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Abstract

Controlling minority structures prevailed in business groups Indian
private sector firms are mainly dominated by Indian business groups
wherein, group affiliated firms are associated with the controller and
groups have formed the controlling minority structure. The decision
making in these firms have been motivated by the controllers and
results in related party transactions which are abused sometimes
(Tunneling RPTs) but not in others (Propping RPTs). In this study an
analysis has been done for the impact of tunneling RPTs and propping
RPTs on performance of group affiliated firms. Results suggest that a
positive relationship between performance and tunneling RPTs occurs
when revenue receipts are considered as below the market prices but,
negative when above the market prices. Relationship between
performance and propping is negative in initial years when RPTs
considered as below market prices but becomes positive later and
remains positive through the period when RPTs considered above
market prices.
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Introduction

Developments in the theory of firm have long been a debating agenda
among researchers, wherein, different theoretical perspectives have
emerged and, settings of organizations in different boundaries is an
outcome of adoption of those perspectives. The dominant view on
understanding the economic nature of the firm and ownership starts
with theory of property rights approach (H Demsetz, 1967), according
to which a firm is “ a nexus of contracts”, between different agents,
and organizes under diffuse ownership, separating it from control and
have implications upon the society (Berle & Means, 1932; Fama &
Jensen, 1983a, 1983b; Jensen & Meckling, 1976). In diffused
ownership firms, the principal-agent problem has been studied widely
and suggests for the concentrated ownership to mitigate such agency
problems (Harold Demsetz & Lehn, 1985). Despite an established
literature on diffused ownership, existence of concentrated ownership
is not avoidable due to the fact that there is no set corporate law which
may restrict you to adopt any of the said structures but, it is the benefits
outweighing the cost of any particular structure forcing you to adopt a
particular one (Baysinger & Butler, 1985). Various authors study the
effects of concentrated ownership structures on performance and
found conflicting results.'
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In 1983 Fama and Jensen, tried to explain the survival of
organizations having separation of ownership (Cash flow
rights) and control (Voting rights) and gave factors for the
separation as reducing agency problems. This work further
emphasizes that, “without separation residual claimants
have little protection against the opportunistic actions of
decision agents which reduces the value of unrestricted
residual claims”. Grossman and Hart (1986) coined the term
private benefits of control (PBC) and explain it as the one
which benefits current management or acquirer. One
extreme form mentioned here is the diversion of resources
from security holders to subsidiaries of management or the
acquirer.

In India, corporate ownership structure is primarily
concentrated, Pyramidal and dominated by family business
groups (Sarkar & Sarkar, 2011). Most of the firms are under
the control of Family business groups wherein the ultimate
controller these firms in a set structure known as controlling
minority structure(Bebchuk, Kraakman, & Triantis, 2000).
In family business groups, controllers control affiliated
firms through a network of organizations called pyramid
structure(Porta, Lopez-de-Silanes, & Shleifer, 1999). In
such structures, Indian business groups have group affiliated
firms (GPA) with differential cash flow rights and control
rights called as ownership wedge (Kali & Sarkar, 2011).”
The existence of wedge is one of the factors for the private
benefit of control and diversification of business groups by
controlling shareholders. Under pyramid structures,
controlling owner has private benefits of control and
exhibits tunneling of resources to expropriate minority
shareholders (Principal-Principal agent problem). The term
“tunneling” refers to the transfer of resources from low cash
flow right firm to the high cash-flow right firm, and, these
both firms are controlled through an ultimate owner. The
term “propping” is the exact opposite to tunneling, wherein,
resources transfers from high cash flow right firm to the low
cash flow right firm. The basic difference between tunneling
and propping is that, propping occurs when a firm faces
some financial difficulty, wherein, tunneling may occur or
notifa firm has sound financial health.

Usually in literature there are number of methods to detect
tunneling and propping. One of the most popular
methodology deals with industry shock effect (Bertrand et
al. 2002). According to this when a firm gets a positive shock
as compared to industry profit, its profit is below than
expected and the difference of expected and real gets
tunneled to other group affiliates where the controllers cash
flow right is greater as compared to this firm.

Second method for tunneling evidences is to get the impact
of listing of related party transactions on cumulative average
returns of the company stock, but, this method is applicable
only in countries where listing of RPTs is allowed. In India
Listing of RPTs not started yet and is going to start with
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effect from Oct 1, 2014. Third one is to examine the impact
of RPTs during a year on the annual return measures through
OLS regression or Probit models. There are critiques on
Bertrand’s methodology and improvements in data
collection available (Siegel & Choudhury, 2012). While the
CAR based methodology is difficult to follow in India as
listing of RPTs have not formally started. In India, the
evidence of tunneling and propping under the consideration
of financial health is sparse. The main objective of this paper
is to investigate the evidence of tunneling and propping
when changing debt structure is taken into consideration.
This has also been tried to investigate whether after getting
debt and observing propping, the performance has been
declined due to tunneling, i.e. is there any relationship
between tunneling and propping. Further this paper is
organize as: part 2 focus on literature review and hypothesis
development; part 3 gives the details of data and
methodology; part 4 reports the results and analysis, and part
5 concludes.

