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Investors must rethink their equation with

some promoters

Although investors have recently voted out the CEO of two banks, they have
yet to take a stand on promoter CEOs in the corporate sector. Even so, there
are instances where the long-term interests of the company will be better
served by a leadership change. Investors have been shy in rocking the boat

- they should not be.

“Promoters do not have a divine right to stay in
charge regardless of how badly they mismanage an
enterprise nor do they have the right to use the
banking system to recapitalise their failed ventures.”
- Raghuram Rajan, former Governor, RBI

The banking sector has seen its fair share of Managing Director exits - several of these
being unplanned and forced by either the regulator or the investors. The recent shareholder

vote against the CEOs' of two banks, although rare, is a welcome change, given how

" Managing Director and CEO are used interchangeably in this article
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poorly these banks have been performing. At a time when investors are getting increasingly

vocal, will corporate India be next and promoter CEO heads roll?

One argument is that it is easier to let go of professionals seated as Managing Directors
or CEOs, since there is a belief that another professional would do just as well. But this
may not equally hold true for promoters. Having promoters in the driver's seat has generally
been considered beneficial for companies because promoters have the most skin in the
game. Because promoters have a generational view about business, there is reasonable
balance between short-term and long-term objectives. Investors are hesitant in pushing out
promoters because of the latent concern on whether the professional that takes over will
have the same degree of ownership and foresight. These concerns would be allayed if
investors believed the companies had a stronger board, or a strong leadership pipeline
and good succession planning. Consistent engagement on these issues will perhaps build

greater confidence in the organization structure.

When promoters are allowed to use the company for their personal gain and destroy
shareholder wealth, it is the failure of the board to disassociate the interests of the company
from its promoters and protect the company from its promoters. In such instances, investors
need to step in - using their shareholder vote and by engaging with the company - to
unseat the promoters and push for professionalization of management. The argument that
if the promoters created the mess, they need to stick around to clean it up should come
with a best before date. To this extent, investors have missed the opportunities to unseat

promoters of a slew of companies, where performance has repeatedly faltered.

The Reserve Bank of India (RBI) has no qualms in cutting short the tenure of bank
Managing Directors and it has done so for a few private sector banks in the past. RBI's
discussion paper on governance in commercial banks has mandatory rotation of CEOs -

10 years for promoters and 15 years for professionals. While we disagree with a tenure-

based rotation for CEOs, especially in banks that are well-performing, RBI's larger intent

is compelling board to address succession planning and develop a leadership pipeline.

For the rest of corporate India, Fortis Healthcare Limited should serve as an example

where the risk of uprooting the board and the promoters, at a time when there continued
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to be lack of clarity on the succession plan, paid off. The choice for investors was between
knowing what would become of the company if the erstwhile promoters stayed, vis-a-vis
taking a chance by replacing the board and hoping for a different but better, outcome. The
new board was successful - albeit after several challenges - and has been able to stabilize
the company, bring in a strategic partner as a promoter, and set the companies on the

path to create shareholder wealth.

Institutional investors in India are caught between beating the index and doing the right
thing - these can be at odds with each other, especially in the immediate. But in the longer
run, Indian markets can attract quality capital only if there are clear expectations of
corporate behaviour and errant promoters are punished by the market itself. Institutional
investors must take the lead in setting both, performance and behavioural expectations

from corporate leadership.

mon ey c OntrOI A modified version of this article written by Hetal Dalal was published on
moneycontrol.com, which can be accessed here: htips./bit.ly/3k4AalR
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This document has been prepared by Institutional Investor Advisory Services India Limited (liAS). 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. liAS 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. liAS reserves the right to make modifications and alterations to this statement as may be required from time to time.
However, liAS is under no obligation to update or keep the information current. Nevertheless, lIAS would be happy to provide any
information in response to specific queries. Neither [IAS 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
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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 liAS 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 liAS. All layout, design, original artwork, concepts and other Intellectual Properties, remains the property and copyright of
liAS and may not be used in any form or for any purpose whatsoever by any party without the express written permission of the
copyright holders.

Other Disclosures

liAS 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.jiasadrian.com and www.iiascompayre.com). There are no significant or material orders passed against the company by any of

the Regulators or Courts/Tribunals.

The attached article is a general commentary on the happenings observed in the securities market. An excerpt of this article was
published on Moneycontrol.com.
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About liAS

Institutional Investor Advisory Services India Limited (liAS) 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.

lIAS provides bespoke research, valuation advisory services and assists institutions in
their engagement with company managements and their boards.

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

lIAS is a SEBI registered research entity (proxy advisor registration number:
INHO00000024).



