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Kneeling to ‘Royalty’? 
SEBI’s decision to delay the implementation of shareholder approval for royalty 
payments is yet another tug-of-war between the market regulator and the Ministry 
of Finance. The Indian economy needs both foreign direct investments as well as 
foreign portfolio inflows – one cannot exist at the cost of the other. The uncertainty 
over regulations does not augur well for investor confidence in India.  
 
The Securities and Exchange Board of India’s (SEBI) proposal that companies need 
shareholder approval to pay over 2% of revenues in royalty was welcomed by 
investors. While this was at the behest of the Kotak Committee, SEBI saw the need 
to address the issue of indiscriminate royalty payments being made by some 
multinationals companies (MNCs) and Indian companies.  As a result, it reduced the 
threshold to 2% of revenues, from the Kotak Committee recommended 5% of 
revenues. Having decided to implement the regulation with effect from 1 April 2019, 
SEBI postponed the implementation date to 30 June 2019 a little less than a week 
before the regulation was to kick in. 
 
The concern of royalty  
The regulatory intervention over royalty payments was much needed. In several 
instances, royalty payments made by Indian companies needed to be justified. In 
February 2019, Jubilant FoodWorks Limited had to withdraw its decision to pay 
royalty to promoters just a few hours after making the announcement following 
immediate investor push-back. Havells’ promoters were paid royalty for the brand 
up until April 2016 despite the company itself bearing advertisement and other 
brand building costs. The Singh brothers (erstwhile promoters of Fortis Healthcare 
Limited) unilaterally announced that the over Rs. 5bn recoverable from them would 
be adjusted against royalty for the Fortis brand.   
 
For 30 MNCs, royalty outpaced revenues and profits from 2013 to 2017 and began to 
temper in 2018, as the profitability of these 30 MNCs improved. Aggregate royalty 
paid out by these 30 MNCs during the financial years ending in 2018 was Rs.78.23 
bn, which averaged at 3.2% of these companies’ revenues and 17.4% of pre-tax pre-
royalty profits.  
  

Exhibit 1: Royalty growth for 30 MNCs over the past six years  

 
Source: Company annual reports, IiAS Research 
Note: years in the horizontal axis refers to all financial years closing in the year 
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The push back by industry representation 
SEBI appears to have delayed the implementation of the regulation following 
representation by industry. That the regulation will become effective from April 2019 
was known for a few months, therefore, the last-minute delay to 30 June 2019 raises 
questions on whether the regulation will be quashed entirely.  
 
Reports suggest that industry is concerned that the shareholder approval for royalty 
payments will increase administrative costs and require management time, may 
result in shareholders not approving the resolution, and is limited to listed 
companies only. Further, that the Ministry of Finance (MoF) is not in support of this 
renewed stance, having disbanded the royalty payment thresholds in 2009. 
 
That Indian MNCs benefit from global brands, technology, and other product 
developments cannot be disputed. SEBI understands this and does not intend to 
stop royalty and brand fee payments – it has only asked companies to seek 
shareholder approval. Investors too are discerning – resolutions for royalty 
payments presented by Castrol India Limited and Nestlé India Limited in 2019 
passed with a dominant majority. Fear of lack of investor support for such payouts 
could only be attributed to the royalty payouts being inexplicably large.  
 
There are 16 MNCs that paid over 2% of revenues in royalty during the financial years 
ending in 2018. While the amount of outflow on account of royalty was staggering 
at Rs.78.23 bn, the bulk of the payout is concentrated: Maruti Suzuki India Limited 
accounts for almost half the total royalty paid out by the 30 MNCs.  
 

Exhibit 2: Concentration in royalty paid by MNCs in 2018 
Company Name Year end Royalty 

(Rs. Bn.) 
Royalty / Net sales Royalty / (PBT + 

Royalty) 
Maruti Suzuki India Limited 31-Mar-18 38.18 4.8% 25.8% 
ABB Limited 31-Dec-18 8.88 8.2% 52.8% 
Hindustan Unilever Limited 31-Mar-18 6.96 2.0% 8.7% 
Nestlé India Limited 31-Dec-18 4.93 4.4% 16.9% 
Bosch Limited 31-Mar-18 2.12 1.9% 9.4% 
Royalty by 5 MNCs  61.07 4.1% 20.6% 
     
Aggregate royalty by 30 MNCs 78.23 3.2% 17.4% 

Source: Company annual reports, IiAS research 
Royalty for ABB Limited includes payments towards royalty and other service-related charges 
 
 The ‘unease’ of doing business 

To attract foreign direct flows and technology transfers, the GoI had relaxed rules 
regarding royalty payments and technology collaborations – it did away with all 
thresholds. But that was in 2009: in 2019, the Indian economy is vastly different. One 
of the risks IiAS had raised in December 2012 was the possibility of a steadfast step-
up in royalty payments without commensurate increase in revenues or margins, and 
this played out in subsequent years.    
 
Given the number of licenses, and the paperwork it takes to start (and close down) 
a business in India, the ease of doing business is a legitimate concern. The World 
Bank’s Doing Business 2019 report (DB 2019) pegs India 77th (out of 190 countries) 
in the ease of doing business. While India’s rank has improved (it ranked 100th in 
World Bank’s Doing Business Report 2018), it is not a rank to be proud of – India 
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ranks lower than several smaller economies such as Kyrgyz Republic (70th rank), 
Slovenia (40th rank), and Azerbaijan (25th rank). 
 
