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Investor unfriendly move

o & major move, the government has

announced its decision in the Union

budget for 18996-97, 1o allow non-vot-
ing shares in a company up to 25 per cent
of the issued equity capital. An investor
holding a non-voting share, by definition,
does not have a voting right. This, in effect,
means that he will have no say in the con-
stitution of the board of directors/ manage-
ment nor will he have any right 1o guestion
managements' decision.

The proposed amendment does nod
merely involve abrogation of the voting
right by the holder of the non-voting share,
it also results in the enhancement of the
voting right and consequently, manage
ment control of the holders of voting share.
The latter’s role in the management will be
disproportionaie (o its contribution o the
risk capital. In fact, it gets raised in the ra-
tinof 1.33 (100/75).

Thus, a voting share of 10 per cent in
the equity, will have an elfective voting
right of 13,33 per cent and so on. Extend:
ing the fogic further, it will wrn ou that
with a share of only 3B.25 per cent in the
equity capital, any single invesior or a
group ol investors can have majority con-
trol of 51 per cent in the company.

The resultant augmentation  in the
strengih of the voting share will enable the
promoter in sirengthening its grip over the
company without pumping additional
funds. However, this need not resuli in bet-
ter management and improved financial
performance. On the contrary, the compa
ny may even be mismanaged. This is be
couse unlike the existing dispensation
wherein actions'/decisions of the manage
ment are under the watchlul eves of all ﬁu-
invesiors, in the proposed set-up, account-
ability is compromised. In fact, the very
right to ask question is taken away [rom a
substantial chunk of the shareholders.

It is often arpued that many of the
shareholders especially those in the indi-
vidual category, do not participate in the
AGMs of the companics where crucial de-
cisions/ resolutions are pil to vote. So, how
does it matter whether they have a vote or
not? This is an over-simplistic view, The
lack of participation may be due 1o prob-
lems of logistics, the costs involved in
reaching /attending the meetings and in-
ability to find time. But, this is no ground
for taking away from them the ripht 1o
vote/question. Trrespective of whether the
shareholders actually exercise this right or
nol, the very existence by itsell, is a suffi
cient deéterrent against the possibility of
m I.'.‘-lllill'lﬂgk!ll'll'lll.

Thert are IIIII'|_I|.!"{!:|'I InsStAnces J'Ir COTTE -
nies in the private/public sector turning
sick, And, the reason is not always adverse
change of government policies or unfa-
vourable market conditions. Much of the
trotble can be sourced 1o mismanagement.

Non-voting share does not seem to contribute to

anything to strengthen a

health and growth,

company and improve its
says Uttam Gupta
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Reportedly, the povernment is coniem-
plating measures 1o compensaie the non-
voting sharcholders and saleguard their in-
terests:  These  inclide  the non-voting
shares o be allowed only in companies
with good dividend paying record, higher
rate of dividend lor the non-voting holders
nnd non-voting shares 1o be converted intoe
voting in the event of mismanagement, eic.
All these beécome meaningless when the sit-
untion actually gets out of comntrol for
which the seed has been sown by the sheer
act of introducing non-voting share,

Where does one go if even the company
with good track record becomes sick after
introducing non-voling shares? What rele-
vance higher dividend has when the com-
pany is making loss or not in & position to
declare dividend a all? And, what does the
investor do with the voting share after it
hins turned sick?

Assuming for a moment that every
thing poes well the quéstion still remains us
to how the non-voting share will be per
ceived in the stock market? Can it apprec
ate as much as the voting share? Will i
have as much lquidity? In the event of be
nus/rights issue, can the non-voting holder
got voting shares? The povernment has not
divalged its mind on these issues. Howey-

er, prima facie, il would appear that with-
oul the voting power, holders of these
shares will be al a serious disadvantage in
all these respents,

Mutual funds (MFs) are emerging as an
impaortant class of investors. In fact, they
represent the interests of the big family of
individual invesiors who, on their own, are
not competent enough o decide where o
invest and how o protect their interest.
MFs pre putting a major share of their cor-
pus in equity of body corporates and must
know as 1o how well these are managed
and even influence the management deci
sions. This 15 necessary (o ensure that
these compamies remain healthy, pay good
dividends so that the MFs, in turn, can ser
vice their unit holders handsomely,

In a bid to support them in these endes-
vours, the government has even allowed
thie MFs and ventiirs capital funds (VCFs),
the right to vole in companies where they
hinve invested in equity capital. This objec-
tive will get defeated by intreducing non
voling shares.

The Guidelines in regard 1o FHs invest
ment have been modified (o allow any sin-
gle FlI have equity in an Indian company
tp toa maximum of 10 per cent (against 5
per cent ceiling until hitherto) subject to an

overall ceiling of 24 per cont for all the Flis
put together, It is unlikely that they will ac-
quire additional siake by way of non-voting
shares. True, many of them may not be in-
terested in having a say in the management
so long as they are assured of good divi
dend. But, even for this, they cannot afford
not 1o be watchful, Mere watching withouwt
the ability to strike when necessary has no
meaning. That is why voting share is abse
lutely essemtial.

In asking for non-voting shares, the In-
dian industrialists have made their inten
tion abundantly clear. With lesser {inan-
cial stnke, they want to wrest/maintain
management control. In the context of the
Central PSUs and state level underiakings,
even the government does not seem to be
lagging behind. Reportedly, it is contem:
plating divesting us holding in the PSis
through issue of non-voting share so that it
gets funds without having to shed manage-
ment control. For instance, even after di:
vesting 61.75 per cent of the equity, it can
still retain majority control of 51 per ceni.

This, however, goes against the spirit of
disinvestment, i.e., it should result in a set-
up/management which is autonomons and
free from government control, Failing this,
the objective of turning PSUs into elfiebon,
competitive and growing enterprises capa-
bl of mecting the I:!hH“l.'“El".'n of liberalisa-
tion would remain & distant dream.

Non-voling share is a concept bad in let-
ter amd spirit. it does not promise anyihing
that would contribute (o strengthening the
company and improving iis health and
growth. On the contrary, by vesting dispro-
portionate controlling power with the pro-
molers, it may even produce adverse re-
sults. In the state sector, this will militme
against the health of the PSUs and state lev-
el enterprises by perpetuating povernment
control over them.

In view of this and considering the high-
ly inequitable and discriminatory charac-
Ler (it is even against the principles of natu-
ral justice), the povernment should refrain
from implemeniing the concept of non-vot-
ing share. If the promoters/government
(the latier in respect of PSUs) are genuinely
interested in promoting the health and
growth of the enterprises, they can do so
under the existing dispensation which is
anly fair and non-discriminatory.

As [or the level playing field mentioned
in the finance minister's speech, this issue
has to be tackled by improving the infra-
structure, reducing the cost of basic inputs
like petroleum products, power, lowering
interest rutes, taxes and duties and, above
all, by carrying out administrative/instit-
tional reforms to provide timely support
and efficient services to the industry,

The author is chief economist, the ferti-
liser nssocintion of Indin



