
 

Institutional EYE 
IiAS Comment | 11 July 2019 

 

1                                   iias.in                                                                          July 2019 
 

 

 
 
 
  
 
 
 
 
Subscribe to 
IiAS Research 
 
 
 
 
Write to us 
solutions@iias.in 
 
   
 
 
 
 
 
 
 
 
  

 

Focus 
 First Reaction 
 Governance Spotlight 
 Regulatory Overview 
 Thematic Research 
✓ Event Based Research 
 General Commentary 

IndiGo flies into turbulence  
With two of the largest airlines in doldrums, IndiGo’s addition to the pack 
is worrisome. The battle between the two sets of promoters may not have 
affected operations just yet. But, we have yet to see an instance where 
governance issues don’t eventually work their way into balance sheet 
challenges.  
 
The recent allegations of the Gangwal faction (RG group) against the 
Bhatia faction (IGE group), both promoters of Interglobe Aviation Limited 
(IndiGo) with almost equal shareholding, revolved around three broad 
issues: (a) the Articles of Association (AoA) give the IGE group    
superordinate powers, (b) related party transactions between IndiGo and 
the IGE group were not conducted in a transparent manner, (c) the board 
decided not to convene an extraordinary general meeting (EGM) at the 
behest of RG group, even though they have  the legal right to it. The mere 
suggestions of these – independent of which faction is correct – raises 
concerns over corporate governance standards at the board level.  
 
Corporate governance at IndiGo can be strengthened. At a very basic 
level, the size of the board at six directors allows greater board control to 
the IGE group by virtue of their board nomination and executive director 
appointment rights (Exhibit 1). The median size of boards in India is 
between 9 to 10 members, and therefore board expansion will create 
room for more independent directors. Rakesh Gangwal, who was 
appointed to the board in June 2015, was not a member of any of the 
board committees – which effectively means that the same set of 5 people 
formed every board committee. The engagement of IndiGo’s directors 
post-IPO, reflected in poor attendance levels, was another element of 
concern: promoters together had attended less than 50% of the board 
meetings (Exhibit 2). It is only in FY18 that attendance levels increased – 
perhaps as the Kotak Committee proposed harsh re-election criteria for 
absentee directors or that the differences had started to simmer. The root 
allegation made by the RG group is that of managing conflict of interest. 
This is reflected in IndiGo’s audit committee composition, which included 
an executive director since its listing – Aditya Ghosh while he was still 
around, and then Rahul Bhatia once he took over as interim CEO – until 
recently (Exhibit 3). We believe having executive directors as members of 
the audit committee creates a conflict of interest that could best be 
avoided – more so, seeing that the main issues being raised are those of 
related party transactions.   
 
Investors must question the need for related party transactions in the first 
instance. Why should allied services required by the airline be owned and 
provided by promoter-controlled entities? It is essentially the same 
question that Sun Pharma’s investors are asking of Aditya Medisales. Such 
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operating structures add a layer of opacity and create investor mistrust at 
the first inkling of wrong-doing. While the IGE group can continue to 
assert that the related party transactions are a non-issue, such structures 
have often been the cause of financial leakages in other companies in the 
past.   
 
IndiGo, in a sense, is the test case for what a differential voting rights 
(DVR) environment will look like. One of the concerns over differential 
voting rights is that it could result in management entrenchment. In 
IndiGo’s case, the disproportionate voting rights (because the RG group 
must vote with the IGE group) provides enabling conditions for board 
capture – which is perhaps reflected in the board decision to not acquiesce 
to hosting an EGM. The RG group will now have to use its privileges under 
regulation and host the EGM on its own (Exhibit 4). 
 
Investors recognize the difference between leadership (having someone 
at the helm who is accountable) and management / promoter 
entrenchment.  But holding disproportionate power can be detrimental 
to stakeholders. It is in this context that SEBI needs to think long and hard 
once again about its decision to allow differential voting rights. 
Independent of SEBI’s decision on this, stock exchanges, too, must not 
allow companies to list on their platforms under these circumstances.  
 
With two of the largest airlines in doldrums, IndiGo’s addition to the pack 
is worrisome. The battle between the two sets of promoters may not have 
affected operations just yet. But, we have yet to see an instance where 
governance issues don’t eventually work their way into balance sheet 
challenges. It may be a while before lenders and investors trust them 
enough to give them access to capital. Most will ask them to sort out their 
internal battle first. Essentially, this means that if the airline wants to buy 
or lease more aircrafts to take advantage of the open slots, it will find it 
that much more difficult. Existing lines with banks may see some 
contraction if lenders believe the governance issues will impact credit 
quality. Some of these risks are now at the horizon. Investors must fasten 
their seat belt; this has the makings of a bumpy ride.   
 
