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Slash dividends, cease 
buybacks: prioritize shoring up 
balance sheet 
Given that many companies are going to scramble to find money just 
to survive, dividends and buy-backs should be the last thing on a 
board’s agenda. Only after business has stabilized and there is 
visibility ahead, should companies look at paying their shareholders.   
 
The Finance Minister while presenting FY20-21 Union Budget 
proposed to remove dividend distribution tax on companies: 
henceforth the tax is to be collected from recipients, at the applicable 
rate, which could be as high as 43%. Since then companies have 
scrambled to declare an interim dividend to make it more tax-
efficient for the (controlling) shareholders. 
  
Market data shows that 424 companies have announced interim 
dividends between 1 February and 20 March 2020. 181 of these 
companies have declared an interim dividend in March. And of these 
64 companies have done so after 10 March. There have been no 
announcements since 20 March. In contrast just 181 companies 
declared an interim dividend between January and March last year. A 
newspaper report, with a somewhat higher number of dividend 
paying companies, puts the amount distributed  at Rs 360 billion. And 
many are already looking ahead, seeking regulatory waiver to  payout 
ahead of their AGM.    
 
There has also been a steady stream of buy-back announcements. 
Three in February, and 12 in March, of which nine have been in the 
last fortnight, including an NBFC.   Clearly boards failed to the foresee 
the full import of COVID-19.  
 
There is significant uncertainty in the present environment, including 
on companies that have declared (but not yet paid) dividends prior to 
the current pandemic crisis. While the full impact of COVID-19 on 
company cash flows in the fourth quarter and end of the financial 
year in the Indian context remains uncertain, it will be prudent for 
India Inc. to “defer” all dividend payments and cease buy-backs.    
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These dividend cut-backs will no doubt have an impact for investors 
who are looking for some income at a time when interest rates on 
deposits and fixed interest instruments are at all-time lows and 
taxation rules have moved against them, particularly the small 
investors. But at a market dividend yield of around 1.5%, this will not 
be a significant number. And in any case, it is more important for 
companies to conserve cash, to face the current crisis and future 
uncertainties. Suffice to say, payment of dividend is no longer 
judicious.  
 
While the signs of an impending crunch were there from the 
beginning of March itself, the last two weeks have been calamitous. 
There has been a halt in most company’s operations following the 21-
day shutdown mandated by the Government of India. A sharp and 
dramatic downward impact on the stock markets has added to this  
sense of gloom.  
 
There are media reports that Tata Sons, Bajaj Group, and Godrej are 
among the 277 promoters that have increased their stake in group 
concerns through market purchases in March. While signalling 
confidence in the operating companies is welcome, the controlling 
shareholders clearly missed a beat on this. They should have asked 
whether money may be needed in the operating companies, and 
injected money directly through fresh issuances. True, the price 
difference between what is available from the market and that at 
which additional capital can be injected, makes market purchases far 
more compelling.  
 
SEBI, therefore, needs review its pricing guidelines, given the market 
sell-off. It will be a while before companies touch the SEBI determined 
price, calling for its pricing rules for both preferential allotment and 
QIP’s to be relaxed. This will enable companies to raise capital to 
meet their survival and other funding needs. Given the 
unprecedented situations, SEBI must also allow companies to rescind 
buy-backs.         
 
As the situation has unfolded, the European Banking Authority, has 
shifted its stance from  urging banks to be prudent with regard to 
dividends and  buybacks, to refraining from doing so as it that will 
result in capital flowing out of the banking system.  Reserve Bank 
needs to take a leaf from this. 

https://www.business-standard.com/article/markets/tata-bajaj-among-277-promoters-that-hiked-stake-in-group-firms-in-march-120033000358_1.html
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In terms of scale, we are nowhere close to where the US industry is 
of having spent its dry powder on buy backs, it is looking to 
Washington for a bail-out of gargantuan portions. But still, given the 
economic cost this lockdown is expected to extract, Indian industry 
will need government to step in. This is why owners cannot risk 
appearing self-serving by basing decisions only on how much 
personal tax they expect to save or by using this crisis to use their 
money to ratchet-up their shareholding.   
 
After years of advocating companies return more to their 
shareholders, we are suggesting a pause.  Companies must consider 
the impact of the COVID 19 related risks on their financial position. 
They must review their financials to ensure that enough cash is 
available for meeting the business needs to restart business and a 
sufficiently far-sighted pool of capital is available to meet the 
company’s needs till the economy stabilizes. And they need to take 
hard calls. Those that still can, must review their pay-out decision. 
And all need to safeguard their cash reserves, to help pull through 
these unexpected times.  
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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. 
 
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 750 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 commentary on  general trends in the securities market. 
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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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