
     Institutional  
EYE 

 

15 October 2020                                                       iiasadvisory.com                                                                                            1 
 

Debt default risks of the holdco must not 
sway Vedanta’s Independent Directors 
The failed delisting will only result in increased pressure on Vedanta Limited’s 
cash flows to support group debt: it has already committed a USD 1.05 bn 
support to its parent company. Independent Directors, more so than ever 
before, need to arrest the financial support to the group, which comes at the 
cost of the minority shareholders’ interest. In maintaining a passive stance, 
the Independent Directors are failing in their fiduciary responsibilities. 

 
Image source: www.bloombergquint.com 

The failure of delisting puts both the promoters and the investors in a difficult spot. For 
the promoters, their access to cash flows to support group debt has been curtailed by the 
continuing need to manage minority shareholders. For shareholders, they will continue to 
bear the brunt of cash flow leakages to the holding company, at the cost of their returns 
and dividends. 

http://www.bloombergquint.com/
https://www.iiasadvisory.com/single-post/vedanta-delisting-throws-up-questions-regarding-disclosing-unconfirmed-bids
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The Vedanta group is heavily leveraged (Exhibit 1) with debt on 31 March 2020 aggregating 
USD 15.1 bn (Rs. 1.11 trillion1), almost half of which resides in Vedanta Resources Limited 
(the holding company, referred to as holdco). This is further aggravated by the debt raised 
for delisting Vedanta Limited (VEDL) – the group raised USD 3.15 bn (Rs.231.5 bn1), of 
which USD 1.75 bn (Rs.128.6 bn1) was in the form of a 3-month short term loan while 
USD 1.40 bn (Rs.102.9 bn1) comprised 3-year amortizing bonds at an annual coupon of 
13%. Holdco debt aggregating USD 2.2 bn (Rs.161.7 bn1) – not including the short-term 
debt raised for the delisting – is scheduled to be repaid from April 2020 through December 
20212. Since the holdco has no meaningful standalone operations, for the debt to be 
repaid, it will need access to the cash flows of its operating subsidiaries – VEDL and 
VEDL’s 64.92% subsidiary, Hindustan Zinc Limited (HZL). 

Exhibit 1: Vedanta Resources Limited’s debt maturity profile    (USD Bn)  
31-Mar-20 FY21 FY22 FY23 FY24 FY25 

and 
beyond 

Vedanta Resources Limited 6.7 1.0 1.4 1.8 1.1 1.9 
Operating subsidiaries 6.2 0.6 1.8 0.9 0.6 1.6 
Total term debt (USD bn) 12.9 1.6 3.2 2.8 1.7 3.6 
Short term borrowings 1.2      

Working capital loans 1.0      

Total debt (USD bn) 15.1      

Source: Vedanta Resources Limited FY20 annual report 

If past behaviour is a reasonable prediction of the future, then VEDL’s shareholders must 
expect increasing cash outflow to the parent company at their expense. The most recent 
example of this is VEDL deviating from its dividend distribution policy3 and not paying out 
the Rs. 45 bn of interim dividend (for FY20) it received from HZL to its shareholders. 
Instead, it decided to extend a loan aggregating USD 307 mn (Rs. 27.23 bn), repayable 
in June 2021, via its foreign subsidiaries to the holdco in the first quarter of FY21: this is 
part of its USD 1.05 bn (Rs. 79.05 bn) commitment to support (in terms of loans and 

 
1 Assuming a dollar exchange rate of Rs.73.50  
2 Source: Vedanta Resources Limited’s FY20 Annual Report 
3 Under its dividend distribution policy, VEDL is required to distribute the entire dividend it receives from HZL to the shareholders of 
VEDL. 

