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What Hindenburg has got wrong

In their report on the Adani group, Hindenburg took a jab at the
governance of Indian companies. We don’t agree with their broad-brush
rationale for dissing corporate India. Our view is that over the past few
years, corporate governance standards in India have strengthened.

The Hindenburg report has been critical of the state of Indian capital markets. It says,

“India is home to many of the world’s most brilliant entrepreneurs, engineers, and
technologists and is emerging as a global superpower. However, the country’s economy has
been held back by the broken state of its capital markets.” This sweeping statement about
the state of Indian capital markets risks creating a false perception about India with
global investors.

Given the spotlight on the Adani group, the allegations made by Hindenburg are likely
to colour the view of Indian markets for many. We have a contrarian view: a few bad
apples aside, the corporate governance standards of Indian companies have only been
improving.

For one, Foreign Institutional Investor ownership in NSE listed companies (by market

capitalization) has increased from less than 10% in June 2001 to 18.4% in June 2022'.
Outside of the global macroeconomic conditions, foreign portfolio investors are unlikely
to stay invested if the markets rest on shaky governance structures.

" Source: India Ownership Tracker dated 22 September 2022 published by NSE
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Our argument is bolstered when we look at data from our annual scores based on Indian
Corporate Governance Scorecard (Scorecard)’. Developed jointly by IFC (International
Finance Corporation), BSE, and liAS, and based on the G20/OECD Principles of Corporate
Governance, it scores S&P BSE 100 index constituents, on a host of governance
parameters®. These 100 index constituents account for over 70% of total market
capitalization - therefore, their measure on the Scorecard is representative of the
broader market. On a base of 100, median scores have been inching up over the past
five years and stood at 62 for companies evaluated on their 2021 disclosures (Exhibit 1).
More than half or 57% of the companies scored 60 or more - the threshold for being
considered well-governed under the Scorecard assessment framework - against 45% in
2019 (Exhibit 2). The assessment based on 2022 disclosures is underway, but early results
tell us that the governance scores have increased further, on a much more stringent
assessment framework®.

Exhibit 1: Scores over the years of S&P BSE 100 companies on the Indian Corporate
Governance Scorecard
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Source: liAS Research; https://www.iiasadvisory.com/qovernance-Scorecard

2 More information about the CG Scorecard is available here: https://www.iiasadvisory.com/governance-Scorecard

3 As all evaluation frameworks do, the methodology of the Indian Corporate Governance Scorecard also has its own limitation.
A high score on the scorecard is not an indicator of current or future financial performance, or stock price performance. The
scores also do not indicate the permanency of governance practices: a company’s governance practices may improve or
deteriorate from the date of the scoring. The scorecard is based on publicly available information, which has its limitations and
cannot predict corporate behaviour - especially during contentious or divisive situations.

4 Following a consultative process, IiAS revised the scoring methodology which included modifying the existing framework,
adding a few new questions, and increasing the threshold for a ‘Leadership’ score to 75 from 70. The 2022 assessments will be
based on this revised framework.
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Exhibit 2: Higher number of companies are crossing the ‘Leadership’ threshold on
the Indian Corporate Governance Scorecard
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Source: liAS Research; https://www.iiasadvisory.com/qovernance-Scorecard

Regulations in large part have helped strengthen governance practices.

Beginning with the voluntary adoption of governance codes in the mid-1990s, we have
shifted to requlatory standards. In this journey, 2014 and 2015 were watershed years
with the Companies Act 2013 and the SEBI (Listing Obligations and Disclosure
Requirements) Regulation 2015 focussing on empowering shareholders, and
recognizing the role of auditors and boards, particularly independent directors, in
shaping corporate behaviour. Online voting was introduced for all companies in 2014
and since then shareholder resolutions are weighted by the shareholding even as many
geographies persist with a show-of-hand and non-binding votes. This alone has
empowered shareholders to push back. Further stewardship responsibilities imposed
through codes - by IRDAI, PFRDA and SEBI has led to domestic institutional investors
voting their shares and engaging with companies on governance and operational issues
(Exhibit 3).

