak regulatory
environment, and then strength of the
corporate lobby, it is the governance
agenda that will be compromised the most.
Click on the image to read our analysis guidelines, or cutpaste the following url:
https://bit.ly/3fZwZAN
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Q5: Promoters have rights embedded in the Articles of Association
(AoA) of the company, such as permanent chairmanship for family
member, non-rotating board seat, right to nominate directors etc. Are
you OK with these?
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❑ YES
They have invested capital and need to
protect their interests

Embedded rights should be periodically put to
vote

13%

❑ NO
These should be periodically put to
vote, and the promoter can use their
shares to vote for these.

87%

No

Yes
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Q6:

PE investors have rights embedded in the AoA, like drag-along, tagalong, voting with management, veto, appointment of KMPs. Are you OK
with these?

There is an alignment of interest among
investors. This will be beneficial to me.
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❑ YES

Public investors see their interests and
those of PE firms aligned

19%

❑ As long as it does not impinge
on my rights, it does not matter

44%
37%

❑ NO
All AoA’s should be clean
OK

DON’T CARE

NO OK
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IiAS View
Review of charter documents
IiAS takes a case to case view
However, IiAS does not like specific names to be
inserted.
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IiAS also expects a company’s charter
documents to be hosted on its website, and in
case of revision, the changes listed out.

Click on the image to read our voting guidelines, or cut-paste
the following url:
https://bit.ly/367unw6
Search: Alteration to charter documents
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Q7: Are you comfortable moving beyond the big
four audit firms?
1
2

NOT AT
ALL
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3
4
5
6
7
8
9
10

Let’s
change
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IiAS CIO Dialogue with Auditors
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The audit world, especially the Big Four, are under fire from
the regulators. Securities and Exchange Board of India
banned PwC in 2018 from auditing listed companies for two
years. Securities Appellate Tribunal has quashed the ban and
SEBI has challenged the decision. In June 2019, the Reserve
Bank of India barred SR Batliboi & Company, an affiliate of EY,
from carrying out statutory audit assignments of commercial
banks for one year. The Serious Fraud Investigation Office
(SFIO) has charged Deloitte Haskins & Sells and BSR and
Associates (part of the KMPG network), for their failure in not
disclosing the true financial health of IL&FS Financial Services
and are looking at banning them from undertaking audits.
Add to this, divergences and the frequent resignation of
auditors, there are doubts on the quality of the audits that is
being presented to investors.
How does one bridge the trust deficit between audit firms and
investors? And if the big four firms are ‘banned,’ where does
it leave companies and importantly investors?

Click on the image to read our voting guidelines, or cut-paste the
following url:
https://bit.ly/3bQpwkp
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Q8:

In the US, auditors cannot publish qualified results. Should Indian
standards move in the same direction and insist on unqualified
accounts.

❑ NO
Atleast you get to hear auditor concerns.
If you ask for clean accounts, the risk is
auditors will be muzzled.
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❑ YES
Only unqualified accounts are true and fair.

SHOULD COMPANIES PUBLISH ONLY
UNQUALIFIED ACCOUNTS?

27%

73%

NO

YES
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•

While typically investors clamor for dividends, in this environment they showed maturity with 78% of
investors preferring company’s retain cash and fortify their balance sheet.
[Note, we have used investor as shorthand for investors and sell-side analysts]

•

A majority (57%) of investors see promoters subscribing to warrants as a sign of confidence in the company
and its operations.

•

Dilution remains a concern for investors. 46% of the investors were uncomfortable if dilution exceeded 5%
without a disclosure regarding how funds will be used. 30% put this threshold was 10%.

•

Surprisingly a majority support dual class shares - a class of shares that doesn’t find much support among
investors in most other geographies.

•

While a super majority (87%) were less supportive of promoter rights being embedded in AoA’s – and
periodically being voted upon, they had a more sanguine view about rights of PE Firms being embedded ina
firms AoA.

•

Investors are showing a willingness to move beyond the Big-4.

•

Between qualified accounts and unqualified accounts, 73% supported qualified accounts. Their rationale was
that if you accept qualified accounts atleast you get to hear auditor concerns. If you ask for clean accounts,
the risk is auditors will be muzzled.
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IiAS: A Short Survey - Summary Findings
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IiAS VOTING GUIDELINES: 2020-21
Published annually since 2013, this is the seventh
edition of our Voting Guidelines. The guidelines are
revised based on changing regulations, and market
feedback from investors, companies, and other
market participants.

Click on the image to read our voting guidelines, or cut-paste
the following url:
https://bit.ly/367unw6
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These guidelines includes references to relevant
regulations, the type of resolution (ordinary or
special), meeting at which these are voted on
(Annual General Meeting, Extra-ordinary General
Meeting, Postal ballot, NCTL Convened Meeting),
and risks related to specific resolutions. Our report
contains data pertaining to investor engagement
in the past three years for critical resolutions to
provide guidance to both companies and investors
on the current thinking vis-à-vis some governance
practices. They also provides links to various IiAS
reports including its voting recommendations.
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IiAS VOTING GUIDELINES: 2020-21 (Cont.)
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www.iiasadvisory.com
Institutional Investor Advisory Services India Limited (IiAS) is an advisory firm, dedicated
to providing participants in the Indian market with independent opinion, research and
data on corporate governance issues as well as voting recommendations on shareholder
resolutions for ~800 companies. IiAS provides bespoke research and assists institutions
in their engagement with company managements and their boards.

Office
Institutional Investor Advisory Services
Grund Floor, DGP House,
88C Old Prabhadevi Road,
Mumbai - 400 025
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In addition to voting advisory, IiAS offers two cloud-based solutions, IiAS ADRIAN, and
comPAYre. IiAS ADRIAN captures shareholder meetings and voting data and provides
packaged data that can be used to gain insights on how investors view specific issues
and gain greater predictability regarding how they might vote. comPAYre provides users
access to remuneration data for executive directors across S&P BSE 500 companies over
a five-year period.
Contact
solutions@iias.in
T: +91 22 6123 5509/ +91 22 6123 5555
Rromil Shah
rromil.shah@iias.in
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