CORPORATE
GOVERNANCE IN THE
FINANCIAL SECTOR:
MY TH Vs REALITY

HEMINDRA HAZARI H 4
hkh@hemindrahazari.com b , 3

18th May 2022




What |s Corporate Governance

“Is the system of rules, practices and processes by
which a firm is directed and controlled. It essentially
involves balancing the interests of a company's many
stakeholders, such as shareholders, management,
customers, suppliers, financiers, government and the

community”- Investopedia /ﬁ




FOCUS ON CG IN FINANCIAL SECTOR

* Manage public funds
* Highly leveraged
* Asset-liability mis-match

* In banks, deposits unsecured & liquid, loans illiquid

* Banks critical to the entire economy /ﬁ




RBL BANK

“[RBL Bank] is founded on strong governance standards and
has robust controls... We have tightened our risk assessment
criteria across the board and we continue to reduce exposures
through timely intervention and proactive management.”

- Vishwavir Ahuja, CEO, RBL Bank FY2020 Annual Report
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RBL BANK Timeline

* Vishwavir Ahuja, CEO abruptly goes on 26.12.21
* RBI appoints serving RBI executive as a director

* Rajeev Ahuja, ED appointed interim CEO

* On no indication of issues with Rajeev Ahuja

. on 15.2.2022 highlights high-risk Rs 1.4 bn loan given to Sintex-
BAPL in June 2019

e Sintex-BAPL to NCLT in December 2020 /ﬂ



https://drws17a9qx558.cloudfront.net/document/PRESS_COVERAGE_FILE_DIR_PATH/press-statement-from-rbl-bank.pdf
https://www.youtube.com/watch?v=9WFJ0FP_C3M
https://www.livemint.com/industry/banking/rbl-bank-s-loan-to-bankrupt-sintex-co-raises-red-flags-11644863065432.html
https://economictimes.indiatimes.com/industry/banking/finance/arpwood-welspun-group-in-race-to-buy-sintex-bapl/articleshow/88267505.cms

RBL Registers Charge Sintex-BAPL




Sintex-BAPL Disclosures

Extract from Annexure A of Auditors Report of Sintex-BAPL’s FY2019 Standalone Accounts

(viil) According to the records of the Company examined by us and information and explanations given to us,
except for the loans, borrowings and dues mentioncd in the below table, the Company has not defaulted
in repayment of loans or borrowings to any financial institutions, banks or debenture holders. The
Company does not have any loans or borrowings from government

Name of Bank Delay in days Principal Interest Total

Deutsche Bank 0 - 60 days 27.59 0.29 27.88

Source: Sintex-BAPL Standalone FY2019 Financial Accounts
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CARE Rating of Sintex-BAPL

Extract from CARE Rating of Sintex-BAPL

(Rs. Crore)
Brief Financials of SintexBAPL | WAS(A)|  W20(A|  FAS(UAI[  FZ0(A)
Standalone Consolidated
Total operating income ‘ 958 | Q02 |
| PBILDT L
PAT
| Overall gearing (times)
L_PBILDT Interest coverage (times) | -
A: Audited; UA: Unaudited; NM: Not meaningful
Note: For FY19, CARE has derived the pro-forma consolidated financial resuilts of Sintex-BAPL from the published
consolidated results of SPTL after removing from it the published financials of Sintex Prefab and Infra Limited (roted: CARE
D; Issuer not cooperating). Further, FY20 audited financial is avoilable from company website
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RBL Bank Risk and Credit Committee

Risk Committee Credit Committee

Jairaj Purandare (Chairman, Credit)

Jairaj Purandare ishan Raina

Members of Both Risk & Credit Committees

Palepu Sudhir Rao Vishwavir Ahuja Rajecv Ahuja

Source: RBL Annual Report
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RBL Bank’s then Board of Directors

I i A P Mg
Employment/Profession
Prakash Chandra 25 January 2016 Independent Director, Chairman Indian Revenue Service,

2| vishwavir Ahuja | 30June2010 |  CEO & Managing Director Bank of America
. Rajeev Ahuja 21 February 2017 Executive Director Citibank, Bank of America
Jairaj Purandare | 16 September 2011 Independent Director Chartered Accountancy

Palepu Sudhir Rao January 2012 Independent Director Chartered Accountancy

6 Sivanandhan 18 December 2012 Independent Director Indian Police Service
Dhanushkodi

30 April 2016 Independent Director

Vijay Mahajan 27 April 2018 Mon-executive Non-independent Member IRDA, Micro
lending

Source: RBL
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HKH Research February 23, 2022

It is clear that Rajeev Ahuja is unsuitable as CEO of RBL Bank, or to belong to the senior management in any
bank, as he was a member of the bank’s Investment and Credit Committee, as well as the Risk Management
Committee, which approved the Rs 1.4 bn loan to Sintex-BAPL on around June 11, 2019. It is highly unlikely
that the then CEO, Vishwavir Ahuja, could have approved and disbursed the loan on his own.

