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Deepak Fertilisers: Preying on the market 
price? 
Deepak Fertilisers’ promoters recently let their warrants lapse but may 
subscribe to the company’s rights issue. The fall in the company’s stock 
price will enable the promoter group to increase their shareholding for 
the same quantum of equity infusion. Is this another case of 
opportunistic behaviour from promoters? The board and SEBI need to 
take heed of promoter behaviour and intervene.  
   
The board of Deepak Fertilisers & Petrochemicals Corporation Limited 
(Deepak Fertilisers) (Exhibit 2) is scheduled to meet today to consider a 
rights issue. Deepak Fertilizers has a dominant market share (over 70%) in 
the manufacture of technical ammonium nitrite (TAN), and isopropyl 
alcohol (IPA). The company is expanding its TAN capacities and the 
downstream chemicals, IPA and nitric acid, for which it announced 
planned capital expenditure (capex) aggregating Rs. 53 bn in FY18. The 
capex was to be funded by Rs. 37.1 bn in debt1, Rs. 2.0 bn in warrants to 
promoters, Rs. 6.0 bn via a QIP, and the residual from sale of non-core 
assets, and internal cash flows. The promoters (Exhibit 3), after infusing 
the initial 25% of capital, let over 80% of the warrants lapse, resulting in a 
funding gap. To fill that gap, the company now proposes to raise equity 
via a rights issue.  
 
The preferential warrants to promoters  
In September 2018, Deepak Fertilisers’ shareholders approved, with a 
95.92% majority2, the allotment of ~6.5 mn warrants to Robust Marketing 
Services Private Limited (RMSPL), a company belonging to the promoter 
group, to raise an aggregate of Rs.2.0 bn in equity. IiAS had recommended 
voting AGAINST this resolution (Exhibit 4).  In October 2018, RMSPL 
infused Rs. 500 mn – the 25% upfront infusion towards the warrants 
required under regulations – and were allotted the 6.5 mn convertible 
warrants at a price of Rs. 308.79 per share. RMSPL had another 18 months 
to infuse the residual Rs.1.5 bn (75%) to exercise the warrants and convert 
them into equity. 
 
But, in FY19, the business cycle turned. Raw material cost started to 
increase, and the prices of products softened, resulting in lower operating 
profits: Rs. 5.1 bn in FY19 from Rs. 5.7 bn in FY18. The largely debt-funded 
capex further squeezed net profits, which halved to Rs. 0.7 bn in FY19 from 
Rs. 1.6 bn in FY18. Margins continued to remain under pressure in during 
the first nine months of FY20, despite increasing revenues.   
 

 
1  Deepak Fertilisers’ debt has outstanding ratings of ICRA A+/Stable/ICRA A1. In its rating rationale dated 14 April 2020, 
ICRA states that capex will be funded in a debt to equity ratio of 7:3 
2 22.53% votes of institutional shareholding (present and voting) did not support the resolution. 
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Exhibit 1: Deepak Fertilisers’ stock price performance 

 
Source: www.nseindia.com 
 
  

 
The stock price reacted, falling all the way from levels of Rs. 400 in January 
2018 to below Rs. 100 levels by December 2019, a pre–Covid 19 correction 
 
Promoters allow over 80% of the warrants to lapse 
On 1 October 2019, within 12 months of the allotment of warrants, RMSPL 
infused Rs. 250 mn and were allotted 1.08 mn shares. By then, the share 
price had fallen to Rs. 99.2 – a third of the Rs. 308.79 warrants price. RMSPL 
had till 15 April 2020 to infuse the residual Rs.1.25 bn and convert the 
remaining 5.4 mn warrants into shares. Yet, SEBI granted RMSPL another 
month and allowed an extension to complete the infusion upto 15 May 
2020. Despite the extension of the deadline, the promoters did not infuse 
the residual equity and let the remaining warrants lapse. 
 
There is no rationale provided for the RMSPL exercising only part of the 
warrants and allowing over 80% of these to lapse. One could argue that 
because of the sharp correction in stock price, the RMSPL let go of the Rs. 
416.6 mn of the 25% upfront payment (of Rs. 500 mn), rather than infuse 
another Rs. 1.25 bn and buy shares that are out of money by over Rs. 1.1 
bn3. 
 

 
3 5.4 mn warrants times the difference in warrant price of Rs. 308.79 and the current market price  
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Yet, the promoters will likely subscribe to the rights issue 
The cycle turned once again for Deepak Fertilisers with the COVID-19 
crisis. The company is India’s largest manufacturer of IPA, which is a key 
ingredient of sanitizers. The IPA prices have almost doubled recently. The 
Government of India capped the price of IPA for making sanitizers, but for 
the remaining demand, market prices apply. For Deepak Fertilisers, where 
only an estimated 25% of its production is being used to make sanitizers, 
which has price control, this is a windfall. The government’s move to allow 
commercial coal mining is expected to increase the demand of TAN, since 
‘TAN blasting solutions’ are required for mining activities.  With IMD’s 
forecast of above average rains in India for the current year, company’s 
crop nutrition business is expected to do well. 
 
Despite the positive outlook on the business, at current market prices 
hovering at about Rs. 100, the rights issue will be priced at about 30% of 
the warrants price. If RMSPL were to invest the residual Rs. 1.25 bn into 
the rights issue, it would likely get 12.5 mn shares now, against 5.4 mn with 
the rights issue. Bridging the gap at the rights issue price (- we assume at 
below the current market price of ~Rs 100.0) as against Rs 308.79, will 
result in a higher dilution for all shareholders, impacting per share future 
earnings   
 
Unanswered questions 
The pieces of the puzzle, as they fit now, seem to suggest that the 
promoters risked the company’s capex plans to suit their personal profits: 
the board’s silence leaves minority shareholders with no other conclusion.  
 
