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Listing of L&T’s subsidiaries: 
Management creates its own ‘options’ 

L&T’s executive directors have been opportunistic – they have 
generously issued themselves stock options at face value from 
subsidiaries before their IPO’s. The manner and timing of these 
issuances raise questions on L&T’s governance practices, and the 
checks and balances the company has in place.  
 
As part of its long term strategy to unlock value, Larsen & Toubro Limited 
(L&T) decided to list two of its 121 subsidiaries in 2016 – Larsen & Toubro 
Infotech Limited (Infotech) and L&T Technology Services Limited 
(TechServices). As a conglomerate with several businesses, L&T’s decision 
to list these businesses as they reach critical mass is good for its 
shareholders. But, L&T’s management has also made the most of the 
opportunity – through the issuance of stock options. 
 

 Table 1: Stock options issued by Infotech between the filing of the DRHP and the RHP   
 No. of options  

granted 
Exercise 

price 
Market 

price 
Notional 

gain 
 Prior to DRHP 

(Apr-16) 
Prior to the 

RHP (Jun-16) 
Rs. Rs. Rs. mn. 

Sanjay Jalona - 326,000 1.0 637.8 207.58 
A M Naik[1] 1,800,000 300,000 1.0 637.8 1,337.18 
S N Subrahmanyan - 200,000 1.0 637.8 127.35 
Aftab Ullah - 122,000 1.0 637.8 77.68 
R Shankar Raman - 100,000 1.0 637.8 63.68 
Ashok Kumar Sonthalia - 50,000 1.0 637.8 31.84 
Others - 2,068,900 1.0 637.8 1,317.37 
Total 1,800,000 3,166,900 

 
 3,162.67 

Fair value of stock options: Rs. 387; Market price = Closing price on 21-Sep-2016; Vesting period = 5 years 
Notional gain = Total no. of options granted x (Market price – Exercise price); the gains will occur over the vesting period 
[1] The notional gain for AM Naik mentioned in the above table is the result of accumulation of stock options granted from 2002 till the 
time of the RHP. Between 2002 and 2011, AM Naik was granted 1.8 mn stock options at face value under an earlier ESOP 2000 scheme. 
The management has clarified that exercise date for these options was fixed starting from 2015, since the IPO was planned around this 
time. Out of this pool, he has exercised 871,875 options and the remaining 928,125 options were outstanding on the date of Infotech’s 
RHP. Under ESOP 2015 Scheme, he was granted an additional 0.3 mn stock options at face value between the filing of the DRHP and the 
RHP.  

 

Table 2: Stock options issued by TechServices between the filing of the DRHP and the RHP   
 No. of options granted Exercise price IPO price Notional gain 
 Prior to DRHP 

(Jul-16) 
At the time of 
RHP (Aug-16) 

Rs. Rs. Rs. mn. 

A M Naik - 1,300,000 2.0 860.0 1,115.40 
S N Subrahmanyan - 200,000 2.0 860.0 171.60 
Dr. Keshab Panda - 300,000 2.0 860.0 257.40 
Amit Chadha - 200,000 2.0 860.0 171.60 
Kumar Prabhas - 150,000 2.0 860.0 128.70 
P Ramakrishnan - 50,000 2.0 860.0 42.90 
Others - 1,945,000 2.0 860.0 1,668.81 
Total - 4,145,000   3,556.41 

Fair value of stock options: Not disclosed; IPO Price refers to the Upper Band of the IPO; Vesting period = 5 years 
Notional gain = No. of options x (IPO price – Exercise price); the gains will occur over the vesting period 

http://www.iias.in/
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IiAS believes that stock options serve as a good measure for long-term 
incentives. By stipulating conditions of grant, vesting and exercise, stock 
options can help link pay with price performance and therefore, align 
management and shareholder interests. Having said so, there are five 
issues we would like to focus on with regard to these grants:  
 
Responsibilities as part of the holdco board 
Three of L&T’s board members (A M Naik, S N Subrahmanyan, and R 
Shankar Raman) have received stock options from Infotech and / or 
TechServices. Both these companies were, and continue to remain, part of 
the L&T group. Therefore, as board members of L&T, they are already 
responsible for the growth of these businesses – do they need to be 
rewarded separately just because these businesses are getting listed? We 
believe not – especially since all three executives draw remuneration from 
L&T, which we believe, is commensurate with the size and performance of 
the consolidated entity. 
 
Remuneration committee composition 
The Nomination and Remuneration Committees of both Infotech and 
TechServices include members of the L&T board – those that have 
rewarded themselves.  

 
 Table 3: Composition of Nomination and Remuneration Committees of both companies  

Infotech TechServices 
Chairperson Samir Desai, Independent Director Samir Desai, Independent Director 
Member 1 A M Naik, Chairperson - L&T A M Naik, Chairperson - L&T 

Member 2 M M Chitale, Non-Executive Director [1] Arjun Gupta, Independent Director 
Member 3 S N Subrahmanyan, DMD - L&T - 
[1] M M Chitale has been on L&T’s board for 12 years. While the company continues to classify him as an Independent Director, IiAS 

believes he is non-independent given his long association with the L&T group. 
 