It is unlikely, and at any rate undesirable, that a top banker who clears such a blatant transgression should
be rewarded with the post of CEO. RBL Bank shareholders should therefore expect the Search Committee
appointed by the bank’'s board of directors to shortlist external candidates. The regulator must also
investigate any other poor quality loans disbursed by the bank. An external CEQO may disrupt the continuity

the stock market was expecting.
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https://hemindrahazari.com/2022/02/24/sintex-loan-fiasco-is-rbls-acting-ceo-fit-to-be-a-banker-let-alone-run-a-bank/

Media Reports 20-21 April 2022

GoNBCTVIBLve " RBLBank
recommends

Sources to ;114 katesh: Rajeev Ahuja’s name is candidates

not there in the MD & CEO names shortlisted by RBL

for MD & CEO
Bank e

' the

d would

wl names 1o

the RB! oF lppl oval

Sources said interimMD &
. . CEO Rajeev Ahuja, whose :
Times of India | ferm ends i June i not
among the candidates. In :
March, the central bank had :
-1 granted a three-month exten- |
April 21,2022 | & 5

sion for Ahuja
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“Yes Men’ at Yes Bank & Elsewhere

Yes Bank Officials Charged by the Enforcement Directorate

A k‘ _4

AS’”'SH A‘C’f\R\'YA'; e KUMAR van Kumar Agrawal

Vinod Bahety
Global Head,

Corporate Finance N = -
Infrastructure Banking Amit Mamtani Harsh Gupta

Source: Yes Bank, Linkedin and Azure Power
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Background of

Executives

Ashish Agarwal

Vinod Bahety
Amit Kumar
Pawan Kumar Agrawal
Amit Mamtani

Harsh Gupta

Source: Yes Bank and Linkedin

Educational Qualifications
[IM Calcutta, IIT Kanpur
CA, ICWA
IIM (A), BITS Pillani
FMS Delhi, CFA, CA, CWA
MDI Gurgaon

CA

Yes Bank Executives

Employment Prior to Yes

Lehman Bros, Rabobank, Citi

ICICI Bank
ANZ Capital
CRISIL

ICICI Bank, CRISIL

ICICI Bank, RBS, HDFC Bank

Date of Joining Yes Bank

17 March 2009
25 September 2006
05 July 2004
01 January 2008
03 September 2005

01 April 2016

Present Employment
Left Yes Bank December 2021
President - Adani Group
Eunoia Financial Services
CFO - Azure Power
Yes Bank

Yes Bank
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Remuneration of Yes Bank Executives

Executives Designationin YesBank  Remuneration (Including Bonus but Excluding ESOPs) ESOP Value
FY2018 FY2019 FY2020 FYa0zl FY2018 Y2019  FY2020
Rs
Ashish Agarwal % (RO & Head Wholesale 7,19.30,002 59803,032 53355023 33614163 4,51,92,800 9,11,45,000
Vinod Bahety Gp. Pres. - Corp. Finance/IB ~ 2,76,76,676 3,084,616 45857078 28927541 24041400 9857538 34.46,700

Amit Kumar Gp Pres. - Corp. Banking 34151.,823 2,5113.865 2,3612334 13474561 11,57,46,850 4,94,38,000
4 Pawan Kumar Agrawal  SrPres. - Deputy Hd CFIB 1,86,02,668 2,09,01,259 48,32,858 1,11,70,253

Amit Mamtani  President - Risk Management 8184755 86,7056 1,07,01,532 Not Available 5,46,78,570 4,56,52,420 £5,20,727
b Harsh Gupta Presigent - Risk Management Not Available 1,08,89,175 Nat Availaple

Source: Hindustan Times and Yes Bank
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Comparative Remuneration

MName Last Designation Date of loining FY 2018 Fy2019 FY 2020 FY 2021
Rs Rs Rs Rs
Ashish Agarwal Wholesale Credit, Yes Bank 17 March 2009 7,19,30,002 5,98,03,032 5,33,55,023 3,36,14,163
Rana Kapoor CED, Yes Bank 01 February 2 5,30.89, 6,48,41,390
Rajat Monga Group Pres., Yes Bank 24 April 2004
Parag Gorakshakar Chief Credit Officer, Yes Bank 23 March 2011
Shikha Sharma CEO Axis Bank 01 June 2008

