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everal listed Indian majors filed
their quarterly and annual
financial results forthe financial
year 2020 (FY20) with the stock

exchanges in April 2020. The Covid-19
lockdown was announced by the gov-
ernment on March 24. Naturally, the
impact of the Covid pandemic on the
financialresults wouldbe immaterial for
FY20. However, it is such an important
event after the balance sheet date that
companies cannot ignore mentioning it.
Investors expect companies to disclose
the possible impact ofthe pandemic on.
their financial health. The full financial
implications of Covid-19 will only be
reflected in the ongping financial year
and possiblyeder. One may men-
tion that the news about Covid-19 and
its pandemic nature‘was all over the
media since February 2020 and Indian
companies, particularly those that have
a substantial number of European and
US customers, were already alarmed
about the huge impact of the disease.
Henceit is imperative that firms identify
the sources ofpandemic risk and high.
lighttheirpreparedness inthis regard in
their annual filings.

The common concerns in Covid-rel-
ated disclosure include its potential im-
pact on future business and onthe asset
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quality. Covidhas causedunprecedented
damagetothe oil andgas sectorwith the
contraction ofdemand andcrude prices
plummeting to a level unheard of in
recent history. The major private sector
oil company, Reliance Industries, has rec-
ognisedthe impactofthepandemic and
made a provision of 34,245 crore of
extraordinary loss in FY20.

Another sectorthathas alreadystart-
ed experiencing disruptions is informa-
tion technology as the Indian software
companies generate most oftheir reve-
nue overseas and the bulk of it comes
from clients in financial services, man-
ufacturingandcommunications sectors.
However, the IT majors did not make
anyextraordinaryprovisions forpossible
under-recoveries. Though a handful of
IT companies have filed their financial
results so far, the level of Covid-related
disclosure varies widely. For example,
while one may find a mention of Covid
in several pages in the Infosys annual
filing (in A6 ofa395-page annual filing),
the same is not the case with its com-
petitor TCS.

Covid-19 mayhave significant impact
onthe assetqualityofthe IndianITcom-
panies in the following ways: (a) slow
recoveryof carrying amount of trade
receivables; (b) impairment of unbilled
receivables; and (c) impairmentofshort-
term investments. Thoughtheimpact of

(figures in ¥crore)

the pandemic on these balance-sheet
items could not be ascertained in FY20,
the firsttwo quarters ofthe presentfinan-
cial year (FY21) would show how much
ofthe current assets ofthe IT companies
are recoverable. The four IT companies
that have filedtheirfinancial results have
anaverage ofA1per centofthetotal assets
as receivables and current investments
(see table “How theystack up”).

Obviously, one would expect that
these companies would at least make
some provisions for possible shortfall in
recoveries. Butnone has done so. On the
contrary, barring Wipro, the other three
ITcompanieshave recommendedafinal
dividend of close to 6,800 crore.
Perhaps the decisionto declare final div-
idend was to provide some relief to the
investors and to bring cheer to the Stock
market. Incidentally, these companies
have already paid a handsome interim
dividend—TCShadpaidan interim div-
idend of67 per share and has further
recommended a final dividend of ₹6 a
share. When India and the entire world
isstrugglingto find resources to feed the
poor and help the business enterprises
survive, it would have been a good ges-
ture on part ofthese companies to resist
from declaring dividend now. Wasthere
anypressure from institutional investors
or business group?

Banks in India, on the other hand,

have walked with caution — partly due
to prudence and also due to regulatory

| oversight. The RBI did not allow banks
to declare any further dividend for the
FY20. The central bank has advised all
banksto conserve liquidity in this period
of crisis. It was mentioned that the
restriction on dividendpaymentswould
be reviewed after September 2020.
Unlike the IT companies, banksin India
have made provisions for potential
impactofCovid-19. Theyhave disclosed
Covid impact on (a) other income
(includes, card fees and third-party dis-
tribution income); (b) asset quality. The
impact of Covid-19 pandemic on other
income was severe for a few banks.
HDEFC Bank has reported a lower other
income to the tune of₹450 crore in the
fourth quarter FY20. Banks have also
mentioned the impact of the three-
month moratorium on payment of all
term loans. Forexample, ImdusIndBank
has made a provision of 23 crore
towards impact of moratorium. Other
banks (which have filed their financial
results with the stock exchanges) have
noted that the floating provision would
take care ofimpact ofloan moratorium,
if any. However, the overall Covid-
related provisions madebythe fourlead-
ing private sector banks (Axis bank,
HDEFC Bank, ICICI Bank and IndusInd
Bank) were to the tune of37,558 crore. .

It is expected that Indian companies
while filing their financial results for .
FY20 would adequately address the
Covid-19 related concerns and its impact
on the asset quality. It would be better if.
corporate India refrains from distribut-
ing largesse to shareholders at this
moment. The long-term investors can
afford to survive without dividend for at
least six months.
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