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The lion in the path of Tamilnad 
Mercantile Bank’s proposed IPO 
The bank has filed for its proposed IPO in which the incoming shareholders will not 
be able to approve accounts, vote on declaration of dividend, hold the management 
and board accountable through their vote or take any decision, because the company 
is unable to hold an AGM without a court sign-off. The IPO should be permitted only 
after the legal tangles are resolved.  
 

 

 
Common or ordinary shares represents a fractional ownership in the company 
issuing these; as an owner, the shareholder gets a vote in the company's major 
decisions proposed its shareholder meetings. It is important to remind ourselves 
regarding this, because the draft red herring prospectus filed by Tamilnad 
Mercantile Bank Limited (TMB), proposing to issue ordinary shares, does not have 
the ability to convene a shareholder meeting without the consent of the High 
Court of Madras. This as the draft document states “limits (the banks) ability to 
obtain approval of (its) shareholders in a timely manner, or at all.”  This is the 
first risk factor.    
 
The risk is real - the bank has been unable to hold an AGM either in 2020 or in 
2021 and has been unable to have the appointment of four of its directors 

https://www.sebi.gov.in/filings/public-issues/sep-2021/tamilnad-mercantile-bank-limited_52434.html
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regularized, obtain shareholder approval for amending its articles of association 
or its last two years accounts approved.  
 

The hurry is list, despite compelling reasons not to, is explained by RBI’s diktat 
that the “bank will be unable to open new branches unless (it) is listed.”  But by 
the banks own reckoning a listing does not ensure that “this restriction will be 
lifted” implying that its “expansion strategy and business prospects could be 
adversely affected.”  
 

You can’t make this up if you try 
But first some background1 
 

TMB was incorporated as the Nadar Bank in 1921, and as with many other banks, 
it was purposed with serving the Nadar community. Its name was changed in 
1963 to Tamilnad Mercantile Bank Limited. 
 

The current dispute can be traced to back to 1994 when a faction of the 
community sold nearly 67 per cent of the shares to the Essar group. The 
community soon set up a retrieval committee to get back the shares.  They then 
put political pressure on the Ruia’s – from both then centre and the state to get 
them to sell back the shares to the community. The RBI too refused to register 
the shares in the name of the Essars. Essar was having  troubles of its own, and 
RBI  allegedly remarked "people whose cheques bounce do not have any 
business running a bank."  
 

Following political mediation, a deal was struck between the Essar group and the 
community, to sell back these shares. The community then rallied to raise money 
to buy the shares. But the appointed day to buy the shares came and went, which 
is when it came to light that the Ruia’s no longer held the shares these had been 
sold to C Sivasankaran.  
 

C Sivasankaran reportedly now demanded a higher price for the shares than 
agreed to by the Ruia’s. He is said to have stated that he had acquired the shares 
by converting his black-money to white, and this cost of conversion paid under 
the ‘Voluntary Income Disclosure Scheme (VDIS)’ needed to be factored into the 
price!   
 
Finally, in 1998, a settlement was reached.  Of the 67 per cent stake that Siva 
bought from the Ruia’s, the Nadar’s were to buy 51% per cent of the shares and 
the balance 16%was to be sold to a financial institution.  

 
1 We have relied on the offering circular, secondary sources, and anecdotal commentary while disclosing certain 

events in this section.     

https://m.rediff.com/business/1999/aug/13tmb.htm
https://www.rediff.com/business/1998/feb/03nadar.htm
https://techbuffoon.wordpress.com/2013/11/09/some-interesting-history-about-tamilnad-mercantile-bank-tmb/
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C Sivasankaran on his part sold his shares in the bank to Ramesh Vangal (who 
had brought PepsiCo to India), Rajat Gupta (- former head, McKinsey), Ravi 
Trehan etc. 
 

This sale triggered another set of disputes.  
 

In March 2007 TMB had obtained RBI approval to sell 53,611 shares to certain 
specified NRI’s as a part of this process.  Out of the 53,611 shares, the bank 
sold/transferred 46,862 shares to a different set of persons i.e. those not on this 
pre-approved list (‘disputed NRIs’). Further 27,289 of these shares were 
transferred to two other NRI’s in December 2011 and June 2012.  
 

These transfers were subject to a show-cause notice by the Directorate of 
Enforcement (ED), in December 2014 against the banks, its erstwhile KMP’s, its 
erstwhile directors and a current director. The ED has imposed fines on the three 
transfers in 2007, 2011 and 2012. The bank has written to the ED asking it to keep 
the fines in abeyance till RBI takes a view on matters of compounding. 
 

Further in May 2007 the bank transferred 95,418 shares to several NRI’s, 
including the disputed NRIs and 209 resident Indian’s.  These transfers were 
referred to RBI which in its order of 31 March 2011, found them to be in violation 
of their “2004 Bank Ownership Guidelines.” The RBI further asked then bank to 
explain why these persons were not be seen acting in a ‘group’ to acquire more 
than 5% of the banks shares, in violation of the 2004 ownership guidelines.  
 

Thereafter, in May 2016 the bank further muddied the water by exponentially 
increasing the scale of the issue at hand: it issued bonus shares in the ratio of 
1:500. This too met with RBI’s ire. Now the central bank contented that in doing 
so the bank had violated its ‘master directions on the issue and pricing of shares  
by private banks,’ and fined the bank. 
 

By 2020, the 2007 sale of shares to Ramesh Vangal et. al. came to bite Standard 
Chartered Bank; they were fined Rs 100 crores by the ED. The bank, through a 
maze of agreements had funded this purchase of shares. The ED however saw 
Standard Chartered as attempting to wrest control over the bank, because the 
escrow which funded the purchase, gave the bank the right to nominate directors 
on the board as well as the right of first acquiring the shares - should regulations 
permit. 
 

The IPO: A remedy or a bomb 
There are various other cases against the bank, its directors, its group of equity 
holders. Some in the Supreme Court, some in various High Courts including 
Madras, Bombay and Delhi, and a show-cause Ministry of Corporate Affairs.  
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To push a set of public and retail investors into this this judicial flotsam is ill-
advised.  If it were a large issue, that dwarfed the size of the existing litigations, 
it was still worth the risk. But with 37.61% or 53.6 million shares subject to legal 
wranglings and held in abeyance, how do you even price for this overhang – and 
legal uncertainty? Be that as it may, the proposed IPO will end up dragging a new 
and still wider set of investors into a dispute that has been boiling for two 
decades. The problem needs to be contained, and not unleashed on the hapless 
investors who have a lion sitting across the path. They will not be able to approve 
accounts, vote on declaration of dividend or hold the management and board 
accountable through their vote because the well settled mechanism of voting in 
the AGM, has been paused by the court. 
 
The Reserve Bank knows how protracted the legal process has been and the 
various issues. Pushing an IPO by holding back on branch expansion does not 
solve for the problem at hand. They can penalize the then board or the set of 
seemingly recalcitrant investors or both.  They can allow matters to proceed with 
compounding. But they must dictate a solution.  
 
There is something to be said in favour of regulating by disclosures - but SEBI 
should not allow a company that cannot even convene an AGM - the forum 
through which a shareholder’s voice can be heard - to go ahead with its IPO.  
 
The ownership and even the legitimacy of the disputed shares has for decades 
been contained within a small set of shareholders. An IPO at this stage will only 
drag a larger set of unsuspecting investors into the dispute rather than do 
anything to resolve it. Furthermore, such an IPO risks diminishing trust in our 
regulatory regime and markets. This is where the two regulators must both draw 
a red line.  
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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.  
 
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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