Amitabh Chaudhry CEO s Bank 19 Movember 2018

Rajeev Anand ED, Axis Bank 01 May 2013
Rajesh Kumar Dahiya ED, Axis Bank 01 June 2010 3

Cyril Anand CRO, Axis Bank 26 April 1955 1,24.44,083 1,25,35,26
Aditya Puri CEQ, HDFC Bank 12 September 1994 70 9.64.99.621 136704726
Sashi lagdishan CEQ, HDFC Bank 05 February 1996 B 2,19 84 506 225368474
Khaizad Bharucha ED, HDFC Bank 04 October 1 4,33.40,269 587,78,554
Jimmy Tata CCO, HDFC Bank 15 December 1994 2 1,960,483 2,3644,770

MNote: Remuneration excludes value of ESOPs

=

Source: Banks
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Comparative Risk Weighted Assets

o | Faois | waois | rraots | raois | Wasis | riaois | aoso | rvaozi
Growth (% —mm
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94
Growth (%) ED

11,627 16,159 | 18,388 | 21,109 | 24,215 | 25,654 | 2
Growth (%) _

Source: Bank
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Yes Bank Executives Response to the
Enforcement Directorate

During their interrogation by the ED, the Yes Bank
officials put the onus of responsibility on Rana Kapoor,
and stated that even though they had reservations
about the loan, pressure from the then CEO compelled

them to approve it. (Th|s IS known as the classic
" -- “we were just following

orders”.)


https://en.wikipedia.org/wiki/Superior_orders

Kotak Mahindra AMC

“The risks in Fund Management are managed by Investment
Committee which is appointed by the Board and is responsible
for monitoring the credit and interest rate risks...Your
Company has robust risk management policy and practices in
all the above related areas of functioning to check the
adequacy of risk management systems.”

-Kotak Mahindra AMC FY2017 Annual Report H ./ﬁ




Kotak MF’s Investments in Zee Cos.

Investments of Kotak AMC in ZCMNCDs of Konti and Edison
Investment Exposure as (% of Exposure in
on the date umM as on the
of maturity |[date of maturity

Conti ZCNCDs

DEMDAS2019

dison ZCMNCDs
| Ssenes Il)

Conti ZCMNCDs

Konti ZCNCDs 11/03/2016
Lonti ZCNCDs 01/06/2016
wonti ZCNCDs 1/06M2016

MNote: Rs 1 crore = Rs10 mn
Source: =1i p. 31
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Observations in SEBI's Order

* In a shocking revelation, thoroughly exposing Kotak MF’s Investment Policy, the SEBI’s August
27,2021 order that the company’s IC on March 7, and May 18, 2016 was

“not aware of the issuer entity even on the date of approving the proposal to invest in the ZCNCDs [zero
coupon non-convertible debentures).” (para 40, p. 34)

* Such is the professionalism on Kotak MF’s IC that they approved an investment in a corporate
entity whose identity they did not know and consequently had no clue about its financials.
They did so as documented in its approval note solely on the belief that,

“repayment of our exposures will, in all probability, be funded through a refinance. We take comf
from the reputation and track record of Essel Group in general and fundamentals, liquidity and
performance of Zee shares.” (ibid)

hemindrahazaril.com


https://www.sebi.gov.in/enforcement/orders/aug-2021/order-in-the-matter-of-kotak-mahindra-asset-management-company-ltd-_52130.html

Poor Financials of Cos.

Financials of Konti

Profit after Tax RB5, 40 468

Long Term Liabilities 51,1 i3 51.83,283 $.71.4

Short Term Liabilities

(Loans & Advances)

Amount in Ks
Sowrce: SEBI Order p. 38

Financials of Edison

Revenue

Profit after T ax

Long Term Liabilities
(Borrowings)

Short Term Liabilities
(Borrowings)

Amount in Rs
Sowrce: SEBI Order p. 38
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Kotak AMC’s Debt Investment Committee (IC) in FY2017

Source: Kotak AMC




National Stock Exchange (NSE)

“The Company is committed to maintain the highest
standards of corporate governance and adhere to the
corporate governance requirements consistent with

such standards.”

- NSE FY2017 Annual Report p. 71




National Stock Exchange Board Meeting

* Attending a board meeting without a Notice and an Agenda is irregular and
maybe even illegal; even shell companies take care to perform these formalities.

* For emergency board meetings a shorter notice must be given. Yet on September

16, 2016 the NSE had a board meeting in which neither a Notice nor Agenda was
circulated.

