
 

Institutional EYE 
IiAS Comment | 23 October 2019 

 
 

1                                   iias.in                                                                                    October 2019 
 

 
Related research 
On Infosys 
 
  
 
  
 
 
Subscribe to 
IiAS Research 
 
 
 
 
 
 
 
Write to us 
solutions@iias.in 
 

Focus 
✓ First Reaction 
 Governance Spotlight 
 Regulatory Overview 
 Thematic Research 
✓ Event Based Research 
 General 

Infosys: Is this all overdone? 
 
“When in doubt, disclose” NR Narayana Murthy, founder Infosys Limited  
 
 
Those who have read the letter that Nandan Nilekani, chairman Infosys 
Limited issued, will know the sequence of events.   
 
A director at Infosys Limited received two anonymous complaints on 30 
September 2019.  One dated 20 September 2019 titled “Disturbing 
unethical practices” and the second undated with the title, “Whistle-
blower Complaint.”  
 
Infosys has a protocol for when it receives whistle-blower complaints; it 
triggers a sequence of steps.  In line with its guidelines the company 
placed both complaints before the Audit Committee on 10 October 2019 
and before the non-executive members of the Board on 11 October 2019.  
 
Post the Board Meeting of 11 October 2019, Deloitte, the statutory 
auditors, were brought into the loop, following which the Audit 
Committee began consultation with Ernst & Young, the independent 
internal auditors on terms of reference for them to investigate the veracity 
of these letters. Then on 16 October 2019, the company was made aware 
of a letter dated 3 October2019 which was purportedly written to the 
Office of Whistle-blower protection program, Washington D.C. This letter 
refers to the 20 September 2019 complaint, and to emails and voice 
recordings in support of the allegations. After which Shardul Amarchand 
Mangaldas & Co., a law firm has also been brought into the room.  
 
Somewhere along the board decided to investigate these allegations to 
the fullest extent. 
 
The letters themselves 
The letter titled “Disturbing unethical practices” dated 20 September 2019 
(see Annex A), alleges that Infosys has followed some aggressive 
accounting policies, that not all client acquisitions being reported are 
accretive to the bottom-line, the CEO’s absence from Bengaluru and trips 
to Mumbai, and being pressurized to provide selective information to the 
board. 
 
At cursory glance, the language and style make it difficult to take the 20 
September letter seriously. But it may have been written in a manner to 
deliberately misdirect from who the writer is. And the letter, not 
surprisingly, is unsigned.  

https://www.iiasadvisory.com/institutional-eye/tag/infosys
http://www.iias.in/SubscriptionDetls.aspx
mailto:solutions@iias.in
https://www.bseindia.com/xml-data/corpfiling/AttachLive/fb1ef250-3c47-4861-b712-a40683253e43.pdf
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A closer scrutiny of the charges can also be easily dismissed. Accounting 
policies change, and there is little evidence that this is more aggressive. 
Client acquisitions can serve a strategic purpose and may even lead to 
losses. This is a business call. The whistle-blower must get over their 
obsession with the Infosys CEO being in Bengaluru. They had a similar 
grouse against Vishal Sikka and as an IT Company selling digital solutions 
to their clients, they should get used to their CEO’s virtual presence. And 
finally, what goes into the board agenda is always going to be one 
person’s judgement over another’s. I will weigh in favour of the CEO 
deciding, in consultation with the chairman. But it is for the investigations 
to tell us the truth.   
 
Whistle-blower disclosures 
It is heartening that as soon as the board became aware of the letters, it 
triggered a series of actions at the company end. Bringing in internal and 
external auditors, and external legal help, are all the correct response. But 
then they lost control of the narrative.  
 
As the 20 September letter started bouncing around on WhatsApp over 
the 19 October 2019 weekend, news started filtering to mainstream 
media.  Since Mumbai markets were closed over this period and on 21 
October 2019 on account of State Elections, and in the absence of any 
news regarding the seriousness of the allegations, the Infosys ADR’s were 
the first to feel the brunt, falling 16%. It did not help that by then details 
about trades in the derivatives market and conspiracy theories about who 
knew what and when, had taken hold (– and it is wholly appropriate for 
the regulator to examine these trades in the interest of market stability 
and orderly conduct). The company it appears was left with little option 
but to disclose the whistle-blower letter and the investigation.  
 