RMSPL and the Deepak Fertilisers’ board need to answer two questions:  
 
1. Why did the company forward a request to SEBI to extend the warrant 

exercise date, without ascertaining RMSPL’s ability and willingness to 
bring in funds?  

2. Having forfeited their warrants, should the promoters be forced to 
forfeit their rights? After all, if they have no money for the warrants, 
can they have money for the rights issue? SEBI must take heed in this 
instance. 
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Exhibit 2: Deepak Fertiliser’s board composition# as on 25 May 2020 

S No Name 
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1 Shailesh C. Mehta (P) (C) ED 59 29         M 39.8 

2 Madhumilan Shinde  NED 65 3 M       M 1.3 
3 Ms. Parul Mehta (P) NED 55 15       M    1.0 

4 Pranay Vakil NED* 73 10 M   M C  C M 2.0 
5 Partha Bhattacharyya ID 69 8 M  M M  1.6 

6 Ashok Purwaha ID 65 3        1.1 
7 Berjis Minoo Desai ID 63 3  C M  C 1.0 

8 Mahesh Chhabria ID 56 3 C     1.5 
9 Alok Perti  ID 68 1      - 

10 Amit Biswas  ID 60 1  M     - 

11 
Bhuwan Chandra 
Tripathi ID 60 <1       - 

12 Ms. Renu Challu ID 68 <1        - 
ED: Executive Director, ID: Independent Director, NED: Non-executive Non-independent director, (P): Promoter, (C): 
Chairperson 
Committees: AC-Audit, NRC-Nomination & Remuneration, SRC-Stakeholders Relationship, CSR-Corporate Social Responsibility, 
SIC-Securities Issue Committee 
* IiAS considers Pranay Vakil as a non-independent director due to his tenure with the company (>10 years). 
Source: IiAS research 
# Chimanlal Mehta is designated as Chairman (Emeritus) but is not a director on the board. 
 
 
 
 
 
 
 
 
Exhibit 3: Details of promoter shareholding in Deepak Fertilisers on 31 March 2020 

Name of the shareholder  Number of shares held % of voting rights 
Nova Synthetic Limited 42,706,848 47.83 
Sofotel Infra Private Limited  1,688,301 1.89 
Robust Marketing Services Private Limited 1,340,367 1.50 
Chimanlal Khimchand Mehta 764,273 0.86 
Yeshil Shailesh Mehta 100,000 0.11 
Shailesh Chimanlal Mehta 1,506 0.00 
Parul Shailesh Mehta 1,226 0.00 
Total 46,602,521 52.2 

Source: www.bseindia.com  
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Exhibit 4: IiAS Voting Guidelines on Preferential Warrants being issue to promoters 
In a warrants issue, 25% of the conversion price is paid up front, with an option to convert the warrants into equity shares 
anytime during the next 18 months. The remaining 75% is paid upon conversion. If the warrants are allowed to lapse, the 
initial upfront amount of 25% is forfeited by the warrant holders. 
 
The lapse of warrants can hamper a company’s funding plans and can lead to delays or cancellations of capex plans. IiAS 
is generally not in favour of preferential issue of warrants to promoters. But, IiAS may recommend voting FOR 
preferential warrants if these are: 
 

• Made to a government-controlled entity (in case of PSUs). 
• Made to technical collaborators, wherein the preferential allotment may be required to bring in technical 

expertise. 
• Made to non-promoter shareholders. 
• In which the exercise period is less than 18 months, 
• In which the upfront payment is greater than 25%. 
• Where the warrants are issued at a significant premium to the market price. 
• Company confirms that the allottee will pay the remaining amount irrespective of the market price prevailing on 

the date of exercise of warrants. 
• Where the company’s financial health is deteriorating and there is a need for urgent fund infusion. 
• Where the company offers the same terms of issue to both promoters and non-promoter shareholders.  
• Granted to an institution or listed company. 
• The company has a capex plan that requires staggered funding.  
• The promoters have a track record of completely subscribing to warrant issues in the past. 
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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 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. Neither IiAS nor any of its affiliates, 
group companies, directors, employees, agents or representatives shall be liable to any person 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. 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 IiAS. 
 
Analyst Certification 
The research analyst(s) responsible for this report certify/ies that no part of his/her/their compensation was, is or will be, directly or indirectly 
related to the 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 analyst(s) responsible for this report may hold a nominal number of shares in Deepak Fertilisers and Petrochemicals 
Corporation Limited (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 analysts 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. Further, a list of shareholders of IiAS as of the date of this report is available at https://www.iiasadvisory.com/about. 
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Other Disclosures 
IiAS is a SEBI registered 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 attached article is a general governance-based commentary on the subject company. On the date of writing, IiAS is not in the process of finalising 
any voting recommendations on the subject company. 
 
IiAS confirms that, save as otherwise set out above or disclosed on IiAS’ website, 
• 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 

in any of the subject company at the time of publication of this report. 
• The subject company has not subscribed to any of IiAS’ services and IiAS has not received any remuneration from the subject company 

in the past twelve months. 
• None of 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 or 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. 

• Neither IiAS nor 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 an 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 ~800 
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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