Literature review and Hypothesis development
Evolution of controlling minority structures

In 1983, Fama and Jensen, tried to explain the survival of
organizations having separation of ownership (Cash flow
rights) and control (Voting rights) and gave factors for the
separation as reducing agency problems. This work further
emphasizes that, “without separation residual claimants
have little protection against the opportunistic actions of
decision agents which reduces the value of unrestricted
residual claims”. In 1988, Grossman and Hart coined the
term private benefits of control (PBC) and explains it as the
one which benefits current management or acquirer. One
extreme form mentioned here is the diversion of resources
from security holders to subsidiaries of management or the
acquirer. Shareholders become large when legal protection
is not sufficient to protect their rights, i.e. concentrated
ownership. In rent protection theory, the puzzling aspect of
choice of ownership structure is addressed where private
benefits of control is taken into consideration(Bebchuk,
1999). Following this, Bebchuk et al. (2000), first, formally
describes the controlling minority structures, in which a
shareholder exercises controls even after having a small
fraction of equity claims on company’s cash flows. In CMS,
there are three ways to maintain control, i.e. pyramids,
cross-ownership and multiple voting rights. Pyramids are
the most common CMS in Asian countries (Classens et
al.1999).

Family business groups in India: Control through
Pyramids

A business group can be defined as a set of legally-separate
firms operating in multiple strategically-unrelated activities
that are under common ownership and control (Granovetter,
1995). From agency theory perspectives; family business
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groups have two competing view, i.e. entrenchment view
(Fama and Jensen 1983) and alignment view (Demsetz and
Lehn 1985). Alignment view does not hold in family
business groups (Villalonga and Amit 2004), and in family
groups agency issues between minority and majority
shareholders dominates (Yiu etal., 2007). Family controlled
business groups, taking the form of CMS structure are found
in emerging economies with greater separation (La Porta et
al., 1999) and increasingly serious agency problems causing
lower value and investment impact (Lee, 2002). The
literature on family business groups with value is ambiguous
as there are costs: private benefits (Fama and Jensen 1983),
low bidding power of other agents (Barclays and Holderness
1988), expropriation (De Angelo 2000) and benefits:
Solving Principal-agent problem (Demsetz and Lehn 1985),
Long investment horizon (Stein 1988, 1989), investing in
good NPV projects (James 1999), lower cost of debt due to
longer presence (Anderson etal 2002).

The exact definition of business groups is somewhat
ambiguous but clearly has three distinct elements: unrelated
product portfolio, pyramidal ownership structure, and
family ownership and control, which are found in the Indian
context. This allows the controlling owner to expropriate
wealth of minority shareholders (Dharwadkar et al., 2000)
by tunneling resources (Bertrand et al., 2002; Bae et al.,
2002; Johnson et al., 2002) and sets a background of this
study. There is value based periodic development of
business groups in India (Gollakota and Gupta 2006)
motivated by government, privatization or society (Khanna
and Yafeh 2007). In India, business groups have affiliated
firms, where ultimate owner controls affiliated firms
through pyramids and the diversity in business groups is
observable, i.e. no selection bias (George et al., 2011). Our
study mainly focuses upon the Indian business groups for
several reasons like availability of diverse groups, consists
of identifiable affiliated firms, controlled through family
members via direct and indirect ownership etc.

As discussed, the business groups in India have pyramid
structure, atype of CMS structure wherein, features of both
diffused (Control by insider) and concentrated (Isolation
from market for corporate control) ownership puts a
pressure upon the incentives design and control issues
(Bebchuk etal.,2000).

CMS structure and agency Problems

In controlling minority structures the agency problem is
mainly between the controlling shareholders and minority
shareholders known as Principal-principal problem which
arises due to poor legal protection, family control(Young,
Peng, Ahlstrom, & Bruton, 2002). The agency problem in
CMS is severe as compared to diffused ownership and
concentrated ownership structures due to the fact that, on
one hand, unlike diffused ownership, CMS does not have
any scope of takeover or control transfer, while on the other
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hand, unlike concentrated ownership CMS does not have
sufficient cash flow rights so as to manipulate decisions for
their own benefit (Bebchuk et al., 2000). In family business
groups, agency problem may exist in between family
members (Schulze, Lubatkin, Dino, & Buchholtz, 2001).
Besides this, the most discuss agency problems in family
business groups are the separation of ownership and control,
entrenchment of controlling shareholders and tunneling of
resources (Morck & Yeung, 2003). Family business groups
mainly organizes firms in pyramid structures (Porta et al.,
1999), borrow the capital from outsiders (shareholders)
maintains control over each firm so as to discipline
managers for their self servicing purposes (Bebchuk et al
2000; Morck et al 2000) and thereby expropriation of
minority shareholders occurs in the form tunneling
(Bertrand, Mehta, & Mullainathan, 2002; Lopez de Silanes,
Johnson, La Porta, & Shleifer, 2000). Several studies have
empirically investigated the agency problem between
controlling shareholders and minority shareholders (Faccio,
Lang, & Young, 2001; Gomes, 2000; La, Lopez-de-silanes,
Shleifer, & Vishny, 2002;Cronqvist and Nilsson
2003;Lemmon and Lins 2003;Morck and Yeung
2003;Berkman et al 2009)