https://links.sgx.com/FileOpen/Press%20Release%20Bond%20Issuance%20pricing%20IR%20format%20v0.1.ashx?App=Announcement&FileID=628552
https://links.sgx.com/FileOpen/Press%20Release%20Bond%20Issuance%20pricing%20IR%20format%20v0.1.ashx?App=Announcement&FileID=628552
https://www.vedantaresources.com/InvestorReports/VRL%20IR2020%20Web.pdf
https://www.vedantalimited.com/CorporateGovernance/vedl_dividend_policy_may_15_final.pdf
https://www.bseindia.com/xml-data/corpfiling/AttachHis/05194b0d-0806-428c-853d-9bc6b6b5edd6.pdf
https://www.bseindia.com/xml-data/corpfiling/AttachHis/05194b0d-0806-428c-853d-9bc6b6b5edd6.pdf
https://www.bseindia.com/xml-data/corpfiling/AttachHis/05194b0d-0806-428c-853d-9bc6b6b5edd6.pdf
https://www.bseindia.com/xml-data/corpfiling/AttachHis/05194b0d-0806-428c-853d-9bc6b6b5edd6.pdf
https://www.vedantaresources.com/InvestorReports/VRL%20IR2020%20Web.pdf
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guarantees) the holdco debt. The 2015 $125 mn loan by one of Cairn India’s subsidiaries 
to one of Vedanta’s subsidiaries is another such transaction4, skirting the need for 
shareholder approval (see our report ‘Vedanta’s delisting: Yet another replay’). In December 
2018, Vedanta’s overseas subsidiary Cairn India Holdings Limited (CIHL) paid a part sum 
of $200 mn (Rs 14.31 bn) towards purchase of an economic interest in a structured 
investment in Anglo American PLC from Volcan. The ownership of the underlying shares, 
and the associated voting interest, remained with Volcan. VEDL extended these loans 
under the garb of better cash management and attempted to entice shareholders with a 
promise of better-than-treasury returns.  

HZL’s shareholders are unlikely to face the same risk (as VEDL’s shareholders) of loans 
being extended to the holdco, largely because we expect the Government of India’s 29.54% 
shareholding and two board seats will play a stronger role in potentially containing such 
largess. However, it is likely that dividend outflow from HZL will remain high: the on-
balance-sheet cash of Rs. 154.8 bn on 30 June 2020. For the holdco, though, its economic 
interest in HZL is 32.5% (holdco owns 50.14% in VEDL which owns 64.92% in HZL), 
which means that it can access at best USD 0.7 bn (Rs. 50.4 bn) if HZL were to pay out 
its entire cash as dividend.  

With the increasing pledge of equity shares – 22.83% equity held by VEDL in HZL was 
pledged on 30 September 2020 – investors may run the risk of a potential change in 
control at HZL. To this extent, lenders must satisfy themselves that the shareholder 
agreement between the Vedanta group and the Government of India provides for a change 
in control in case of default.  

There is no cross-default risk – if the holdco defaults on its debt, there are no implications 
for VEDL and HZL. The debt in both these operating subsidiaries can easily be supported 
by their operating cash flow: VEDL’s debt is rated CRISIL AA/Negative/CRISIL A1+ and 
HZL’s debt is rated CRISIL AAA/Stable/CRISIL A1+. Therefore, there is no rationale for 
shareholders of VEDL and HZL to support any cash outflow to the holdco: it is purely a 
need of the promoters. 

 
4 At the time of this transaction, Cairn India was not merged into Vedanta and was a separately listed company in India. 

https://www.iiasadvisory.com/single-post/2020/05/15/vedanta-s-delisting-yet-another-replay
https://www.bseindia.com/xml-data/corpfiling/CorpAttachment/2019/1/df253ab8-0496-4e0b-beff-d65ceba4d96d.pdf
https://www.bseindia.com/xml-data/corpfiling/CorpAttachment/2019/1/df253ab8-0496-4e0b-beff-d65ceba4d96d.pdf
https://www.hzlindia.com/wp-content/uploads/OutcomeBoardmeeting21072020.pdf
https://www.hzlindia.com/wp-content/uploads/OutcomeBoardmeeting21072020.pdf
https://www.bseindia.com/stock-share-price/hindustan-zinc-ltd/hindzinc/500188/shareholding-pattern/
https://www.bseindia.com/stock-share-price/hindustan-zinc-ltd/hindzinc/500188/shareholding-pattern/
https://www.crisil.com/mnt/winshare/Ratings/RatingList/RatingDocs/Vedanta_Limited_June_17_2020_RR.html
https://www.crisil.com/en/home/our-businesses/ratings/company-factsheet.HINZINC.html
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VEDL has been using the regulatory loopholes to support the holdco debt. In giving loans 
through subsidiaries, it is avoiding the need for shareholder approval: the loans are related 
party transactions and would require the approval of majority of minority shareholders. Even 
so, giving these loans through subsidiaries needs the shareholder approval of the parent 
company (VEDL in this case), and the board’s acquiescence.  