  
Generous dole-outs 
IiAS looks at issuance of stock options at deep discounts as deferred 
compensation – in both these cases though, the rewards have been 
generous. In the case of Infotech, 35% of the ESOPs granted have been to 
the board, and 19% of the total pool has been granted to the non-executive 
directors belonging to the L&T board. In TechServices case, 53% of the total 
pool has been granted to its board, and 36% of the total pool has been 
granted to L&T’s board members.   
 
Further, take the case of Infotech – the IPO price was Rs.710 and it closed 
on 21 September 2016 at Rs. 637.75. Investors in the IPO are currently 
losing money, while Infotech board’s options, including those granted to 
L&T’s executive directors, are well in-the-money. 
 
Timing 
The timing of the TechServices grant should also raise eyebrows. These 
stock options were issued between the filing of the draft red herring 
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prospectus (DRHP) and the red herring prospectus (RHP) 1. Between the 
DRHP and the RHP, companies will have estimated the market appetite for 
the equity as well as arrived at a broad understanding of the price range at 
which the book-building process will close. Issuing stock options this close 
to listing at face value is assured money, irrespective of what the vesting 
and exercise periods are.  
 
Disclosures 
The disclosures on stock options are poor. Until the RHPs were filed, there 
were no available disclosures on the stock options being granted to L&T’s 
board members from subsidiaries (Related Research: Unlisted Subsidiaries 
– The New Cloaking Device)2. How do shareholders then vote on overall 
compensation of L&T’s executive directors, if material components of the 
remuneration structure are not being disclosed? 
 
L&T forms part of the major indices and has garnered respect for being one 
of India’s largest professionally managed conglomerates. However, this 
episode shows that L&T’s executive directors behaved opportunistically. It 
raises questions on the company’s governance quality and the checks and 
balances it has in place.  
 
Independent of the imminent change of guard, L&T needs a stronger (and 
not larger) board that can stand up to the company’s history and provide 
the required push-back to its senior management. The board must uphold 
the value system3 that the company has been built on. 

  
 

 

 

 

 

 

 

  

                                                             
1 TechServices DRHP disclosed that it proposed to grant 6 mn options, but no details were provided. Of the proposed 6mn options, it granted 
4.1 mn options (Table 2) before the RHP was filed. Of the 4.1 mn options, TechServices’ board members were granted 53% of the total pool. 
2 L&T’s management has confirmed that L&T’s executive directors have received stock options from other listed subsidiaries in the past. 
3 ‘I want to leave behind a strong L&T that exceeds targets with value systems intact.’ AM Naik to Economic Times  Read interview to 
Economic Time 22 September 2016.  

http://iias.in/downloads/institutional/Unlisted-Subs-The-New-Cloaking-Device-IIAS-21Aug2014_20150504143438.pdf
http://iias.in/downloads/institutional/Unlisted-Subs-The-New-Cloaking-Device-IIAS-21Aug2014_20150504143438.pdf
http://economictimes.indiatimes.com/news/company/corporate-trends/i-want-to-leave-behind-a-strong-lt-that-exceeds-targets-with-value-system-intact-larsen-toubro-chairman-am-naik/articleshow/54454870.cms
http://economictimes.indiatimes.com/news/company/corporate-trends/i-want-to-leave-behind-a-strong-lt-that-exceeds-targets-with-value-system-intact-larsen-toubro-chairman-am-naik/articleshow/54454870.cms
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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 Policy 
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 finalising the recommendations. The detailed IiAS Voting Guidelines are available at 
www.iias.in/IiAS-voting-guidelines.aspx. 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 www.iias.in. 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 www.iias.in. 
 

Analyst Certification 
The research analyst(s) for this report certify/es 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 www.iias.in. 
 

Conflict Management 
IiAS and its research analysts may hold a nominal number of shares in the companies IiAS covers (including the subject company), as on 
the date of this report. A list of IiAS’s shareholding in companies is available at www.iias.in.  
 
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 www.iias.in. 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 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. 
 As a proxy advisory firm, IiAS provides subscription, databased and other related services to various Indian and international 

customers (which could include the subject company). IiAS generally receives between INR 10,000 and INR 25,00,000 for such 
services from its customers. Other than compensation that it may have received for providing such services to the subject 
company in the ordinary course, none of IiAS, the research analyst(s) responsible for this report, and their associates or relatives, 
has received any compensation from the subject company or any third party for this report. 

 None of IiAS, the research analyst(s) responsible for this report, and their associates or relatives, has 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. 
 None of IiAS or the research analyst(s) responsible for this report has been engaged in market making activity for the subject 

company. 
 Renuka Ramnath, who is a director on the board of L&T Technology Services Limited, is also a board member of IiAS.  
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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.  
 
In addition to voting advisory, IiAS assists investors with proxy voting, 
provides AGM/EGM ‘end-of-day’ minutes and acts as a record keeping 
agent by maintaining the history of votes cast in shareholder meetings.  
IiAS provides bespoke research, valuation advisory services and assists 
institutions in their engagement with company managements and their 
boards.  
 
To know more about IiAS visit www.iias.in 
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