Tunneling and propping in family business groups

Literature on tunneling and propping is not widespread
especially in countries like India. The term tunneling was
first defined by Lopez de Silanes et al. (2000), as the transfer
of assets and profits out of firms for the benefit controlling
shareholders’. Later, tunneling is categorized into three
categories (Cash flow tunneling, asset tunneling and equity
tunneling) by Atanasov et al. (2008) and suggested that
while asset and equity tunneling impacts the balance sheet,
cash flow tunneling affects the income statement.
Comparison between these types of tunneling is ambiguous
as some advocates that expropriation from equity tunneling
is more severe (Gilson & Gordon, 2003) while, others
advocates for cash flow and assets tunneling(V. Atanasov,
Boone, & Haushalter, 2010). Propping is the opposite of
tunneling, i.e. negative tunneling and many authors have
analyzed propping theoretically(Friedman, Johnson, &
Mitton, 2003; Riyanto & Toolsema, 2008) investigates the
propping when a firm is in financial difficulty (Bai & Song,
2004; Cheung, Jing, Lu, Rau, & Stouraitis, 2009; Friedman
etal.,2003; Jian & Wong, 2008; Kali & Sarkar, 2005; Peng,
Wei, & Yang, 2011; Ying & Wang, 2013).

Direct evidence of tunneling and propping is clandestine as
it is in the interest of controllers to hide such transactions,
and, therefore initially indirect method to detect tunneling
and propping is given by Bertrand et al. (2002). This
method, though, extensively used by researchers (Friedman
et al.,, 2003; Kali and Sarkar 2005) but, errors with
corrections in methodology were also counted by
researchers like Gopalan et al (2007); Siegel and Chaudhary
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2012). Besides this, direct method to detect tunneling and
propping through the use of related party transactions
(RPTs) is also present. In direct methods, most researchers
present results based on event studies (Bae et al. 2008;
Cheung et al 2009; Peng et al. 2011) and OLS regression
between performance and RPTs (Jiang and Wong 2010;
Jiang et al 2009; Ying and Wong 2014;Kang et al 2014). In
India, evidence of tunneling and propping is sparse in nature
and scope for methodologies is constrained due to the lack
database (Seigel and choudhary 2012) and listing of RPTs
with stock exchanges.’ Even after such problems studies on
Indian business groups is presented by researchers like
Bertrand et al (2002); Gopalan et al (2007) and Kali and
Sarkar (2011).

Hypothesis Development

In India, family controlled business groups have number of
affiliated firms organized under controlling minority
structures, wherein pyramid is the most widely known
structure. In Pyramids, family (promoters) has a control
either direct or indirect and thus an incentive for private
benefits of control arises. In family business groups,
controlling insiders are family members, therefore,
Principal-Agent problem is minimal but, separation of
ownership and control motivates controller to indulge in
activities that cause private benefits to them and in such case
expropriation of minority shareholders is found. This
problem is known as Principal-principal problem.

In India, if we look into the pattern of external source of
financing (Annexure 1) we find that in past five years there is
a sharp increase in long term borrowings while equity issue
has been declined. An obvious curiosity arises for the use of
external borrowings. Therefore it is intuitive to ask about the
relationship between related party transactions and
leverage.

Hypothesis 1: There is a positive relationship between
leverage and RPTs.

Next, the more is the number of RPTs does not necessarily
expropriate the minority shareholders’. In essence it is not
solely responsible for the tunneling or propping. A
relationship between tunneling rate and RPTs is established.
We have number of related party transactions like Asset
sales, assets purchase, loan guarantees given or taken etc
(Annexure 2). These transactions are responsible for
tunneling when occurs below market price to the related
party and responsible for propping when occurs at high
market price. Therefore, ex ante first we assume the asset
sales and purchase occurs at below market price and decides
for tunneling and propping and then, tries to explore the
same after assuming these transactions above market price.

Hypothesis 2: Tunneling (Propping) rate is positively
related with related party transactions.

Further, tunneling and propping rate has an impact on firm
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performance. When tunneling occurs in a group affiliated
firm it is penalized by the investors and performance is badly
affected, while, on the other hand, investors promote if
propping occurs. Therefore, performance is proposed to
decline when tunneling occurs and increases for propping
related RPTs.

