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Vedanta’s delisting: Yet another replay
Vedanta’s promoter group’s debt repayment pressures have driven
corporate actions in the past: we argue that delisting Vedanta Limited is
one more of such actions. Vedanta Limited’s board of directors need to
take a decisive step in guiding shareholders on the proposed delisting and
not shrug their shoulder in saying that as the reverse book build will
determine the price, we leave it to shareholders. As in the past, this
announcement too, seems to suggest, that minority shareholders are a
hinderance to the promoters’ ambition.
Vedanta Resources Limited’s (VRL) proposed delisting of Vedanta Limited
(Vedanta) at a floor price of Rs.87.50 is opportunistic. The stock is currently
trading close to its 52-week low, and at a steep discount to its historic fiveyear average - a natural fallout of the current economic environment and
the impact of the COVID-19 crisis on equity markets. Vedanta’s current
market price does not reflect the fundamental value of the company’s
equity.

Exhibit 1: Vedanta Ltd. stock price performance

Source: www.moneycontrol.com

We believe the compulsions of having better financial flexibility to support
group debt is a key driver of Vedanta’s delisting.
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The Vedanta group’s debt pressures
The group has funded almost all its recent corporate actions using debt.
The acquisition of a stake in Anglo American and the delisting of VRL all
resulted increasing debt at the holding company level. The aggregate debt
across the group (Vedanta, VRL and other holding companies) is estimated
at $17bn in March 20201. Repayment pressures on the group are also high

Source: Standard and Poor’s Bulletin on Vedanta Resources Limited dated 13 May 2020
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- around $1.9bn is will need to be refinanced2, which includes a $670 mn
bond due in June 20211.
Cash generation for the group is through the operating subsidiaries,
Vedanta and Hindustan Zinc Limited – which are listed and limits the
promoters’ access to that cash. Vedanta Limited, on 31 December 2019,
reported cash balance of about $4.7bn3. By owning 100% of Vedanta (from
the current 50.14%), VRL’s consolidated EBITDA will likely double.
In the past, the group has undertaken transactions bypassing shareholder
approval to access cash in these companies. The 2015 $125 mn loan by one
of Cairn India’s subsidiaries to one of Vedanta’s subsidiaries is one such
transaction4. In December 2018, Vedanta’s overseas subsidiary Cairn India
Holdings Limited (CIHL) paid a part sum of $200 mn (Rs 14.31 bn) towards
purchase of an economic interest in a structured investment in Anglo
American PLC from Volcan. The ownership of the underlying shares, and
the associated voting interest, remained with Volcan.
Past mergers and acquisitions can be attributed, to an extent, to improve
financial flexibility of the group and manage debt repayments. The August
2013 merger of Sesa Goa into Sterlite Industries Limited (Sterlite) allowed
Sterlite to manage its debt better with a lighter and cash-rich balance
sheet of Sesa Goa. The 2016 merger of Cairn India with Vedanta Limited
once again allowed Vedanta’s debt-heavy balance sheet to leverage on
Cairn’s cash-heavy balance sheet.
Vedanta’s delisting will likely be funded through debt, which will add to
group leverage. The free float market capitalization is currently at around
$2.2bn: IiAS expects VRL will likely shell out significantly more, if the
delisting is to go through.
Vedanta’s board needs to guide investors
Vedanta’s independent directors have a fiduciary responsibility to guide
shareholders on VRL’s delisting bid. This is in line with the practice
followed in other markets. For example, independent directors of Essar
Energy in 2014 rejected Essar Global Funds Ltd’s bid to delist – the
committee of independent directors had termed that bid “opportunistic”.
The issues are not very different here.
Independent directors must avoid taking cover from regulation. Delisting
guidelines protect the rights of minority shareholders when companies
want to delist. It will be a shame if the board throws these regulations back
at shareholders saying that as the price is going to be determined by
reverse book-building, you decide the price.
Source: Moody’s rating action on Vedanta Resources Limited dated 24 March 2020.
CRISIL’s rating rationale on Vedanta Limited dated 3 April 2020
4
At the time of this transaction, Cairn India was not merged into Vedanta and was a separately listed company in India.
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Vedanta’s independent directors, at the 18 May 2020 board meeting, must
articulate whether shareholders must vote in support of the delisting, and
indicate a price range that they believe reflects the intrinsic value of the
stock.
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Exhibit 2: Vedanta’s board composition
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ED: Executive Director, WTD: Wholetime Director, ID: Independent Director, NED: Non-executive Non-independent director, (P):
Promoter, (C): Chairperson
Committees: AC-Audit, NRC-Nomination & Remuneration, SRC-Stakeholders Relationship, CSR-Corporate Social Responsibility
* Aman Mehta was Independent Director of Vedanta Resources Limited, UK from November 2004 to August 2017. IiAS considers
him as a non-independent director due to long association with the group. We expect a cooling-off period of three years before
being classified as an independent director
Anil Agarwal was appointed on the board as Non-Executive Chairperson w.e.f. 28 March 2020. Navin Agarwal, former
Chairperson was subsequently designated as Executive Vice-Chairperson
S Venkatakrishnan, former CEO, resigned from the board w.e.f. 5 April 2020. Sunil Duggal was appointed as Interim CEO - he
is listed as a KMP and is not a director on the board
Tarun Jain's term as Non-Executive director expired on 31 March 2020
Source: IiAS research
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Regulation protects minority shareholders
The delisting resolution is a special resolution: the votes cast by the public
shareholders in favour of the resolution must be at least two times the
number of votes cast against it.
The SEBI (Delisting of Equity shares) Regulations, 2009 provide sufficient
protection to minority shareholders. The delisting will be determined via
a reverse book building process. The price at which VRL can acquire public
shareholding that takes VRL's shareholding to at least 90% of the paid-up
capital will be the discovered price – at which point VRL can decide if
wishes to proceed with the delisting. Therefore, although the floor price is
set at Rs.87.50, the discovered price – based in the bids put in by investors
– will likely be much higher.
Institutional investors have a role to play in protecting the interests of all
minority shareholders. Mutual funds together owned 10.9% of voting
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rights on 31 March 2020. There are several large shareholders too – these
can together ensure that their delisting bids reflect the intrinsic value of
the business.
Exhibit 3: Key shareholders in Vedanta Limited on 31 March 2020
Name of the shareholder

