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Are IndiGo’s security checks in place?

There is no denying that governance levels at Indigo could be
strengthened. Even so, there is no taking away from the fact that the
promoters have delivered - to run a profitable airline in the current
environment is no small feat. The battle between the two sets of
promoters will do more damage to shareholder returns than the issues
getting raised by this discord.

Richard Branson once said, “If you want to be a millionaire, start with a
billion dollars and launch a new airline.” This comment turned out to be
prophetic for several of the Indian airlines beginning with Air India and
ending with the most recent debacle of Jet Airways. The airline industry,
by its very nature, is vulnerable to the slightest of shocks, which makes it
a volatile business. In that context, IndiGo’s success is no small feat. It is
one of the few low-cost carriers to have expanded in such a short period
of time, and remained profitable for a large part of its existence. Most
importantly, from a small set up, it now has about 50% market share in
domestic travel - displacing well-entrenched players. So, as far as
investors as concerned, the board has delivered.

For the company to remain focussed on its current path of growth,
improvement in corporate governance standards is important. This will
ensure that the business can function independent of the promoters and
decision-making processes are more broad-based. This is not to say that
promoters should be made redundant (in fact, investors like promoters
that have their skin in the game) but the degree of dependence on them
should reduce. Listed companies must be influenced and guided by their
promoters, but should not be dependent upon them.

IndiGo’s success has come despite a relatively small -
Indian boards have a median size of 8 to 9 directors. Of this six-member
board, three are promoters, one is a promoter nominee and the
remaining two are independent directors. Under regulations, IndiGo is
required to have one independent director who is a woman - the company
is yet to comply with this requirement. With four mandatory board
committees to be formed, the membership of these committees itself
could be construed as cause for conflict of interest - both
included either executive

directors or promoters as members. It is only after Mr. Damodaran was
inducted to the board in January 2019, that

- now both these committees comprise two independent
directors and one promoter nominee.
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Board composition is not the only concern. The engagement of promoters
at the board level is an equal concern. Board meeting attendance of
promoters was low, averaging at less than 40% in FY16 and FY17. It is only
in FY18, perhaps as the differences between the two factions began to
simmer or following Kotak Committee’s harsh reappointment criteria for
absentee directors, that their board meeting attendance improved - to
average at 63%. Although this was an improvement, it continues to remain
well below acceptable levels. With all that has occurred recently, board
meeting attendance in FY19 will likely be at its highest ever.

The lack of promoter attendance at board meetings and a relatively small
board composition can be interpreted in two ways - that the company was
professionally managed and that it did not need the promoters’
intervention, or that the promoters controlled the business and its
operations, and that the board had a limited role. Given the discourse
from both sides, it seems more the latter than the former.

Related party transactions have always been a sensitive issue for
discerning investors - corporate India’s past has taught them to
immediately think of financial leakages. The around due
process not being followed for related party transactions carries
momentum given the construct of IndiGo’'s board and its board
committees. Even so, there is other side of the argument: these were not
material in the context of IndiGo's size, and the annual reports (FY16, FY17
and FY18) confirm that these were in the ordinary course of business and
on arm’s length basis. The FY17 and FY18 annual reports specifically
mention that all related party transactions were reviewed and approved
by the audit committee. And, the company’s

specifically requires prior approval of the Audit Committee for such
transactions. But these facts are getting lost in the conversation, as both
sides lament on each other’s role in building the business and the brand.
Had the board been expanded, (to include more independent directors)
and the board effectiveness improved, the allegations themselves would
have been seen with more skepticism.

Broad basing the board would add another important element to today’s
discourse - it would allow the company to separate itself from the
promoters’ dispute. The board could have held its point of view, which
would be in the interest of the company and its stakeholders, and not
necessarily of the promoters; much like when Mindtree’s Committee of
Independent Directors that decided Larsen & Toubro Limited'’s offer price
was fair for shareholders, despite Mindtree’s promoters’ initially hostile
reaction to the acquisition bid. An expanded board with more
independent directors would also provide the necessary checks and
balances to the control rights that the promoters have embedded within
the company'’s Articles of Association. Today, IndiGo’s board is silent and
its ability to protect the company from the promoters’ battle is limited.
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The issues being raised on related party transactions may not be material
in the overall scheme of things - but the impact that this battle will have
on the company will endure. The seeds of discord are sown, and these
tend to take roots quickly. It will likely distract the management from
running the company, polarize the leadership, and make the organization
inward-focussed. Stakeholders will be wary giving IndiGo their money just
yet - they will want to know who wins this battle before they increase their
exposure. So, new aircraft purchases, or engine replacements, and any
other material expansion may be delayed. Investors may not be as
concerned with the related party transactions as they will be with the
potential for delays in value creation.

A modified version of this report was published on , which can be
accessed here:
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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 liAS 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 LiAS. All layout, design,
original artwork, concepts and other Intellectual Properties, remains the property and copyright of liAS 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
TiIAS' 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 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
. 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, liAS, generally seeks clarifications from the
subject company. liAS 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

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

Conflict Management
TiAS and its research analysts may hold a nominal number of shares in the companies that liAS covers (including the subject company), as on
the date of this report. A list of liAS’ shareholding in companies is available at

However, TiAS, 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. Alist of shareholders of IiAS as of the date of this report is available at . However, the preparation
of this report is monitored by an internal Review and Oversight Committee (ROC) of IliAS 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

TiAS 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 ( and
). There are no significant or material orders passed against the company by any of the Regulators or

Courts/Tribunals.

TIAS further confirms that, save as otherwise set out above or disclosed on IiAS’ website (www.iias.in):

o TiAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have any financial interest in the subject
company.

o 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.

e None of TiAS, 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.

e 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.

e None of liAS 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

LiAS 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. The subject company has not subscribed to any of liAS' services and LiAS has not received
any remuneration from the subject company 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 close to 800
companies. IiAS provides bespoke research, governance benchmarks 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. IliAS 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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