Hypothesis 3: performance is negatively related with
tunneling RPTs and is positively related with propping
RPTs.

Data and Methodology

The data is collected from CMIE Prowess for the period
2009-2013. Despite so many critiques of CMIE Prowess
(Siegel and choudhary 2012; Srinivasan 2012), It is a
reliable source due to several reasons like ease to access,
improvisations in the database during the period, and wide
acceptance among researchers. The data for RPTs with
related parties is available in the database for the given
period but, it doesn’t mention anywhere that whether
transactions are below market price or above price.
Therefore, first assuming that assets sales and purchase
occurs above market price we decide sales as propping RPT
and purchase as tunneling RPT. When we assume the sales
and purchase below market price, sales is considered as
tunneling RPT and purchase as propping RPTs.

To collect data it is better to rely upon CMIE Prowess
database due to the fact that it is the most reliable, available
& widely used source of information. Here we require the
data for related party transactions which can be accessed
from Prowess as it saves time and efforts. Though, critiques
for the use of CMIE Prowess are available but, authors also
advocates for the use for CMIE Prowess *. Prowess is widely
used database by various researchers and has been upgraded
since 2006. In this study to carry out the hypothesis tests, the
data for top 50 business groups affiliated firms is considered.
The data is taken for past four years, i.e. from 2009-2013.
Initially we consider group affiliated companies for top 50
business groups (2720). This narrows to 1966 companies
when financial services sector companies are excluded. Out
of'this, we consider only affiliated companies listed in NSE
(205). Out 0of 205, we exclude two more companies as these
are established after 2010. In this way we have 203 Group
affiliated companies from top 50 business groups as sample
for the study.

Model Description

PBIDTt+1 =0+ B1* RPT_tunneling + 32 * RPT propping
+ B3 *SIZE + B4*Leverage + £t

TOBIN’s Q= a + 31* RPT_tunneling + 32 *
RPT_propping + B3 *SIZE + B4*Leverage + €t

In the above model, PBDIT (profit before dividend interest
and tax) is a dependent variable, which is useful when

www.pbr.co.in



considered for non-finance companies. TOBIN’s Q is the
ratio between total market capitalization and total asset.
Tobin’s Q gives the opportunity for growth of a firm.
Further, RPT tunneling is the RPTs occurred in the given
year and is assumed to be tunneling RPTs. RPT propping is
the propping related RPTs, SIZE in natural logarithms of
total assets and proxy for Leverage is the ratio of total debt to
total assets.

Empirical analysis and Results

First, itis an obvious question to find the RPTs which are the

® Income from
sale of raw
material and
finished goods

® Income from
gervices

m Interest
Income

Here, we consider only these two RPTs for our cross section
regression analysis and it becomes tunneling RPT when
assumed to occur at below market price and propping RPT
when assumed to occur at above market price.

In Total revenue expenses/payment category, the highest
proportion is from 'Payment for raw material and finished
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main and considerable here for analysis. For this we have
tried to find which particular RPT in a given category is
having the highest proportion and which party is involved
therein.

For this, we first consider the Total revenue receipts/Income
category and found that the highest proportion is for ‘income
from sale of raw material/finished goods (55%)’ and income
from services (36%). The largest related party involved is
“Subsidiary (60%)” and “Parties where control exists
(33%).

m Holding
company

m Key personnal

m Relatives of
key personnal

® others

m Parties where
control exist

goods (57%)"' and for 'Operating expenses (23%)'. The
largest party is the parties where control exists (58%) and
subsidiary (32%). Hence we consider only these two RPTs
for the analysis and consider it as tunneling RPT when
assumed at above market price or propping RPT when
assumed at below market price.

L 0%__1% 1% 1%

® Payment for raw
material and
finished goods

B Payiment for
energy, power
and fuel to
related party

Holdi th RelK&
olaimng [e] uers e yes -Holdmg
compan kenpn compan
y persbnn Y
H6 = Ke
0% *
personnal
Pa;ties m Relatives of
where
Subsi rol key
ry con~ r:: personnal
exis
0,
32% 53%

Total capital receipts are propping RPTs when considered
and is divided in two category, i.e. 'receipt from sale of fixed
assets' and 'receipt from sale of investments'. Out of these
two, highest is the receipt from sale of investments. Both

these two types of transactions occur at most with
subsidiaries. This provides us the basis to further investigate
into the subsidiaries responsible for propping these group
affiliated firms.
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® Holding
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m Key personnal

m Relatives of

key personnal
u others

B Parties where
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® Subsidiary

= Holding
company

m others

m Parties where
control exist

m Subsidiary

Total capital account payment is another category wherein most of the transactions have occurred with subsidiaries (80%).