But how far should we extend the argument of ease of doing business? Does that 
mean that every step towards better corporate governance is automatically 
construed as another impediment to doing business? In DB 2019, India ranked 7th 
on Protecting Minority Investors, which has been the result of the reforms on the 
governance agenda and the empowerment of investors through new regulation, 
including bringing in class action suits.  Paradoxically, sudden delays in 
implementation of stronger corporate governance reforms, or deviations from the 
stated agenda is likely to reduce India’s score and be counter-productive to India’s 
overall rank in the Doing Business index.  
 
The regulatory back-and-forth is not good for investor confidence 
The announcement of regulations and their rolling back, or delays in their 
implementation, does not augur well for investor confidence in India. SEBI’s delay in 
implementation of the shareholder approval for royalty payments isn’t the first 
instance. Earlier recommendations towards voting by majority of minority 
shareholders on related party transactions ping-ponged between SEBI and the 
Ministry of Corporate Affairs before these settled, with SEBI putting out its 
regulations that were far more balanced and supported the investor interest.    
 
Push-back on norms that improve corporate governance standards is yet another 
classic (perceived) dichotomy between the importance of foreign direct investments 
vis-à-vis foreign portfolio inflow. But, economic growth cannot favour one at the cost 
of another. While the tug-of-war between SEBI and MoF is necessary for balanced 
regulation, last minute impediments create uncertainty. Both SEBI and MoF need to 
align themselves on the corporate governance agenda for the longer-term interests 
of all stakeholders. 

 
Exhibit 3: Royalty as a percentage of net sales of 30 MNCs 

Sr. 
No. 

Company Name Year end Royalty 
(Rs. Bn.) 

Royalty / 
Net sales 

Royalty / (PBT + 
Royalty) 

1 ABB Limited 31-Dec-18 888.19 8.2% 52.8% 
2 3M India Limited 31-Mar-18 133.64 5.2% 21.8% 
3 Procter & Gamble Hygiene & Health Care Ltd. 30-Jun-18 119.72 4.9% 17.1% 
4 Maruti Suzuki India Limited 31-Mar-18 3,818.20 4.8% 25.8% 
5 Colgate-Palmolive (India) Limited 31-Mar-18 184.88 4.4% 15.8% 
6 Nestlé India Limited 31-Dec-18 492.65 4.4% 16.9% 
7 GSK Consumer Healthcare Limited 31-Mar-18 143.60 3.3% 11.8% 
8 WABCO India Limited 31-Mar-18 76.60 3.0% 16.7% 
9 SKF India Limited 31-Mar-18 78.71 2.9% 14.7% 

10 Castrol India Limited 31-Dec-18 111.35 2.9% 9.2% 
11 Akzo Nobel India Limited 31-Mar-18 84.30 2.8% 13.5% 
12 GE T&D India Limited 31-Mar-18 103.25 2.4% 24.5% 
13 Johnson Control-Hitachi Air Condition India Limited 31-Mar-18 50.82 2.3% 25.1% 
14 Timken India Limited 31-Mar-18 25.13 2.0% 15.2% 
15 Hindustan Unilever Limited 31-Mar-18 696.00 2.0% 8.7% 
16 Grindwell Norton Limited 31-Mar-18 28.13 2.0% 11.2% 
17 Schaeffler India Limited 31-Dec-18 86.13 1.9% 12.0% 
18 Bosch Limited 31-Mar-18 211.60 1.9% 9.4% 
19 Monsanto India Limited 31-Mar-18 11.37 1.7% 6.2% 
20 Schneider Electric Infrastructure Ltd. 31-Mar-18 20.33 1.5% -45.9% 
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Sr. 
No. 

Company Name Year end Royalty 
(Rs. Bn.) 

Royalty / 
Net sales 

Royalty / (PBT + 
Royalty) 

21 Cummins India Limited 31-Mar-18 52.60 1.0% 5.5% 
22 Bata India Limited 31-Mar-18 26.65 1.0% 7.3% 
23 Ambuja Cements Limited 31-Dec-18 109.47 1.0% 6.8% 
24 ACC Limited 31-Dec-18 144.50 1.0% 8.8% 
25 BASF India Limited 31-Mar-18 49.49 0.9% 15.9% 
26 Heidelberg Cement India Limited 31-Mar-18 17.00 0.9% 7.6% 
27 GE Power India Limited 31-Mar-18 9.65 0.7% 18.6% 
28 Gillette India Limited 30-Jun-18 10.32 0.6% 2.9% 
29 Whirlpool of India Limited 31-Mar-18 21.11 0.4% 3.8% 
30 Kansai Nerolac Paints Limited 31-Mar-18 17.64 0.4% 2.2% 

 Source: Company annual reports, IiAS research 

 

A modified version of this article was published on BloombergQuint. The article can be accessed here https://www.msgp.pl/Iy1y0ww.  
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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. These services 
are subscribed to by various market participants. Some of the subject companies have subscribed to IiAS’ services, for which IiAS receives 
remuneration. IiAS has received 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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