A modified version of this article was published in the Financial Express. The article can be 
accessed here: https://www.financialexpress.com/opinion/indigo-flies-into-turbulence-
investors-must-brace-for-a-bumpy-ride/1639958/   
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Exhibit 1 – Rights afforded to the IGE group and the RG group in IndiGo’s AoA 
• Where either of the groups wishes to transfer their shares to a third party, the other group (non-

transferring party) will have the right of first refusal (shares can be purchased by the group or any 
person nominated by it) or a tag along right.   

• Prior consent of the other (non-transferring) party will be required in case IGE or the RG group wants 
to transfer their shares to a competitor or to any person in a manner that will trigger an open offer.  

• The right of refusal and tag along right will not apply to shares acquired by the groups after the IPO. 
• None of the groups can acquire shares in a manner that will trigger an open offer. 
• If the minimum public shareholding limit increases, the groups will be obliged to sell their respective 

stakes proportionately. 
• IGE has the right to appoint 3 non-independent directors, 1 among these shall not be liable to retire 

by rotation. IGE also has the right to appoint the Chairman of the Board. (Clause 17.1) 
• RG Group has the right to appoint 1 non-executive director not liable to retire by rotation. (Clause 

17.1) 
• IGE has the right to appoint the MD/CEO/President of the company (Clause 17.4) 
• Presence of 1 director each nominated by IGE and RG group is necessary to constitute quorum for 

board meetings (Clause 20.2) - the groups can waive this requirement 
Source: IndiGo’s AoA; IiAS research 

 

Exhibit 2 – IndiGo’s directors’ board meeting attendance 
Director FY16 FY17 FY18 
Rahul Bhatia (Promoter) 30% (3/10) 38% (3/8) 50% (4/8) 
Rohini Bhatia (Promoter) 50% (5/10) 25% (2/8) 75% (6/8) 
Rakesh Gangwal (Promoter) 14% (1/7) 50% (4/8) 63% (5/8) 
Average attendance of promoters 33% 38% 63% 
    
Devadas Mallya  100% (10/10) 88% (7/8) 100% (8/8) 
Aditya Ghosh 90% (9/10) 100% (8/8) 100% (8/8) 
Anupam Khanna 80% (8/10) 63% (5/8) 100% (8/8) 
    
Average attendance of the entire board 63% 60% 81% 

Note: Rakesh Gangwal was appointed to the board on 25 June 2015 
Source: Annual Reports 
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Exhibit 3: Composition of IndiGo’s Audit Committee 
Director Category 31-Mar-16 31-Mar-17 31-Mar-18 30-Sep-18 31-Mar-19 
M Damodaran Independent Director - - - - Chairperson 
Devadas Mallya Independent Director Chairperson Chairperson Chairperson Chairperson - 
Aditya Ghosh Executive Director Member Member Member - - 
Rahul Bhatia Interim CEO / Executive Director - - - Member - 
Anupam Khanna Independent Director Member Member Member Member Member 
Anil Parashar Non-Executive Non-Independent Director - - - - Member 

Note: M Damodaran joined the board in January 2019 and Anil Parashar joined the board in October 2018 
Source: Corporate Governance filings on BSE 
 

Exhibit 4: Procedure for calling an EGM (Section 100 (2) of Companies Act 2013) 

 

 

• The Board shall call an EGM on the requisition made by shareholders -  
o In the case of a company having a share capital - holding not less than 10% of the paid-up capital of the company on the date of receipt of the 

requisition. 
o in the case of a company not having a share capital - holding 10% of the total voting power of the company on the date of receipt of the 

requisition 
• The members should provide the requisition to call an EGM in writing or through electronic mode at least 21 days prior to the proposed date of the 

EGM.   
• The notice should specify the place, date, day and hour of the meeting and contain the business to be transacted at the meeting. It is not mandatory 

to provide an explanatory statement for the proposed resolutions. Further, the requisitionists may disclose the reasons for proposing the resolutions. 
The meeting should be convened at the registered office or in the same city or town where registered office is situated on working day. 

