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REQUEST FOR FEEDBACK 
IiAS periodically seeks 
feedback from market 
participants on its voting 
guidelines, with a view to 
making these relevant to all 
stakeholders. In this paper, 
we propose to change our 
stance on voting on 
resolutions towards issue of 
securities (equity and 
preference capital) by banks.  
 
To give us your feedback, 
please write to us on 
solutions@iias.in and 
mention “Feedback” in the 
subject line. Alternatively, 
please feel free to call us at 
+91 22 6123 5505 and speak 
to Ms. Hetal Dalal or Mr. 
Debanik Basu. 
 
This consultation is open till 
10 July 2018. 

IiAS’ Voting Guidelines 
IiAS’ Voting Guidelines form 
the framework based on 
which we decided our voting 
recommendations on 
shareholder resolutions. 
IiAS’ Voting Guidelines have 
been structured to 
incorporate good global 
governance practices 
keeping in mind their 
relevance and context to the 
Indian markets.  
 
Read our current voting 

guidelines here 

Voting on capital raising by banks: Some banks 
must not raise more capital 
 

The levels of non-performing assets (NPA) have increased across the 
banking sector, with some banks reporting gross NPA levels of over 20%. 
While banks continue to focus on reducing these levels, data shows that 
such efforts have been unsuccessful.  IiAS believes that such banks need 
to focus on strengthening their processes before raising more capital. 
Accordingly, IiAS proposes to revise its voting policy to enable 
recommending voting against capital raising resolutions in banks where 
the gross NPA levels have steadily risen and are at around 20% or more. 
 
IiAS proposes to change its voting policy on capital raising resolutions for 
banks (Exhibit 1). Up until now, IiAS has supported capital raising 
resolutions for banks for two reasons: one, given the nature of the 
business, capital raising is essential for growth, and two, banks are 
systemically important in the sense that if they are unable to lend because 
of lack of capital, it has debilitating consequences for the economy. The 
underlying principle of the business is that such lending institutions will 
leverage the capital and then use it to create a lending book responsibly.  
 
Seven of the twenty-one public sector banks have a gross NPA level of 
about 20% or more on 31 March 2018 (Exhibit 2). These banks’ gross NPA 
levels have only increased over the past three years. Despite the 
Government of India’s (GoI) stance that banks will receive performance-
based capital, it has continued to support them through periodic capital 
infusions. In some instances, funds infusion has come from Life Insurance 
Corporation of India (LIC), which IiAS considers quasi-government 
funding. And, while the capital infusion has been unfailing (Exhibit 3), 
these banks have been unable to stem the NPAs.  
 
Our position in not supporting capital raises by some banks must be not 
be misconstrued: IiAS recognizes that allowing banks to fail can have far 
reaching consequences. Beyond the obvious economic impact, there are 
implications for how India pegs itself in the global economy. At an 
immediate level, the small investor and the small depositor are affected 
as well, a situation that is avoidable by all measures. 
 
Our contention is that banks need to earn investor confidence for a capital 
raise rather than expect the GoI to continuously support them. Some 
banks have questionable underwriting processes that have led to 
egregious levels of NPAs and burgeoning operating costs that mar overall 
profitability; it is time for such banks to rethink their business model and 
strategy and wind down their operations to manageable levels. Such 
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banks should not focus on growth, but essentially degrow both, their 
lending and deposits to levels that will ensure that capital adequacy 
remains strong for that level of business and there is greater ability to 
monitor the lending book. The strategic winding down of the business 
need not necessarily mean an eventual shut down of the bank – the bank 
may re-focus on growth once it has strengthened its internal operations 
and credit underwriting processes. 
 
IiAS’ position on this matter is different from the stance taken by RBI’s 
Prompt Corrective Action (PCA) mechanism. The PCA uses four 
parameters – capital adequacy, net NPAs, profitability and leverage – to 
assess whether prompt action is required. The Level 1 risk under the PCA 
mechanism requires the parent or controlling shareholder to infuse 
capital. While this is a reasonable requirement towards supporting a weak 
bank, we ask if there is a finality to when some of these banks will stop 
depending upon such capital infusion. It is time for the market to draw a 
line in the sand. 
 
In one sense, the market has indicated its opinion on public sector banks. 
Institutional shareholding (other than LIC) is minimal across public sector 
banks. GoI holds over 80% of the equity in some of the weaker public-
sector banks – with LIC, the aggregate shareholding tends to exceed 85% 
(Exhibit 2).  
 
Given GoI’s dominant shareholding in public sector banks, all capital 
raising resolutions presented by these banks will likely pass. Even so, IiAS 
believes it is important for the rest of the market to send a signal to GoI 
that the ongoing support of weak banks is unwarranted: banks must take 
responsibility for their current situation and fight themselves out of it.  
 
To this extent GoI, as the dominant shareholder, must also support the 
agenda of self-sustenance. While there is a national policy agenda to be 
achieved in having public sector banks grow, ensuring that credit quality 
metrics improve is equally in the interest of the banking sector and the 
economy.  
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Exhibit 1: Proposed Revision to IiAS Voting Guidelines 

Extract of IiAS’ Voting Guidelines 2018-19  Revision in IiAS Voting Guidelines 2018-19 
IiAS will generally recommend voting FOR cases 
where the dilution for minority shareholders is 
less than 20% (other than the financial services 
sector), provided the company has adequately 
disclosed use of proceeds. IiAS will also 
recommend voting FOR preferential issues for 
companies in the financial services sector, as 
they need additional capital to meet Basel III 
guidelines, write-off of NPAs and to grow.  