In approving these transactions, either formally or tacitly, IiAS believes VEDL’s board has 
failed in its fiduciary responsibility to protect the interests of VEDL’s shareholders. Both 
VEDL’s board and the holdco’s Independent Directors are eminent, well-established 
personalities (Exhibit 2 and Exhibit 3) who, in joining the board, have lent their reputation 
to the group. In allowing cash flow support to the group, and in bypassing the need for 
shareholder approval, they are doing a disservice to minority shareholders and themselves. 
VEDL’s Independent Directors need to stand up to the promoter – Anil Agarwal joined back 
the board on April 2020 and is now the Chairperson – and separate the interests of the 
company and its shareholders from the promoter’s desperation brought on by the group 
debt. 

Exhibit 2: Vedanta Limited’s board composition 
S 
No 

Name Occupation Category 
Tenure 
(yrs) 

1 Navin Agarwal (P) Vice-Chairperson ED 7 
2 G R Arun Kumar (CFO) CFO ED 4 
3 Anil Agarwal (C) (P) Chairperson NED <1 
4 Ms. Priya Agarwal (P) Promoter NED 3 
5 Ms. Lalita Gupte Fmr. Joint MD, ICICI Bank ID 6 
6 U K Sinha Fmr. Chairperson, SEBI ID 2 
7 K Venkataramanan Fmr. CEO, Larsen & Toubro Limited ID 3 
8 Mahendra Kumar Sharma Fmr. Vice Chairperson, Hindustan Unilever Limited ID 1 

ED: Executive Director, ID: Independent Director, NED: Non-executive Non-independent director, (P): Promoter, (C): 
Chairperson 
 
Exhibit 3: Vedanta Resources Limited’s board composition 
S 
No 

Name Occupation Category 
Tenure 
(yrs) 

1 Anil Agarwal (C) (P) Chairperson ED 17 
2 Navin Agarwal (P) Vice- Chairperson ED 15 
3 Geoffrey Green Former Senior Partner, Ashurst LLP, law firm ID 8 
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4 Deepak Parekh Chairperson, Housing Development Finance 
Corporation Limited 

ID 7 

5 Ravi Rajagopal Former Global Head of Business Development, 
Diageo Plc 

ID 4 

6 Edward Story Founder and CEO, SOCO International Plc, Oil 
and Gas exploration and production company 

ID 3 

ED: Executive Director, ID: Independent Director, NED: Non-executive Non-independent director, (P): Promoter, (C): 
Chairperson 
Source: Company websites 
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Disclaimer 
This document has been prepared by Institutional Investor Advisory Services India Limited (IiAS). The information contained herein is 
solely derived from publicly available data, but we do not represent that it is accurate or complete and it should not be relied on as 
such. IiAS shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the 
information contained in this report. This document is provided for assistance only and is not intended to be and must not be taken as 
the basis for any voting or investment decision or construed as legal opinion/advice. The user assumes the entire risk of any use made 
of this information. Each recipient of this document should make such investigation as it deems necessary to arrive at an independent 
evaluation of the individual resolutions referred to in this document (including the merits and risks involved). The discussions or views 
expressed may not be suitable for all investors. The information given in this document is as of the date of this report and there can 
be no assurance that future results or events will be consistent with this information. This information is subject to change without any 
prior notice. IiAS reserves the right to make modifications and alterations to this statement as may be required from time to time. 
However, IiAS is under no obligation to update or keep the information current. Nevertheless, IiAS would be happy to provide any 
information in response to specific queries. No copyright infringement is intended in the preparation of this document. Neither IiAS nor 
any of its affiliates, group companies, directors, employees, agents or representatives shall be liable to any person for any damages 
whether direct, indirect, special or consequential including lost revenue or lost profits that may arise from or in connection with the use 
of this information. The disclosures of interest statements incorporated in this document are provided solely to enhance the transparency 
and should not be treated as endorsement of the views expressed in the report.  
 
