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Vascon Engineering: Time to dig deeper
There has been a sudden and steep fall in the share price of Vascon Engineers
Limited this week, after it announced cancellation of the Compulsory Convertible
Debenture issue. It is imperative for SEBI to examine both the transaction and its
cancellation.
Vascon Engineers Limited (VASCONEQ/533156) sought shareholder approval at an
extra-ordinary general meeting on 24 May, for the preferential issue of convertible
debentures on private placement basis. As with any preferential allotment, approvals
were sought with specifics detailed in the shareholder notice (and the explanatory
statement): number of debentures (1.1 mn 17% Compulsory Convertible Debentures
of face value Rs.1,000 each) , conversion price (higher of Rs.45.60 per share, or the
price determined based on the SEBI ICDR Regulation, 2009), aggregate issue size
(Rs.1.1 bn), and importantly the investors to whom the issue was being made (Manan
Finserve Private Limited – a part of the Mangal Prabhat Lodha group, and Vinca Rosea
Farms and Properties LLP).
The deal was subject to shareholder approval, as specified in the notice:
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“The allotment of CCDs shall be completed within a period of 15 days from the date of passing of the
Resolution by the Shareholders provided where the allotment is pending on account of any approval from
any Regulatory Authority/Body, the allotment shall be completed by the Company within a period of 15
days from the date of such approval.”

The resolution received unequivocal support from all shareholders (Exhibit 1)
The placement had two things going for it. One it was an investment by a real estate
savvy investor and two it gave the company the company the much-needed liquidity
that it was wanting (- it had cited liquidity concerns to investors). The markets viewed
this positively, till the company earlier this week (11 June) announced cancellation of
the Compulsory Convertible Debenture issue, citing “differences between the company
and the proposed investors”. The share reacted and in two trading sessions moved
down as much as 33%, with investors loosing around Rs 3000 million. In cancelling the
issue, the Vascon management clearly short-changed its minority investors.

Exhibit 1: Voting outcome on resolution for preferential issue
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Is the Board within its right to cancel the transaction?

A preferential issue in a listed company, once agreed upon between a company and
the investor, is only subject to shareholder approval (- and stock exchanges
confirming that they will list). Once shareholders have accepted the offer, the
consideration has to be received.
But the company and the investors in this instance, do not see it this way. A day after
the deal was annulled, the company clarified in a conference call with investors (on
12 June), that this was on account of “differences pertaining to strategy on real estate
developments and unlocking value of certain assets.”

Exhibit 2: Share Price movement last 60 days
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Preferential shares have to be allotted within 15 days. The Vascon management or its
board can at best tinker with the terms, they cannot cancel the transaction as they have
an obligation to fulfil terms for which it sought shareholder approval. If an investor has
decided to back down, the company needs to pursue legal remedy. It cannot say the
management and the investor are in agreement and the company will not to go ahead
with the allotment.

An alternate explanation
There is an explanation for the developments, including the company readily agreeing
to the termination of the agreement, which prima-facie fits the events. But this needs
enquiry, because if true, has grave consequences for the company and the investors in
the placement.
This account avers that this was a strategic investor, with change in control, in the garb
of a financial investment. This explains the company readily agreeing to the deal being
called off on account “differences between the company and the proposed investors.”
It also explains another unusual development: even as the Lodha group was
negotiating a financial investment in Vascon, members from Lodha’s senior team were
joining Vascon. Amit Parsuramka President Sales, Lodha and Rajesh Mahatre, another
senior employee of Lodha, both moved to Vascon.
In this context, it will also be good for shareholders to understand what changed in the
company’s strategy between the time the company reached an agreement with its
investors and approached its shareholders and received their consent. Or did the
investors find out something, that is not known to the (minority) shareholders of
Vascon?

Some unanswered questions
SEBI needs to look at this matter very carefully. It needs to ask:
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1.

2.

Was this a genuine transaction or was this a change of control in the guise of
a financial transaction investor or was this a sham transaction with an eye on
the market?
Did the due diligence reveal something that is not known to the (minority)
shareholders of Vascon?
SEBI needs to examine all relevant documents relating to the transaction, and
the correspondence relating to the cancellation. It should also examine the share
trading data.

SEBI needs to clarify:
3. What is a preferential issue? Is it only an intent or is it a contractually binding
agreement from the investor subject only to approval from shareholders of the
company and from stock exchanges for the listing of the securities.
4. Does the management have the authority to cancel a transaction which was
subject only to approval by shareholders, and was duly approved by them?
Conversely if a preferential issue has been approved by shareholders, can it
then be cancelled by the company management without shareholder
approval? If so, this will have consequences for the market.
Minority investors should not be expected to pay the price for such occurrences.
Safeguards need to be built, penalties levied: Vascon’s is the perfect transaction
for SEBI to begin.

3

iias.in

June 2017

Vascon Engineering:
Time to dig deeper

Institutional
EYE
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 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.
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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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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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