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Private lives, public markets

Health issues, divorce, protracted battles with siblings, moral turpitude, regulatory
misdemeanours etc. can all distract the CEO and impinge on a company’s
performance. So, how much of a CEO’s private life should a company disclose?

Gautam Singhania recently put out a statement announcing his decision to
divorce Nawaz, his wife of 32 years. Given the “unsubstantiated rumor
mongering and gossip” that preceded this
announcement, he requested that this personal
decision be respected, allowing the family the
privacy needed to sort through the various
issues. We will do so.

&\ Gautam Singhania & @SinghaniaGautam - Nov 13

His announcement, however, is an opportunity
to raise questions regarding how ‘private’ the
lives of listed company CEOs ought to be, as
well as what companies should disclose and
when.

A CEO's divorce can affect the company in many ways. First, a divorce may impact
the CEOs efficiency, focus, and energy level. There is a growing body of work that
suggests that family conflict often spills onto the workplace. And because
separation may be long- drawn, the negative consequences may manifest even

22 November 2023 iilasadvisory.com 1


https://twitter.com/SinghaniaGautam

N INSTITUTIONAL
INVESTOR
A\DVISORY SERVICES

prior to the formal termination of the marriage and endure for some time,
thereafter. However, CEOs benefit from managerial support which can mitigate
any adverse effects resulting from a divorce.

Second, is the impact on ownership. A CEO holding a substantial ownership stake
in a company may need to sell or transfer a portion of this stake to meet the
conditions outlined in a divorce settlement.

David F. Larcker, Allan L. McCall, and Brian Tayan noted that when Rupert
Murdoch, the Chairman and CEO of News Corp, disclosed that he and his second
wife Wendi Deng were initiating divorce proceedings, after 14 years of marriage,
the share price did not react. In contrast the authors found that Continental
Resources share price drops on news of its chairman and CEO Harold Hamm'’s
divorce because “Hamm could have to sell a significant amount of his stock to
pay a divorce settlement, or he could be forced to hand some of his stock over to
his ex-wife. We believe both of these would result in a substantial overhang on
the stock and could result in Hamm losing majority control,” noted RBC Capital.

In Kings of Capital, a book about Blackstone, the authors have said that Stephen
Schwarzman in part is believed sold his shares in Blackrock to help defray the cost
of his divorce (- he later described this sale as his “heroic” mistake).

Money is wiser after the first marriage: Rupert Murdoch in his second marriage
had a prenuptial agreement, Hamm and Schwarzman, in their first, did not.

While anecdotal evidence suggests spouses are more likely to receive cash and
other assets, it is not always so. Mackenzie Bezos got to keep her 4% stake then
valued at US$35.6 bn, leaving Jeff Bezos holding 12% in Amazon. Mackenzie
Bezos however transferred her voting rights to her husband.

This lower wealth may result in a change in the risk appetite of the CEQ, leading
to either becoming too conservative or dialling up risk. This has consequences
on the company.

Current Indian boards deal less with divorces and possibly a bit more with
disclosures regarding health issues of their CEO. Boards generally offer two
explanations for remaining silent on their CEOs illness. First, the trade-off
between an individual's privacy and the company’s disclosure obligations. In the
absence of regulations regarding what and when to disclose, companies have
preferred to remain silent. The other is that companies do not view this as
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material information - unlike order wins or a factory fire which can be baked into
a spreadsheet.

In the US, disclosures regarding a CEO's health fall along a continuum. From full
briefings early in the cycle as seen with Berkshire Hathway announcing that
Warren Buffett will have prostate cancer surgery, to partial (‘CEO is hospitalized),
to keeping silent.

Disclosures on both health and personal relationships are rare in India. HDFC
Bank’s is one of the few instances of a company making a disclosure regarding
its CEQO's’ heart operation. SKS Microfinance had disclosed matters relating to its
founder’s divorce in its offering circular. Such disclosures remain uncommon.

Most disclosure requirements are regarding the firm and very few relate to its
leadership team. This is despite CEOs' personal brand sometimes becoming as
powerful as the companies that they manage. Investors, however, expect that
boards will be kept in the know. This is even more critical when it comes to the
CEO’s illness and health. Rather than waiting for the CEO to inform the board
about her health, the board can demand that such disclosures be made
mandatory. This will enable the board to assess the severity and plan ahead.

Health and divorce are not the only elements that affect the CEO. Protracted
battles with siblings, moral turpitude, requlatory misdemeanours, and the like,
can all distract the CEO and impinge on a company'’s performance.

For now, boards must demand disclosures regarding the current situation from
the CEO, based on which the board should take a call regarding the materiality of
the event. Appropriate disclosures must follow.

A modified version of this blog was published in Business Standard on 21 November 2023.
Its subscribers can access the blog by clicking this link or typing the following url:
https.//www.business-standard.com/opinion/columns/private-lives-public-markets-

Business Standard 1237720011752 _1.html
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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 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 liAS’ services or might be shareholders of IiAS. TiAS 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 1000 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 just 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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