 IiAS will generally recommend voting FOR cases 
where the dilution for minority shareholders is less 
than 20% (other than the financial services sector), 
provided the company has adequately disclosed use 
of proceeds.  
 
IiAS will also recommend voting FOR preferential 
issues for companies in the financial services sector, 
as they need additional capital to meet Basel III 
guidelines, write-off of NPAs and to grow. However, 
for financial services companies having a gross NPA 
of about 20% or more, IiAS may consider not 
supporting any further capital infusion with a view 
that such entities must strengthen their operations 
and lending processes before raising further equity.  

 

Exhibit 2: Banks with Gross NPA levels of around 20% or more on 31 March 2018 

Name of the bank Gross NPA levels Shareholding on 31-Mar-2018 
31-Mar-16 31-Mar-17 31-Mar-18 GoI LIC GoI+LIC 

IDBI Bank 11.0% 21.3% 28.0% 81.0% 10.8% 91.8% 
Indian Overseas Bank 17.4% 22.4% 25.3% 89.7% 5.4% 95.1% 
UCO Bank 15.4% 17.1% 24.6% 84.2% 9.8% 94.0% 
United Bank of India 13.3% 15.5% 24.1% 93.1% 3.1% 96.3% 
Dena Bank 10.0% 16.3% 22.0% 80.7% 6.9% 87.6% 
Central Bank of India 12.0% 17.8% 21.5% 86.4% 10.0% 96.4% 
Bank of Maharashtra 9.3% 16.9% 19.5% 87.0% 5.7% 92.7% 

Source: Annual reports, stock exchange filings, IiAS Research 
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Exhibit 3: GoI’s equity infusion in public sector banks over the past three years 

Public Sector 
Banks in India 

FY16 GoI 
Infusion 
(Rs. Bn) 

FY17 GoI 
Infusion 
(Rs. Bn.) 

FY18 GoI Infusion (Rs. Bn.) Gross 
NPA (%) 
31-Mar-18 

CRAR 
(%) 

Basle III 
31-Mar-18 

GoI 
Holding 

(%) 
31-Mar-18 

Direct 
Infusion 

(See 
note) 

Recapitalization 
Bonds  

(See note) 

Total 
(See 

note) 

Allahabad Bank 9.7 4.2 15.0 - 15.0 16.0 8.8 64.8 
Andhra Bank 3.8 11.0 29.9 - 29.9 17.1 11.1 78.0 
Bank of Baroda 17.9 - - 53.8 53.8 12.3 12.9 64.0 
Bank of India 36.1 28.4 92.3 - 92.3 16.6 12.9 83.1 
Bank of 
Maharashtra 

3.9 3.0 6.5 25.2 31.7 19.5 11.0 87.0 

Canara Bank 9.5 7.5 48.6 - 48.6 11.8 13.2 72.6 
Central Bank of 
India 

5.4 18.3 3.2 48.4 51.6 21.5 9.0 86.4 

Corporation Bank 8.6 5.1 21.9 - 21.9 16.2 9.2 79.9 
Dena Bank 4.1 10.5 30.5 - 30.5 22.0 11.1 80.7 
I D B I Bank Ltd. 22.3 19.0 45.9 78.8 124.7 28.0 10.4 81.0 
Indian Bank - - - - - 7.4 12.6 81.9 
Indian Overseas 
Bank 

20.1 26.5 46.9 - 46.9 25.3 9.3 89.7 

Oriental Bank of 
Commerce 

3.0 - - 35.7 35.7 17.6 10.5 77.2 

Punjab & Sind 
Bank 

- - 7.9 - 7.9 11.2 11.3 85.6 

Punjab National 
Bank 

17.3 21.1 54.7 - 54.7 18.4 9.8 62.3 

State Bank of 
India 

53.9 56.8 88.0 - 88.0 10.9 12.6 58.9 

Syndicate Bank 7.4 7.8 - 28.4 28.4 11.5 12.2 73.1 
UCO Bank 9.4 19.3 13.8 51.3 65.1 24.6 10.9 84.2 
Union Bank of 
India 

10.8 5.4 45.2 - 45.2 15.7 11.6 67.4 

United Bank of 
India 

4.8 10.3 26.3 - 26.3 24.1 12.6 93.1 

Vijaya Bank 2.2 - 12.8 - 12.8 6.3 13.9 68.8 
Total 250.0 254.0 589.4 321.6 911.0 

   

Source: Annual reports, www.data.gov.in, stock exchange filings, IiAS Research 
Note: In the absence of absolute clarity in disclosures, and based on the data available, IiAS has assumed that all investment in 
recapitalization bonds have been brought back by the GoI as equity infusion in the bank during FY18 itself.  
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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 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/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 www.iias.in. 
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Conflict Management 
IiAS and its research analysts may hold a nominal number of shares in companies IiAS covers (including the subject company), 
as on the date of this report. A list of IiAS’ 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. 

 
Other Disclosures 
IiAS is a SEBI registered research entity (proxy advisor registration number: INH000000024).  
 
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 in the past 12 months. 

• None of IiAS or the research analyst(s) responsible for this report has 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.  
 

  
 
 
Office  
Institutional Investor Advisory Services  
Ground Floor, DGP House,  
88C Old Prabhadevi Road, 
Mumbai - 400 025  
India 
  
Contact  
solutions@iias.in  
T: +91 22 6123 5509/ +91 22 6123 5555 
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