Given the damage that this episode has caused, one can argue that the 
company should have been more forthcoming. There were occasions 
when the company could have made a full disclosure and if nothing else 
issued a holding statement. It could have done so when the letter was first 
received or after the board meeting where it was decided to investigate 
this fully or when tasking its auditors to do so.  
 
But conversely, there is such a thing as opening yourself too much 
through excessive disclosure. Does a disclosure of an investigation into a 
whistle-blower complaint fuel more fears or does it provide comfort? 
What if the board feels the complaint is frivolous, but it turns out that 
there was substance in the allegations? Or the management panicked, 
and dispensed time and energy only to find it was boxing shadows? When 
should the disclosure be made – once a complaint is received or when the 
board decides to investigate or once the investigation is complete and 
there is something more tangible to share with investors? Unfortunately, 
there are no straight answers.  
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What however is expected is that the board will have protocols that are 
triggered once a whistle-blowers letter is received that they will have 
process and importantly the desire, that will quickly help them find the 
right answers. We should trust some boards to take the right call and do 
the right thing; it is those who do not, that need to be disciplined.  
 
This week it has been easy to forget that the governance premium that 
Infosys enjoys today was earned over 25 years since its listing, one 
disclosure, one shareholder meeting, one analyst call at a time. It will be 
a shame if this is allowed to fizzle away. 
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 Annex A: Whistle-blower letter 
 

Board of Directors                                                                                                                                                                                               September 20, 2019 

Infosys Ltd,  

Bangalore. 

Respected Sir / Madam, 

Disturbing unethical practices 

We have high respect for all of you and bring to your notice the unethical practices of CEO in recent quarters. Same measures are taken up in current quarter 

also to boost short term revenue and profits. We are Infosys employees and we have emails and voice recordings on these matters. We hope the board will 

conduct immediate investigation and take action. 

In last quarter, we were asked not to fully recognise costs like visa costs to improve profits. We have voice recordings of these conversations. When auditor 

opposed, the issue was postponed. This quarter, thee is a lot of pressure to not recognise reversals of $50 million of upfront payment in FDR contact, which is 

against accounting practice. As this will reduce profits for the quarter and negative for stock price, they are putting pressure not to take the charge. Critical 

information is hidden from the auditors and board. In large contracts like Verizon, Intel and JVs in Japan, ABN Amro acqusition, revenue recognition matters 

are forced which are not as per accounting standards. We have emails and voice recordings and we will share when investors ask us. We are asked not to share 

large deal information with auditors. 

Large deals approvals have irregularities. CEO is bypassing reviews and approvals and instructing sales not to send mails for approval. He directs them to 

make wrong assumptions to show margins. CFO is compliant and he prevents us from showing in board presentations large deal issues. CEO told us," no one 

in the board understands these things. They are happy as long as share price is up. These two Madrasis (Sundaram and Prahalad) and Divya (Kiran) make silly 

points. You just nod and ignore them. " We have voice recordings of this. Several billion dollars deals of last few quarters have nil margin. Please ask auditors 

to check deal proposals, undisclosed upfront commitments made and revenue recognition. All information is not shared with auditors. 

CEO spends two and half days in a week in Ecity and rest in Mumbai. All his travel expenses are paid by the company, for these weekly personal trips. He is 

green card holder and avoids deduction of taxes during his US travel which is non compliance. Please check and details will be provided. 

In board meetings, we are told not to present data on large deals and important financial measures as it will get board attention. CEO and CFO are asking us to 

show more profits in treasury by taking up risks and make changes to policies. This will provide short term profits. They ask us not to make key disclosures in 

20 F and annual report and to share only good and incomplete information with investors and analysts. This is regulatory issue. We have mails and voice 

records and will share during investigation Whoever disagrees is sidelined and many of them leave. In large deals finance team, important employees are left 

due to pressure to make deals look good. 

We know you will take action and we await to provide details and evidence to investigators. 

Ethical Employees. 
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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 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. 

 

  

http://www.iias.in/IiAS-voting-guidelines.aspx
http://www.iias.in/IiAS-ROC
http://www.iias.in/
http://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 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.   
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Infosys: Is this all overdone? 

  

 

7                                   iias.in                                                                                  October 2019 
 

Institutional 

EYE 

 

This page has been left blank 



 

 

 
 
 
 
 
 

 
 
 
 
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 close to 800 
companies. IiAS provides governance and ESG scores 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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solutions@iias.in  
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