• The notice shall be signed by all the requisitionists or by a requisitionist duly authorised in writing by all other requisitionists and delivered at the 
registered office of the company. 

• If the Board does not, within 21 days from the date of receipt of such requisition, proceed to call an EGM on a day not later than 45 days from the date 
of receipt of such requisition, the EGM can be called and held by the requisitionists themselves within a period of 3 months from the date of the 
requisition and reimburse any reasonable expenses from the directors in default for holding the meeting. 

• The EGM shall be called and held in the same manner as any other meeting held by the Board.  
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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. 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 is 
committed to providing independent and transparent recommendation to its client and would be happy to provide any information in 
response to specific client queries. 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. 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. 
 
IiAS Voting Guidelines 
IiAS' voting recommendations are based on a set of guiding principles, which incorporate the basic tenets of the legal framework along with 
the best practices followed by some of the better governed companies. These policies clearly list out the rationale and evaluation parameters 
which are taken into consideration while finalizing the recommendations. The detailed IiAS Voting Guidelines are available at our website. 
The draft report prepared by the analyst is referred to an internal Review and Oversight Committee (ROC), which is responsible for ensuring 
consistency in voting recommendations, alignment of recommendations to the IiAS’ voting criteria and setting and maintaining quality 
standards of IiAS’ proxy reports. Details regarding the functioning and composition of the ROC committee are available at 
https://www.iiasadvisory.com/about. In undertaking its activities, IiAS relies on information available in the public domain i.e. information 
that is available to public shareholders. However, in order to provide a more meaningful analysis, IiAS, generally seeks clarifications from the 
subject company. IiAS reserves the right to share the information provided by the subject company in its reports. Further details on IiAS policy 
on communication with subject companies are available at https://www.iiasadvisory.com/about. 
 
Analyst Certification 
The research analyst(s) for this report certify/ies that no part of his/her/their compensation was, is or will be, directly or indirectly related to 
specific recommendations or views expressed in this report. IiAS’ internal policies and control procedures governing the dealing and trading 
in securities by employees are available at https://www.iiasadvisory.com/about. 
 
Conflict Management 
IiAS and its research analysts may hold a nominal number of shares in the companies that IiAS covers (including the subject company), as on 
the date of this report. A list of IiAS’ shareholding in companies is available at https://www.iiasadvisory.com/about.  
 
However, IiAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have actual/beneficial ownership 
of one per cent. or more securities of the subject company, at the end of the month immediately preceding the date of publication of this 
report. A list of shareholders of IiAS as of the date of this report is available at https://www.iiasadvisory.com/about. However, the preparation 
of this report is monitored by an internal Review and Oversight Committee (ROC) of IiAS and is not subject to the control of any company to 
which such report may relate and which may be a shareholder of IiAS. 
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Other Disclosures 
IiAS is a SEBI registered research 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 780 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.  
 
IiAS further confirms that, save as otherwise set out above or disclosed on IiAS’ website (www.iias.in):   
• IiAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have any financial interest in the subject 

company. 
• IiAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have any other material conflict of interest 

at the time of publication of this report. 
• None of IiAS, the research analyst(s) responsible for this report, and their associates or relatives, have received any compensation from 

the subject company or any third party in the past 12 months in connection with the provision of services of products (including 
investment banking or merchant banking or brokerage services or any other products and services), or managed or co-managed public 
offering of securities of the subject company.  

• The research analyst(s) responsible for this report has not served as an officer, director or employee of the subject company in the past 
twelve months. 

• None of IiAS or the research analyst(s) responsible for this report have been engaged in market making activity for the subject company. 
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About IiAS  
Institutional Investor Advisory Services India Limited (IiAS) is a proxy 
advisory firm, dedicated to providing participants in the Indian market with 
independent opinion, research and data on corporate governance issues as 
well as voting recommendations on shareholder resolutions for over 650 
companies. IiAS provides bespoke research, valuation advisory services and 
assists institutions in their engagement with company managements and 
their boards.  

 
In addition to voting advisory, IiAS offers two cloud based solutions -  IiAS 
ADRIAN, and comPAYre. IiAS ADRIAN captures shareholder meetings and 
voting data and provides packaged data that can be used to gain insights on 
how investors view specific issues and gain greater predictability regarding 
how they might vote. comPAYre provides users access to remuneration data 
for executive directors across S&P BSE 500 companies over a five-year 
period.  
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