2%_ 0%

4%

m Holding comp any

mRelatives of key
personnal

m others

m Parties where control
exist

m Subsidiary

The last category is the loan guarantee which is divided into
loan guarantees given and guarantees taken when combined
with outstanding and given/taken during the year. In this
category, outstanding guarantees given are the highest
which indicates for tunneling at larger extent. In guarantees
given, the largest related party is subsidiary while in
guarantees taken category the largest related party is 'Parties
where control exists'

From the above discussion and analysis it is clear that most
transaction have been occurred with only two parties, i.e.
“Parties where control exists” and “Subsidiaries”. This
guides us for further careful analysis and taking account of
the transactions with those parties more carefully.

Test Statistics and summary Results

When Revenue receipts and revenue payments are

assumed to below market prices

Here we first tried to estimate the results for impact of
tunneling RPTs and propping RPTs on PBDITA. From the
table given below it is observed that across years initially
propping is negatively related with PBDITA i.e. till year
2011 and positively related for the year 2012. Relationship
of tunneling RPTs is initially positive till year 2011 but, later
becomes negative for the year 2012 and 2013. This depicts
that initially in the post crisis period Propping RPTs are
taken as negative i.e. being avoided but, later preferred. The
p values are not significant for tunneling and propping RPTs
which suggest considering additional control variables. The
p values for Total assets and leverage is significant for most
of the years and the coefficient of parameter is positive
which suggests that large and highly levered firms'
performance is better.
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Table 1

2009
Included observations: 187
Variable Coefficient Std. Error | t-Statistic Prob.
Dependent Variable:
PBDITA
RPT TUNNELING 0.015 0.04145 0.36178 0.7179
RPT PROPPING -0.0999 0.26252 -0.3806 0.7039
TOTAL ASSETS 109.201 23.9591 4.55783 0

www.pbr.co.in



Volume 9 Issue 9, March 2017

LEVERAGE 0.438 0.206 2.12623 0.0348
R-squared 0.10285
Adjusted R-squared 0.08814
Mean dependent var 606.452
S.D. dependent var 2218.13
2010
Dependent Variable:
PBDITA
Included observations: 200
Variable Coefficient Std. Error | t-Statistic Prob.
RPT TUNNELING 0.12167 0.0723 1.68292 0.094
RPT PROPPING -0.5406 0.37607 -1.4376 0.1521
TOTAL ASSETS 130.842 26.5294 4.93196 0
LEVERAGE 0.04819 0.08822 0.54633 0.5855
R-squared 0.08344
Adjusted R-squared 0.06941
Mean dependent var 672.263
S.D. dependent var 2607.09
2011
Dependent Variable:
PBDITA
Included observations: 203
Variable Coefficient Std. Error | t-Statistic Prob.
RPT TUNNELING 0.05689 0.073 0.77933 0.4367
RPT PROPPING -0.3361 0.29881 -1.1249 0.262
TOTAL ASSETS 142.802 34.6586 4.12024 0.0001
LEVERAGE 0.76034 0.35705 2.12949 0.0344
R-squared 0.10316
Adjusted R-squared 0.08964
Mean dependent var 825.318
S.D. dependent var 3371.61
2012
Dependent Variable:
PBDITA
Included observations: 195
Variable Coefficient Std. Error | t-Statistic Prob.
RPT TUNNELING -0.0627 0.059 -1.0634 0.2889
RPT PROPPING 0.05817 0.12403 0.46896 0.6396
TOTAL ASSETS 139.5 33.9746 4.10601 0.0001
LEVERAGE 0.88257 0.3347 2.63692 0.0091
R-squared 0.09982
Adjusted R-squared 0.08568
Mean dependent var 843.714
S.D. dependent var 3313.49
2013
Dependent Variable:
PBDITA
Included observations: 202
Variable Coefficient Std. Error | t-Statistic Prob.
RPT TUNNELING -0.0244 0.03267 -0.7472 0.4558
RPT PROPPING 0.00831 0.04318 0.19253 0.8475
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TOTAL ASSETS 132.455 32.7075 4.04968 0.0001
LEVERAGE 0.75897 0.31133 2.43782 0.0157
R-cquored 0.0921
Adjucted R-cquared 0.07834
Meon dependent vor 810.02
S.D. dependent vor 3227.07

When Revenue receipts and revenue payments are
assumed above market prices

When we conaider the Total revenue receipt ond poymentc
obove moarket prices the reaults for tunneling RPTo ond
propping RPToicgiven in the tablg 2. From toble 2 it con b
concluded thot relationchip between tunngling and propping

RPToicoome for the year 2009, but icreverae from the yeor
2010, i.¢. tunnegling ic nggatively reloted with performonce
ond propping ic poaitively related. Thio cuggeoto thot moct
troncoctions or¢ being corried out ot above morket pricec
which degpictofor the tunngling ond negotively offecting the
performonce
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Table 2

