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Its show and tell time for corporate India

Till case law is established, the new requlations will be a major point of friction
between companies and requlators and aggravate intra promoter rivalries. Till then
the best test for boards to apply is whether the disclosure of any event or development
will make the company more attractive or less attractive to investors or leave its value
unchanged.

The recent circular from the Security and Exchange Board of India’s (SEBI) streamlining
and enhancing disclosures of material events is aimed at adding ‘more’ transparency
and improving the timelines of corporate disclosures. Furthermore, the disclosure
requirements have been extended to include shareholder agreements including family
settlements “to the extent that (these) impacts management and control of the listed
entity.” This notification also expects that with effect from 1 October 2023, India’s top
100 listed entities will confirm, deny, or clarify market rumours on the stock exchanges.

Regulation 30 of SEBIs listing regulations required companies to disclose material
events. Under the prevailing regulations, events were either categorized as being
material and mandatorily were to be disclosed (Para A of the LODR 2015), or evets whose
disclosure was at the company’s discretion based on its materiality policy (Para B).
Realizing the lack of uniformity in market practice, SEBI, after an extensive consultation
process, has updated the events in Para A, spelling out what information needs to be
disclosed at the minimum. It has even provided guidance regarding when an event is
considered to have occurred.
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Further, SEBI has introduced quantitative minimum thresholds to determine materiality
(2% of turnover, 2% of networth or 5% of three-year average profit after tax).

SEBI now expects shareholder agreements, joint venture agreements, and family
settlements that impact the management and control of the listed entity to be disclosed.
It is difficult to quarrel against enhanced transparency. After all clauses in family
settlements relating to non-compete directly impact public shareholders.

Even so, Cyril Shroff has powerfully argued that SEBIs amendments aimed at
strengthening corporate governance fail to reconcile the virtues of public disclosure and
protection of private domains.

Companies have begun to disclose family settlements, yet even within a few weeks of
the notification, we are seeing divergence in how companies are disclosing these. The
current crop of disclosures is mainly by companies where the promoters are squabbling.
Kirloskar Brothers Limited has shared two MoU’'s in their entirety, the first from
September/October 2009 and the second dating back to October 1947. TD Power
Systems Limited on the other hand believes that as its shareholder agreement was
terminated in January 2011- prior to the Company being converted to a public limited
company, and as the matter is sub-judice, the agreement need not be disclosed. Hikal
Limited has divulged the extracts received that one set of its promoters believe are
relevant for public shareholders. As companies are unlikely to be a party to the
agreement, they must rely on what they receive from their ‘promoters,’ implying there
is no way to ensure the completeness of the disclosures. And investors must prepare
themselves to deal with more than one version of settlement documents.

Turing now to the requirement for companies (top 100 from 1 October 2023 and top 250
from 1 April 2024) to confirm, deny, or clarify any reported events or information in
mainstream media. While the existing regulations gave the discretion to listed entities
to confirm or deny any reported event or information to stock exchange(s), boards have
had to balance between the need to respond and the need to stay silent. Going forward,
companies will have to confirm, deny or clarify any reported events or information,
which may have a material effect on the listed entity. They are “expected to do so as soon
as reasonably possible and not later than twenty-four hours from the reporting of the
event or information.” Further if the “listed entity confirms the reported event or
information, it shall also provide the current stage of such event or information.”

Even in its current form, there are no consequences for companies denying a rumour,
only to retract it later. The ‘Put Up or Shut Up (PUSU) rule under the UK takeover code
might foretell the direction this regulation will go, particularly in the case of M&A, where
this is most relevant.

In UK the PUSU rule is triggered pursuant to a leak, following which the bidder is
expected to announce a fully financed binding offer within 28 days or announce it will
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not be making an offer in which event it is subject to a 6-month standstill. True, the
bidder can seek a 4-week extension, but the power dynamics would have shifted.

Till case law is established, the new regulations will be a major point of friction between
companies and regulators and aggravate intra promoter rivalries. Leadership teams and
boards will spend far more time determining when a deal is imminent, consequences on
the target company'’s price of any statement and the language while denying or even
verifying news reports. Not just this, the non-disclosure agreements that the promoter
families sign, will all now need greater scrutiny by the board.

Clearly companies and boards have their work cut-out for them. As they grapple with
what to disclose and when, the best test for them to apply is whether the disclosure of
any event or development will make the company more attractive or less attractive to
investors or leave its value unchanged.

Subscribers can access the blog by clicking this link or typing the following in your url:
https://www.business-standard.com/opinion/columns/it-s-show-and-tell-time-for-corporate-
Business Standard  /ndia-123082200979_1.html

B S A modified version of this blog was published in Business Standard on 23 August 2023.
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Disclaimer

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. 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, liAS is under no obligation to update or keep the information current. Nevertheless, [iAS would be
happy to provide any information in response to specific queries. No copyright infringement is intended in
the preparation of this document. Neither LiIAS 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 liAS' services or might be shareholders of IiAS. IiAS 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 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

TiAS 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.

This article is a commentary on general trends and developments in the securities market.
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About IiAS

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 over 1000 companies that account for more than 96% of market
capitalization.

I[iIAS 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. More recently, liAS has extended its analysis to ESG and is also
empanelled with AMFI as an ESG Rating Provider.

[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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