% of voting rights

ICICI Prudential Equity Arbitrage Fund

5%

HDFC Infrastructure Fund

3%

SBI Arbitrage Opportunities Fund

1%

Life Insurance Corporation of India - ULIF00220091

7%

PTC Cables Private Ltd

1%

Source: BSE

All-in-all, how is it better for Vedanta to delist?
The group’s past behaviour seems to suggest that minority shareholders
are a hinderance to the promoters’ ambition. Cash flowing from the
operating companies to the holding companies has been an element of
concern for shareholders, and some of the transactions have taken
investors by surprise. To that extent, delisting the company and allowing
the promoter full rein is in the longer-term interest of all stakeholders.
That does not take away from the low price being offered. Investors need
to take advantage of the regulatory protection and put in a bid that reflects
the value of the company.
IiAS believes, however, that the board should not take cover of
regulations, but proactively guide shareholders on what it considers is the
correct price at which the delisting must take place. Vedanta’s set of wellestablished and seasoned independent directors are possibly the best
placed to articulate a reasonable stance on the issue.
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Disclaimer

This document has been prepared by Institutional Investor Advisory Services India Limited (IiAS). The information contained herein is solely
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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 or construed as legal opinion/advice. 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 would be happy to provide any information in response to specific queries. Neither IiAS nor any of its affiliates,
group companies, directors, employees, agents or representatives shall be liable to any person 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 this 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 IiAS.

Conflict Management

IiAS and its research analyst(s) responsible for this report may hold a nominal number of shares in Vedanta Limited (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 analysts 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. Further, a list of shareholders of IiAS as of
the date of this report is available at https://www.iiasadvisory.com/about.

Other Disclosures
IiAS is a SEBI registered 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 800 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.
The attached article is a general governance-based commentary on the subject company. On the date of writing, IiAS is not in the process of finalising
any voting recommendations on the subject company.
IiAS confirms that, save as otherwise set out above or disclosed on IiAS’ website,

• 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
in any of the subject company at the time of publication of this report.

• The subject company has subscribed to IiAS’ services and IiAS has received remuneration from the subject company in the past twelve
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• None of 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 or products (including investment
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twelve months.
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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 ~800
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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