2009
Dependent Variable:
PBDITA
Include¢d obervationa: 185

. Std.
Variable Coefficient Error t-Statistic Prob.
RPT _TUNNELING 0.01493 | 0.041635 0.358602 0.7203
RPT PROPPING -0.100735 | 0.263728 -0.381966 0.7029
TOTAL_ASSETS 109.3445 | 24.07966 4.540949 0
LEVERAGE 0.437989 | 0.206905 2.116858 0.0356
R-cquared 0.104003
Adjucted R-cquored 0.089152
Megon dependent vor 605.7171
S.D. dgpendent vor 2229.211
2010
Dependent Variable:
PBDITA
Included obcervations: 194

. Std.
Variable Coefficient Error t-Statistic Prob.
RPT TUNNELING -0.131686 | 0.080776 -1.630261 0.1047
RPT PROPPING 0.305226 | 0.117146 2.605525 0.0099
TOTAL ASSETS 132.4195 | 26.59641 4.97885 0
LEVERAGE 0.062471 | 0.587426 0.106347 0.9154
R-cquored 0.097564
Adjucted R-oquored 0.083315
Meon dependent vor 695.2594
S.D. d¢pendent var 2644.091
2011
Dependent Variable:
PBDITA
Include¢d obcgrvationas: 195

. Std.
Variable Coefficient Error t-Statistic Prob.
RPT TUNNELING -0.037521 | 0.074546 -0.503327 0.6153
RPT PROPPING 0.143106 | 0.090513 1.581048 0.1155
TOTAL_ASSETS 165.2638 | 34.90656 4.734461 0
LEVERAGE -13.223 | 18.36292 -0.720092 0.4723
R-oquored 0.078565
Adjucted R-oquored 0.064092
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Meon dependent vor 859.9741
S.D. dependent vor 3435.995
2012
Dependent Variable:
PBDITA
Included obeervations: 198
. Std.
Variable Coefficient Error t-Statistic Prob.
RPT TUNNELING -0.075593 | 0.068485 -1.103801 0.271
RPT PROPPING 0.077707 | 0.070292 1.10548 0.2703
TOTAL ASSETS 167.4412 | 33.10326 5.058148 0
LEVERAGE -8.50232 | 13.69012 -0.621055 0.5353
R-xquared 0.079399
Adjucted R-cquored 0.065163
Meon dependent vor 830.9301
S.D. dependent vor 3289.79
2013
Dependent Variable:
PBDITA
Included obcervationo: 195
. Std.
Variable Coefficient Error t-Statistic Prob.
RPT TUNNELING -0.027088 | 0.032167 -0.842107 0.4008
RPT _PROPPING 0.05432 | 0.035307 1.538502 0.1256
TOTAL_ASSETS 161.1229 | 33.48164 4.812277 0
LEVERAGE -25.23116 | 23.50462 -1.073455 0.2844
R-oquored 0.081762
Adjucted R-cquored 0.06734
Meaon dgpendent variable 839.0974
S.D. dgpendent varioble 3281.043

Conclusion

In thicpoper we have tried eatimating the impact of related
porty tromcuctions upon the performonce of compony.
Litgrature cuyo thot moost RPTo may be reoponaible for the
tunneling or propping but dependc whether thece
troncoctions arg being corrigd out obove market prices or
below market prices. Therefore, firat we concider RPTo
below morket pricgo ond caotggorize them oo tunneling RPT
or Propping RPT. The relationchip between performonce
ond Tunng¢ling RPToicpoaitive for the period between 2009-
2011 ond ic negative thergafter. The relationchip between
performance ond propping RPToicnggative for the period
between 2009-2011 ond ic poaitive thereofter. When we
conoider the obove market price troncuctionc the
relationchip between performonce ond tunneling RPT ic
poaitive only for yeor 2009 ond ic negative thereofter. At
above morket pricea, the relationchip between performonce
ond propping icpoaitive for all yearcexcept 2009.

End Notes:

Some authorchave found poaitive (Slovin & Suchka, 1993)
ond no relationchip (Hoarold Demaetz & Lehn, 1985;
Thomaen & Pederaen, 1998)

See the report p. 79 for the logic of wedge ond tunneling
given on the link http://www.o¢cd.org/corporate/co/
corporatggovernonceprinciplearelatedportytroncuctioncon
dminoritychoreholdgrrightehtm

In Indio, Bertrond’c methodology ic quectioned by Siegel
ond Choudhory (2012) ond counto ogveral methodological
ond dotobace related icougo. Aport from thic, gvent ctudiec
are aloo not posaible acthe licting of RPTowaonot posaible
till Oct2014.

