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• The amount should be 
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• Put in place guidelines 
on how this money will 
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How should companies and boards think about 
political donations:  A framework  
Given the influence policy has on the fortunes of a business, it is naïve to 
expect that businesses will stay away from political parties. It is easy to 
imagine a scenario where each business gives more, thereby nullifying 
any advantage they hope to gain. It is in this context that political 
donations by companies should be directed towards a larger cause and 
not just to get policy tweaked in their favour. Such contributions must 
redefine the purpose they serve i.e.  use this to push for greater 
transparency in political funding or political parties filing better quality 
accounts tax returns in a timely manner or nominating candidates who 
don’t face criminal charges. A decade ago funds were shy of asking 
companies to change. Today these investors acknowledge their 
responsibilities and are far more engaged and demanding of companies. 
Similarly, corporates, through their collective donations, are in a far 
better position to be a force of good: they must push for a healthier 
polity. 
 
Elections are expensive and need to be funded.  The Election 
Commission spent Rs 3.43 billion spent in 2014. Add the cost of the 
EVM’s, also costs that are not directly incurred by the Election 
Commission including that of deploying security personnel, their 
movement, communication, training and this number is estimated 
at a further Rs 325 billion. The expenses for the conduct of the 
election is paid for directly by the citizens, through the taxes 
collected. This sum no-doubt is high, but an equally large amount – 
Rs 350 billion, is said to be spent by candidates and parties 2014 
elections. To put it in relative context, the US elections that elected 
Donald Trump, the house and the senate in 2016 spend was Rs 455 
billion. And note, this is just the national elections – State elections 
need to be tallied separately.  How the candidates and parties are 
funded clearly warrants debate.  
 
Those contesting elections are expected spend Rs 600 billion in the 
coming national elections. This is why we now see many more 
millionaire candidates. Data from Association for Democratic 
Reforms shows that 1249 out of the 7810 candidates (15%) who 
contested the 2004 national elections were crorepatis1. Their 
number jumped to 2207 out of 8163 candidates (27%) by 2014. That 
the 2014 parliament had 443 crorepati MPs (83%), seems suggests 
that their winnability is higher. But it’s hard to believe that the rich 

                                                 
1 Individuals whose personal net-worth exceeds Rs. 10 mn. 
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are intrinsically more winnable: political parties go for more well-
heeled candidates because they can spend their way to the victory 
stand – creating a bias for their selection. But millionaire candidates 
and by extension millionaire parliamentarians do not have the 
makings of a healthy democracy and the polity we seek.   
 
How campaigns are funded is crucial for a well-functioning 
democracy. A nexus between corporates (a perennial money-tap) 
and politicians can be toxic, and it is in this context that that there 
is need for more transparency with regard to corporate funding of 
elections. 
 
There was a brief period after 1969s when corporates were banned 
from political donations. But this gave way to parties issuing 
‘souvenirs’ in which corporates placed advertisements and other 
unhealthy practices. And corporates used this ban to justify creation 
of black money. This was reversed in 1985, capping donations to 5% 
of the previous three-year average profit, subject to board approval 
and disclosure in the annual report.  This has since been tweaked, 
and at present under Sec 182 of the Companies Act, 2013 states: 
 

• A company which is not a Government company, and which 
is in existence for at least 3 financial years may contribute any 
amount directly or indirectly to any political party registered 
under the Representation of the People Act, 1951 (- the cap 
of 7.5% of the average net profits for the previous 3 financial 
years has been withdrawn) 

• Such contributions need to be authorised by a board 
resolution passed at a board meeting 

• Every company shall disclose the total amount contributed by 
it under this section in its profit and loss account during the 
financial year to which the account relates (- requirement of 
disclosing the name of the parties has been done away with)  

• Payments under this Section shall only be made through 
account payee cheque drawn on a bank or an account payee 
bank draft or use of electronic clearing system through a 
bank account 

 
The 2017 budget limited cash donations to Rs 2,000 per person – 
down from Rs 20,000 earlier, to contain the use of black money. It 
also introduced electoral bonds akin to bearer instrument in the 
nature of promissory notes. These bonds can be purchased in banks 
and handed over to the candidate, who is expected to deposit these 
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in their bank account within 15 days, after which these will not be 
honoured. It’s too early to judge the efficacy of electoral bonds, but 
CFOs should not que-up to buy these: rather than encouraging 
transparency, the opacity of these bonds adds to the murkiness of 
political funding. 
 
Along the way, one innovation that has taken place is the creation 
of electoral trusts. Under this, business groups contribute to a trust 
and the trust in-turn passes on the money to a political party. This 
helps in a few ways. More than one company or business group can 
contribute to an electoral trust – and if many do, there is some 
distance between the companies and the political parties. Two, the 
trusts put in place principles or guidelines that determine how the 
money gets passed on: contributions are non-discretionary. 
Further, companies do not have to report whom they donated too, 
saving them blushes if the party they back, does not win. 