Confidentiality 
This information is strictly confidential and is being furnished to you solely for your information. This information should not be reproduced 
or redistributed or passed on directly or indirectly in any form to any other person or published, copied, in whole or in part, for any 
purpose. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or 
located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to 
law, regulation or which would subject IiAS to any registration or licensing requirements within such jurisdiction. The distribution of this 
document in certain jurisdictions may be restricted by law, and persons in whose possession this document comes, should inform 
themselves about and observe, any such restrictions. The information provided in these reports remains, unless otherwise stated, the 
copyright of IiAS. All layout, design, original artwork, concepts and other Intellectual Properties, remains the property and copyright of 
IiAS and may not be used in any form or for any purpose whatsoever by any party without the express written permission of IiAS. 
 
Analyst Certification 
The research analyst(s) responsible for this report certify/ies that no part of his/her/their compensation was, is or will be, directly or 
indirectly related to the views expressed in this report. IiAS’ internal policies and control procedures governing the dealing and trading 
in securities by employees are available at https://www.iiasadvisory.com/about. 
 
Conflict Management 
IiAS and its research analyst(s) responsible for this report may hold a nominal number of shares in Vedanta Limited (the “subject 
company”) as on the date of this report. A list of IiAS’ shareholding in companies is available at https://www.iiasadvisory.com/about. 
However, IiAS, the research analysts and their associates or relatives, do not have actual/beneficial ownership of one per cent. or more 
securities of the subject company, at the end of the month immediately preceding the date of publication of this report. Further, a list 
of shareholders of IiAS as of the date of this report is available at https://www.iiasadvisory.com/about. 
 
Other Disclosures 
IiAS is a SEBI registered research entity (proxy advisor registration number: INH000000024) dedicated to providing participants in the 
Indian market with independent opinions, research and data on corporate governance issues as well as voting recommendations on 
shareholder resolutions of about 750 listed Indian companies (https://www.iiasadvisory.com/iias-coverage-list). Our products and services 
include voting advisory reports, standardized services under the Indian Corporate Governance Scorecard, and databases 
(www.iiasadrian.com and www.iiascompayre.com). There are no significant or material orders passed against the company by any of 
the Regulators or Courts/Tribunals. 
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The attached article is a general event-based commentary on the subject company. IiAS has previously published its voting 
recommendations on the subject company. 
 
IiAS confirms that, save as otherwise set out above or disclosed on IiAS’ website, 
• IiAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have any financial interest in the 

subject company. 
• IiAS, the research analyst(s) responsible for this report and their associates or relatives, do not have any other material conflict of 

interest in any of the subject company at the time of publication of this report. 
• The subject company has subscribed to IiAS’ services and IiAS has received remuneration from the subject company in the past 

twelve months. 
• None of the research analyst(s) responsible for this report, and their associates or relatives, have received any compensation from 

the subject company or any third party in the past 12 months in connection with the provision of services or products (including 
investment banking or merchant banking or brokerage services or any other products and services), or managed or co-managed 
public offering of securities of the subject company. 

• The research analyst(s) responsible for this report has not served as an officer, director or employee of the subject company in the 
past twelve months. 

• Neither IiAS nor the research analyst(s) responsible for this report have been engaged in market making activity for the subject 
company.
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Institutional Investor Advisory Services India Limited (IiAS) is an advisory firm, 
dedicated to providing participants in the Indian market with independent opinions, 
research and data on corporate governance issues as well as voting recommendations 
on shareholder resolutions for about 800 companies that account for over 95% of 
market capitalization.  
 
IiAS provides bespoke research, valuation advisory services and assists institutions 
in their engagement with company managements and their boards.  
 

IiAS has equity participation by Aditya Birla Sunlife AMC, Axis Bank, Fitch Group 
Inc., HDFC, ICICI Prudential Life Insurance, Kotak Mahindra Bank, RBL Bank Limited, 
Tata Investment Corporation, UTI Asset Management Company Limited and Yes Bank.  

IiAS is a SEBI registered research entity (proxy advisor registration number: 
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