Extract from NSE’s Secretarial Audit FY 2017

Source: NSE Annual Report FY2017p. 117




Suppressing Board Minutes

* Important discussion pertaining to the removal of Anand Subramanian (consultant & Group Operating
Officer) at the October 21, 2016 board meeting was not included in the Minutes.

* Taking a decision to remove a senior executive with immediate effect is an extremely serious issue, which

needs to be carefully documented for the record.
MNSE Directors Who Attended NRC and NSE Board meeting on October 21, 2016

S. Number MName Category

Ashok Chawla Chairman PID & NRC

Ravi Marain Wice Chairman Shareholder director & NRC

Dinesh Kanabar PID & Chairman, NRC

Maved Masood PID

TVS Mohandas Pai PID

Dharmishtha Rawal PID

Abhay Havaldar Shareholder Director

Anshula Kant Shareholder Director

Prakash Parthasarathy Shareholder Director

Source SEBI Final Order against Ms.Chitra Ramkrishna and others p. 134
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Auditors of Select Private Sector Banks

FY2010 FY2011 FY2012 FY2013 FY2014 FY2015 FY2016 FY2017 FY2018 FY2019 FY 2020 FY2021 FY2022
Viren Mehta, Malin Shah, Z. F. Billimaoria, Viren Mehta, Viren Mehta, Viren Mehta, S 5 Purushottam Nyati,
S R Batliboi Deloitte Deloitte S R Batliboi S R Batliboi Batliboi ari Haribhakti

HDFC Bank Shailes Akeel Master, M Sampath Ganesh, Akeel Master, Zubin Shekary, PB PB ] Swapnil Kale,
C BESR BSR BESR Deloitte Pardiwalla, ardi ; Pardiwalla, iboi MSEA
Haribhakti Deloitte Deloitte
Akeel Master, an, WV Vishwanath, Khusroo Sudhir Pillai,
BSR BSR Vishwanathi, Panthaky, Walker Chandiok
Walker
Chandiok
Indusind N Sampath Ganesh, Akeel Master, 3 ra, se Viren Mehta, Purushottam Myati, Haribhakti

BSR BSR . Batliboi

Akeel Master, N Sampath Surekha Gr: . Viren Mehta Viren Mehta, E jK : WV Vishwanath,
BSR Ganesh, S R Batliboi z 1 5 atliboi ij ij BSR
BSR 3 1

Kotak Bank Viren Mehta, Kalpesh Mehta, \ . Sudhir Pillai, Murad
imoria atli Walker Chandiok Daruwalla

Walter
Chandiok

hemindrahaza . 0D m



RBI Bans SR Batliboi for 1 Year

* On May 23, 2017 | how Viren Mehta, partner SR Batliboi
& Co, affiliate firm of E&Y had audited Yes Bank and Axis Bank’s
FY2016 accounts which the RBI had found to be misleading.

* OnJune 3, 2019 RBI SR Batliboi from auditing banks from
April 1, 2019 for 1 year.
* HDFC Bank, Indusind Bank & South Indian Bank to replace SR

Batliboi as auditor following RBI’s action.



https://thewire.in/banking/auditor-extraordinaire-the-curious-case-of-npa-underreporting-in-india
https://www.rbi.org.in/Scripts/BS_PressReleaseDisplay.aspx?prid=47206
https://timesofindia.indiatimes.com/business/india-business/three-private-banks-hit-by-rbi-ban-on-sr-batliboi/articleshow/69657708.cms

Conclusion

There is no lack of corporate governance structures or systems

Corporate and especially the financial sector is highly incestuous - many inter-
related business links amongst the parties

Dissent within companies and the board of directors is rare
No future for dissenters: whistleblowers or dissident directors
Business media is even more compromised than mainstream media

Requires more intrusive regulation and severe punishment for mis-governance
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Disclaimer

* |, Hemindra Hazari, am a Securities and Exchange Board of India (SEBI) registered independent
research analyst (Regd. No. INHO00000594). | own equity shares in some of the companies
mentioned in this report. Views expressed in this Insight accurately reflect my personal opinion
about the referenced securities and issuers and/or other subject matter as appropriate. This
Insight does not contain and is not based on any non-public, material information. To the best of
my knowledge, the views expressed in this Insight comply with Indian law as well as apﬁ/icab/e aw
in the country from which it is posted. | have not been commissioned to write this Insight or hold
any specific opinion on the securities referenced therein. This Insight is for informational purposes
only and is not intended to provide financial, investment or other professional advice. It should not
be construed as an offer to sell, a solicitation of an offer to buy, or a recommendation for any
security.

* www.hemindrahazari.com

* All rights reserved. No portion of this article may be reproduced in any form without permission
from the author. For permissions contact:
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