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Company groups: A new frontier 
for regulators 
On average, Indian listed companies have more than tripled the number of 
subsidiaries over the past 15 years and as of March 2020, listed companies in the 
NIFTY 50 index have an average of approximately 50 subsidiaries/step-down 
subsidiaries. Currently between 60 and 70 of the NSE 500 companies are in cross-
shareholding relationships. Both data-sets point to the need to focus on Company 
groups, and their governance.  
 

 

 
Corporate India is changing. For one, the number of companies without an 
identified promoter has been steadily going up. This is linked, but not entirely on 
account of the growing number of unicorns and start-ups that now occupy a 
disproportionate amount of space on our telephone screens. Two, while 
institutional investors still own roughly the same amount of equity that they did 
a few years ago, they are now far more vocal. But not all change is external to a 
firm.  An just published OECD-Sebi publication on “Company groups in India” 
notes that “on average, Indian listed companies have more than tripled the 
number of subsidiaries over the past 15 years and as of March 2020, listed 
companies in the NIFTY 50 index have an average of approximately 50 
subsidiaries/step-down subsidiaries.” This together with the growth in company 
groups will impact our corporate landscape and regulations. 

https://www.iiasadvisory.com/institutional-eye/a-future-without-promoters
https://www.iiasadvisory.com/institutional-eye/a-future-without-promoters
https://www.iiasadvisory.com/institutional-eye/why-do-promoters-still-have-an-edge-over-investors-when-getting-resotions-through
https://www.oecd.org/corporate/ca/Company-Groups-in-India-2022.pdf
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Like many other countries, India too does not have an overarching definition of 
“group”. In the absence of a definition, what helps regulators is that the most 
prevalent group structure is a cross-shareholding, with the pyramidal or 
hierarchical structures being the more prevalent forms. Consequently, as in most 
other jurisdictions, Indian regulators too define a “group” based on a set of 
conditions, using “associate company”, “subsidiary”, or “holding company”. 
Criteria like control over the board composition, voting rights, or significant 
influence, either directly or together with its subsidiaries and associates, help in 
identifying a group company. Further it is the branding that burnishes the group 
identity.   
 
The strength of group structures is also what raises challenges for the regulator. 
With cross shareholding structures, companies own each other’s stock. Cross-
shareholding helps minimise business risk as it brings about cooperation and 
integration between enterprises, including easier access to resources, personnel, 
and capital. This is particularly so in early stages of a company’s growth. The flip 
side is that such structures cause an imbalance in the corporate governance 
structure. The to-and-fro of funds might exaggerate the real solvency of an 
enterprise. In economic and business downturns, this risks creating a domino 
effect, where the financial failure of one company can lead to the financial failure 
of the other. In India, between 60 and 70 of the NSE 500 companies are in cross-
shareholding relationships over the last decade. 
 
The pyramid structure has some of the same benefits. It allows a shareholder to 
achieve control over a number of firms through a small outlay: A shareholder 
that directly owns 50 per cent of a firm, which in turn owns 50 per cent of another 
firm, achieves control of 50 per cent of the voting rights though their economic 
ownership is only 25 per cent. Governance commentators further point out that 
with such structures, the controlling shareholders can distort the benefits by 
diverting cash flows from firms in which they have a smaller stake to those where 
it is larger.  
 
For companies, despite the several benefits of carrying out business activities 
through affiliated yet legally distinct companies, there are associated costs like 
conglomerate or “holdco” discounts, leakages on account of dividends, implying 
that the capital allocation decisions rarely have straight-line risk-rewards.  
 
The bigger question is, where will the opportunity be assigned? While this is at 
times straightforward – determined by regulations (think of a financial 
conglomerate comprising a bank, an insurance company, a mutual fund and a 
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securities business all through separate legal entities). Or geography (take the 
case of a telecom company with operations in India and Africa). But often, in the 
case of, say family businesses, or a multinational which decides to pursue an 
opportunity through a wholly-owned subsidiary rather than the listed entity, 
there is no defensible answer. This is by far the biggest risk. In this area, 
multinational corporations need as much oversight as domestic firms.   
 
Given the pyramidical or the crossholding structures, regulatory focus is on 
related-party transactions. This has been an area of focus for Sebi for close to a 
decade (I remember attending a Sebi-OECD roundtable as far back as 2012). Sebi 
has been measured in its regulatory approach. The emphasis has been on 
disclosures and strengthening the hand of the independent directors through 
the audit committee. And while initially the thrust of its regulations was on the 
company itself, increasingly it is company groups, with the parent having to 
nominate a director on its material subsidiary, the auditors reviewing the 
material subsidiaries accounts, and setting up a company group governance 
structure.  More recently, Sebi has asked for greater oversight over subsidiaries 
– through which money is often re-routed.  
 
Going forward, attention will be on the flow of information within the group – 
though it may be argued that this is covered by the insider trading regulations, 
and compensation. Companies could be made to disclose crossholding 
relationships – as in Japan. Also, the compensation from all group entities and 
subsidiaries may need to be tabled.  
 
We can expect that company structures to continue to prevail   even as company 
groups come under greater regulatory focus. But if well harnessed with internal 
– and not just regulatory guardrails, a company group can create immense value. 
Take the Tata group. Today, the group employs 750,000 people, and operates in 
more than 100 countries across six continents. Held together by the Tata name, 
that reflects the groups ownership and shared values, the brand is reported to 
be valued at USD20 billion, the most valuable in India.   
 
 

A modified version of this blog first appeared in Business Standard on 
16 February 2022. To read the blog click this link or copy this url to 
your browser: https://www.business-standard.com/article/opinion/a-
new-frontier-for-regulators-122021501670_1.html 

 
 

https://www.business-standard.com/article/opinion/a-new-frontier-for-regulators-122021501670_1.html
https://www.business-standard.com/article/opinion/a-new-frontier-for-regulators-122021501670_1.html
https://www.business-standard.com/article/opinion/a-new-frontier-for-regulators-122021501670_1.html
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Disclaimer 
This document has been prepared by Institutional Investor Advisory Services India Limited (IiAS). The 
information contained herein is solely 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 and/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 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 the information. This report may cover listed companies (the 
‘subject companies’); IiAS may hold a nominal number of shares in some of the subject companies to the 
extent disclosed on its website and/or these companies might have subscribed to IiAS’ services or might be 
shareholders of IiAS. IiAS, its research analyst(s) and their associates or relatives, do not have any financial 
interest of one per cent or more in any of the subject companies. 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 the copyright holders. 
 
Other Disclosures 
IiAS is a SEBI registered 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 800 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.  
 

Amit Tandon has been associated with the OECD-SEBI report referred to in the blog. 
 

The article is a governance-based commentary on general trends in the securities market. 
 

 
 

https://www.iiasadvisory.com/iias-coverage-list
http://www.iiasadrian.com/
http://www.iiascompayre.com/
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About IiAS 
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 900 companies that 
account for over 95% of market capitalization.  
 
IiAS provides bespoke research on governance, ESG, and benchmark governance 
practices, assists institutions in their engagement with company managements 
and their boards and offers a cloud base repository of resolutions and voting 
outcomes, institutional voting and voting rationales,  www.iiasadrian.com  
  
IiAS has equity participation by Aditya Birla Sunlife AMC Limited, Axis Bank 
Limited, Fitch Group Inc., HDFC Investments Limited, ICICI 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.  
 
IiAS is a SEBI registered entity (proxy advisor registration number: 
INH000000024). 
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