For critiques ogg Srinivacon (2011) while outhorc those
have token doto from CMIE prowgos are Bertrond et ol.
(2002), Gopalon et ol. (2007) ond Siggel ond Choudhory
(2012).
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Annexure 2
Total borrowings and Capital of listed group affiliated firms

700000

600000

500000

400000

300000

200000

——Borrowings Others
——Borrowings_Large
——Borrowings Top50
—— Capital Others

100000

0 T T T T T T T T T

——Capital Large
—— Capital Top50

Jan-00
Jan-01
Jan-02
Jan-03
Jan-04
Jan-05
Jan-06
Jan-07
Jan-08
Jan-09

— o g

39



Pacific Business Review International

40

Total Borrowings and capital of private listed firms in India
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Annexure 2

S.No | RPT Category Name of RPT Tunneling or Propping
1 Total Revenue Income from sale of raw material and Tunneling or propping
Receipts/Income finished goods Tunneling or Propping
Income from services
2 Total revenue Payment for raw material finished goods Tunneling or propping
expenses/payments Payment for marketing expenses Tunneling or Propping
3 Total Capital Receipts Receipts from sale of fixed assets Propping
Receipts from sale of investments Propping
4 Total Capital Accounts Payment for fixed assets purchase Tunneling
Payment Payment for investments Tunneling
5 Guarantees Guarantees given during the year Tunneling
Guarantees taken during the year Propping
Outstanding guarantees given Tunneling
Outstanding guarantees taken Propping
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Abstract

The precent paper aimoto otudy the influgnce lgvel of CSR initiatives
on the finoncial ¢fficigncy of th¢ Tota group of compaoni¢s in India.
BSE 200 licted TATA group componigowere celected for the otudy ond
opplied content onalycic. Secondory collected dota from Annual
reports, mongycontrol.com ond BSE webaites. Edword Altmon'c “Z”
acore wootreated aomodern finonciol performonce ond colculoted for
the period from 2009-10 to 2014-15. CSR Coct varionce, CSR Budget
varionce ond CSR Volume varionce were colculated through otondord
coating technique under monogement accounting principlgs. The
otondord coat procgasiomodtly uced to control the operating tack of the
orgonizotion. All the porameterchave been onalyzed with ong comple t
teat, Karl Peorcon's corrglation for its validity. The coefficignt of
determination hoo oloo been teated through lingor regrecsoion onalycic
ond the outhor found thot the relationchip between CSR variobles ond
the oncignt finoncial vorioblec EPS, Book Volue, Return on Equity ond
Operating Profit were poaitively correloted ond aloo found that
Operating profit influgncing to the ¢xtent of 95.9%, but the modern
finonciol varioblg of Altmon Z acore not influencing the actual CSR
contribution of Tatagroup of componiecduring the otudy period.

Keywords: CSR Initiative, CSR Budget, CSR r¢covery, Stondord
Cocting Technique, Altmon'cZ ccorg ond Tota group

Introduction

The processof globalization ond the nged for CSR ionow chonging the
woy in precent economy ond notionc of lorge. Now o doy’c ¢very
orgonizotion or¢ rendering continuouc commitment to cociolly ond
¢thically responaiblg bucingss procticgs. Everyong realized that
Society ond ito people are alwayc dirgctly or indirectly reloted to
production ond ¢conomy of th¢ nation oand world ot lorge. CSR hoo
been incorporoted in the various religious lawo where o port of ong’c
carningo or¢ donoted for the bengfit of the poor ond community
welforg. The Hinduocall it ‘Dharmmoda’, the Mudlime ‘Zokotoh’, the
Sikho ‘Dachaont’; call it by different nomeg, but the concept haobeegn
aeen in the cociety from the very beginning. Ac individuolo joined
hondo to form orgonizationg, the cume concept became embedded in
the corporationc or orgonizotions (Boxi, ¢t al 2005). In the Bhogavad-
Gita, the key principles of Vedic philocophy ic rg-cemented in the
Indion mind on the bacic moral underctondinge required to achieve
oolvation through tronccendental knowledge, the obedience to low of
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korma, celf-realization, ond the performonce of actionc
under the framework of Vedic acignces The Bhagavod-Gita
icaccepted ocouniverool body of knowlgdge ond remoincoc
a lifelong ocientific ond opirituol modgl for monkind. It
triggerathe aearch for celf-realization ond appropriote right
oction in the materiol driven world. Sri Krichno coyoin the
Bhogovad-Gita (3— 13), that oll corrowo from the cociety
would be removed if cociolly conccious memberc of a
community feel ooticfoction in ¢njoying the remnontc of
their work performed in yogna opirit (celflecs welfore of
oth¢ro). In ochort, th¢ Indion philocophy on bucingas
monagement ic to inculcate Corporate Social
Reaponaibilitigo. J.R.D. Toto, Founder of Tato Group (2012)
otated thot whole of that wealth icheld in truct for the people
ond uced ¢xcluaively for their benefit. The cycle ic thuc
complete; whot come from the people hoo gong back to the
people mony timeo over. Roton J. Tota, Choirmon, Toto
Group (2012) ototed thot the developing world hoo two
optionc. The firat ic to cit back ond reoct only when the
problemo arice. The oecond icto act oo conccious citizeno
ond rice obove our veoted interecto for the cuke of future
gengrationg, oo that hictory dogonot record that we deprived
them of their livglihood. Dr. Abdul Kolom, Former Precident
of India (2012) ctoted thot the Suctoinoble development
referoto o mode of humon development in which recource
u® amo to meet humon needs while precerving the
environment oo thot theae ngedo con be met not only in the
precent, but oloo for the generotions to come. The
proponentc of CSR cloimo that CSR Ieado to improved
financiol performonce, enhonced brond imoge ond
reputation, increoced cules ond cuctomer loyalty, increaced
productivity ond quoality, increaceo the obility to ottract ond
retain employeea, leado to reduced regulotory, reduceo rick
thergby focilitoting cocier finoncg 1.¢. acceso to capital
among othe¢r benefito in the long term. The oppongntc of
CSR argue thot it tokes away precioustimesof Firm’cCEO
ond other top ¢xecutivecoond the importont icexpenditurg to
the orgonizotion. The Corporate Profitobility ic ngcecoury
for the implication of Corporate Social Regponaibility.