Indian regulations around corporate governance maps onto the G20/OECD Principles of
Corporate Governance with regulators using a mix of regulations and mandatory
disclosures to drive better behaviour. Not only do regulations require adherence to
what are seen as global best practices, in many aspects our expectations are tighter than
well-established global norms. Shareholders of Indian companies approve executive
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remuneration while the US has a say-on-pay. Mandatory auditor rotation, CSR spends, a
reverse book-building mechanism for delisting are just some of the aspects that are
largely unique to the Indian market.

Exhibit 3: Regulations pushing for stewardship
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Source: liAS research

Financial leakages through related party transactions remain a focus area of SEBI where
rules are constantly being tightened. Most now call for a majority of minority vote. As
companies find escape routes, SEBI continues to tweak its regulations to close innovative
hatches. Gaps remain. Closing some loops is made difficult by global treaties restricting
data access regarding beneficial owners or tracking the money trail till the very end.
These embolden companies and promoters.

No market is immune to governance failures. India, too, has had its share of governance
failures, much like other mature markets: from GE to Volkswagen, to Wells Fargo, to
Toshiba. Regulations cannot plug all holes. They can only solve for what can be
envisaged and learn from what they missed. Investors know that there can be no
guarantees against corporate governance failures. And well-governed companies
recognize that transparency and predictability of corporate behaviour is not built
overnight but takes years and decades to build.

Given the harsh market reaction, the Adani group by now, will have recognized the
fragility of investors’ trust in the group. The lack of wide-spread domestic institutional
ownership too tells its own tale. The group needs to change behaviour and improve
transparency including in areas like share-ownership (which it has long mistakenly
believed it can side-step) and related party transactions. Largely leaving unanswered
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questions such as Vinod Adani, Gautam Adani’s brother, being a related party® will not

bolster investor confidence.

It will be unfortunate if the questions raised by Hindenburg on the Adani group cast a
shadow on the capital market in India. The two should not be conflated. Trust in the
governance practices of corporate India is an important element to attracting capital -
both foreign and domestic. The Indian regulators are aware how fleeting and fragile this
trust is, which is why they focus so much on it.

February 2023. You can access the blog by clicking this link or typing the
following in your url: https://www.business-standard.com/article/opinion/what-
Business Standard. i) dJenburg-has-got-wrong-123021301539 1.html

B S A modified version of this blog was published in Business Standard on 14

® Section 2(76) of the Companies Act 2013 defines a “related party”
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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 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 information referred to
in this document (including the merits and risks involved) and exercise due diligence while using this report.
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 document as may be required from time to time;
however, TiAS 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 LiAS 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 this
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 LiAS. LiAS and its research
analyst(s) do not have any financial interest in any of the subject companies except to the extent disclosed
on its website.

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 without the written permission of
TiAS. 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 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 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

TiAS is a SEBI registered entity (proxy advisor registration number: INHO00000024) 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 1014 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.

This article is a commentary on general trends and developments in the capital market.

15 February 2023 iiasadvisory.com 6


https://www.iiasadvisory.com/iias-coverage-list
http://www.iiasadrian.com/
http://www.iiascompayre.com/

N INSTITUTIONAL
INVESTOR
\DVISORY SERVICES

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 over 1014 companies that account for over 96% of market capitalization.

liIAS provides bespoke research and assists institutions in their engagement with
company managements and their boards. It runs two cloud-based platforms, SMART to
help investors with reporting on their stewardship activities and ADRIAN, a repository of
resolutions and institutional voting pattern.

TiAS with the International Finance Corporation (IFC) and BSE Limited, has developed a
Corporate Governance Scorecard for India to evaluate company's governance practices
and market benchmarks.

[iAS is a signatory to UN PRI.

TiAS is empanelled with AMFI as an ESG Rating and provides Second Party Opinions.
[iAS 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.

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