The Tata’s were the first with an electoral trust - Progressive 
Electoral Trust, in 1996. Since then some 22 trusts have been created 
of which Prudent (- formerly Satya) Electoral Trust is the largest, 
with 33 companies contributing to it. Contributions through this 
route are gaining currency. Although the returns these trusts have 
filed are patchy, according to Association for Democratic Reforms 
‘the 5 Electoral Trusts, which have declared receiving contributions 
during FY 2017-18, have received a total amount of Rs 1.94 billion 
from corporates and individuals and distributed 99.82% to various 
political parties.’ This is significantly more than the Rs 105 
crores donated by six national trusts to the national parties in the 
seven-year period between FY 2004-05 and 2011-12. Given the 
steady increase in the number of trusts – since 2014 the income tax 
act has been amended mandating these to be registered and the 
amount they are receiving (and passing on), such trusts are already 
becoming the preferred channel for companies to fund political 
parties.  

How should managements and boards deal with political 
contributions (- or demands)?  
 
First, Boards must take a call on the amount they wish to donate. 
Note that CSR spend is put at 2% of average three-years’ profits and 
each candidate’s campaign-spending is currently capped at Rs 7 
million – and there is a compelling reason to increase this. Putting 
these numbers together, even 7.5% of three-year profits – the 
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earlier cap which has conveniently been done away - appears far 
too high. An absolute number should be preferred to a percentage 
of profits, by the larger firms. Always remember, once you open this 
tap, it is very difficult to shut. 
 
Second, once the amount is decided, it should be put to 
shareholders to vote. The shareholder resolution should have a 
validity period and renewed periodically. This helps bring an ex-ante 
cap on the number. Importantly, the board approved limit can be 
changed in a hurriedly called board meeting; a limit approved in a 
shareholder meeting has its own time-line. And greater scrutiny 
implies the number is less flexible. 
 
Exhibit A: IiAS’ proposed framework for corporate political 
donations 
• Decide on the amount the firm wants to donate 
• The amount should be approved by shareholders 
• Put in place guidelines on how this money will be spent  
• Board should maintain oversight over these donations 
• Disclose all donations  
• Move to small annual contributions 
 

Corporate donations must be used to push for reforms in the 
democratic process, over and above the corporate agenda 

 
Three, have guidelines regarding how this money will be disbursed. 
If the money is passed on to an electoral trust, the board should 
familiarize itself with the trustees, what their role is, as well as the 
gifting principles. Whether directly or through the trust route, 
keeping discretion to the minimum should be a core principle.  The 
Progressive Electoral Trust donates 50% of the funds on the basis of 
the performance in the outgoing Lok Sabha. There is a case for a 
percentage on basis of past and the balance on the basis of the 
performance in the incoming parliament – assuming that many of 
the expenses get settled after the elections, but for this regulation 
needs change.  
 
Four, boards should maintain oversight and not leave it 
unattended. Putting in place a framework to report to the board will 
help. Five, disclose all donations. Six, move to a system of annual 
contributions: this means that the amounts can be smaller. 
Companies will then be able to fund one party in the centre and a 
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regional party in the state. And from a shareholder perspective, 
annual contributions help smoothen cash flows. 
 
In a perfect world business and political parties need to maintain a 
respectful distance. But given the influence policy has on the 
fortunes of a business, it is naïve to expect this. Nor should one 
expect the political class to throw their weight behind electoral 
finance reforms. Nevertheless, it is easy to imagine a scenario 
where each business gives more, thereby nullifying any advantage 
they hope to gain, and in the process choking our democracy. 
Investors in US have started pushing companies to reveal details 
about their political funding and are seeing success.  It is imperative 
that boards disclose more and even redefine the underlying 
purpose their political donations serve.  
 
Political donations by companies should be made to help a larger 
cause - not merely to get policy tweaked in their favour. Such 
contributions must come with strings attached i.e.  push for greater 
transparency in political funding or political parties filing better 
quality accounts tax returns in a timely manner or nominating 
candidates who don’t face criminal charges.  This last is a tall ask 
given that the equation is weighted in favour of the legislature. But 
a decade ago institutional shareholders (and other asset managers) 
were shy of asking companies to change. Today these investors 
acknowledge their responsibilities and are far more engaged and 
demanding of companies.  Similarly, corporates, through their 
collective donations are in a far better position to be a force of good: 
they must push for a healthier polity.  
 
 
A shorter version of this Institutional EYE appeared in Business Standard under the 
title Boards and Political Finding on 22 March 2019. You can read this article by 
clicking this link   or typing/pasting the following url: https://www.business-
standard.com/article/opinion/boards-and-political-funding-119032100618_1.html 
 
Note, some links are behind a paywall 
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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 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.  
 
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. 
 
Disclosures relating to the subject companies  
IiAS as a proxy advisor provides various services including publishing reports on corporate governance and related matters. The subject 
companies have not subscribed to any of IiAS’ services and IiAS has not received any remuneration from the subject companies in the past 
twelve months. 
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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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