New Company Bill 2013 on Corporate Social
Responsibility

Very recently the new Compony bill haopaced by both the
parlioment housgs. SEBI icougd Circular on Auguct 13,
2012, mondoted the inclucion of Bucingass Regponaibility
Report (BRR) as o port of Annual Report for top 100 licted
entiticobooed on their market copitalizotion on BSE Limited
ond National Stock Exchonge of India Limited acon Morch
31,2012. Und¢r Componi¢cAct, 1956 there iono provicion
for Corporatg Social Reoponaibility but the Componi¢sBill,
2012 incorporateo o provicion of CSR under Cloucse 135.
Thic Clouce ctoteo thot every compony having net worth of
Ra 500 crorg or more, or turnover of Ra. 1,000 crore or more
or n¢t profit of Ra. 5 crore or morg during ony finoncial yeor,
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chall conctitute o CSR Committee of the Boord conaicting of
three or morg Dirgctorg, including ot lgact ong Indgpendent
Dirgctor, to recommend octivitigsfor diccharging Corporate
Social Reoponaibilities ond the compony would opend ot
leact 2 per cent of itcaveroge net profitcof the previoucthree
yeorc on opecified CSR activities (Indio CSR, 2013). With
the new legiolotion, India would pocoibly become the firot
country to have Corporat¢ Social Rgoponaibility opgnding
through o ototutory provicion. The¢ oim of Social
reoponaibility ic to create higher ond higher otondord of
living, while precerving the Profitobility of the
orgonizationo, for peoples within ond outcide the
orgonizatione. (Ref :Hopking, Social regponaibility Journal,
Volume — 3, No -4(2007) Corporate Sociol Regponaibility ic
the¢ boocic idea that bucingoec have to meet cocigty’s
¢xpectationo in the practices. Buoingos hoo traditionally
focused on “Growth ond Profitc’. The United Notionc
focusxo ito ¢nergiec on Peoce, Poverty Reduction ond
Humon Rights, titled oo Environmental, Social ond
Governonce (ESG).

Edword Altmon publiched formulog to acceco the
probobility that o orgonicotion con meooure itc finonciol
health through “Z ocore” which includecfive ¢aaily derived
bucingaoratios, weighted by coefficignta. Edword Altmon’c
Z ocore woo colculatgd ond uced oo modern financiol
performonce porometer. ( Z occorg = 1.20 X 1+ 1.40X2 +
3.30X3 +0.60X4 + 0.99X5, where X 1 icworking copital /
Total Aaxts, X2 ic Retaingd earninga'Total Acowts, X3 ic
EBIT/Total Acaxto, X4 icMarket Copitalization/ Totol Volue
of Liobility ond X5 ic Solgo /Total Aoseto). According to
ICMA terminology Stondord Cocting ac “the preporation
ond uce of atondord cocts, their comporicon with actual coote
ond the onolyoic of vorionceg to their couseo ond pointc of
incidgnce” Stondord cocting ic o control dgvice. The
otondord coat proceasiomoatly used to control the opgroting
took.

Review of Literature

Indion oncignt proverb by AVVAIYAR otated thot Aorom
Seya Virumbu’ which me¢oncdeaire to opend for the welfore
of the oocigty out of exceoo revenue. Singh ond Ahujo
(1983) conducted a otudy in India on CSR of 40 Indion
Public cector componie¢o for the yeorc 1975-76 ond found
that 40 percent of the componi¢o diccloogd morg thon 30
percent of total dicclooure itemo included in their curvey.
Thic otudy concluded thot the Indion componi¢s placed
e¢mphooic on product improvementc ond development of
humon recourcgs. Romya Sothich (2008) defined Corporote
Social Reaponaibility ac““the ¢thical behavior of o compony
towordo the cocigty” to monifeat iteelf in the form of cuch
nobl¢ progromo initioted by for profit orgonizations. CSR
hacbecomg increacingly prominent in the Indion corporate
acenorio becouae orgonizations hoave realized that beoideo
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