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Local culture and associated soft risks will necessarily influence the choice and
design of tactics needed to successfully enter India – and to stay successful.
Ignoring these will have inevitable, even if initially hidden, adverse impact on a
European company’s plans, capital and reputation.
A first step must always be proactive effort to understand the ‘soft’ environment
in which any deal is being considered, ignoring the distractions of local niceties.
We compile here Insights from previous issues of India Diligence Brief:

Manipulation
While not immediately apparent, ‘manipulation’ by the Indian side is a significant and on-going
‘cultural risk’ to Western companies in India. Often difficult to detect, manipulation permeates most
negotiations, documentation, formal due diligence processes and the interface with government
officials.
Some indicators: Excessive friendliness and hospitality by the Indian ‘partners’ too soon; unusual
requirements for upfront ‘costs’ to make things happen; situations where ‘valuations’ are in issue;
professional advisors with undisclosed ties with the Indian side; over-zealousness in trying to make
introductions to bureaucrats; reluctance and indignation on the Indian side in providing more
information beyond strict legal and financial due diligence; reluctance to allow Westerners a direct
interface with government officials; unexplained bottle-necks, hitches and official scrutiny that
suddenly seems to afflict existing joint-businesses or proposed new projects – but apparently
‘solvable’ by the local ‘partner’.

Culture ‘Distractions’
Some Western executives worry about ‘cultural conformity’ when dealing with the Indians – a chink
exploited happily by the Indian side. Crash ‘culture courses taken by Westerners just before dashing
off to India are more useful on holiday than for business. It is crucial during business dealings to pay
attention to hard and soft aspects of people and the situation. An imbalanced preoccupation with “not
offending culturally” distracts, invites manipulation and attendant risks. After all, ‘politeness’ and
‘respect’ are universal norms and not particularly ‘Indian culture’.

Undisclosed Promises & Commitments
Sometimes unexpected ‘difficulties and obstacles’ seem to suddenly afflict infrastructure or public
sector related projects, sales and ventures in India, baffling westerners. Most likely reason:
disgruntled recipients/ beneficiaries - usually officials or bureaucrats - of verbal promises made by the
Indian ‘partner’.

Some local Indian parties, in their quest to persuade the western partner, may use the tactic of
offering quiet “promises and understandings” to co-operative officials, who in turn are likely to help the
Indian party look solid, credible and ‘well connected’. The ability of the Indian side to deliver its own
promises to the western partner may also rely on such cooperation.
Unfortunately, it can be quite late in a project/ venture cycle before any adverse consequences of
undisclosed promises kick in. By such time, substantial commitments in terms of capital, people and
reputation have been made by the western side. Implications can be severe and complex depending
on whether the Indian side made commitments on its own account, or on behalf of its proposed (and
quite oblivious) western partner, or on its own account but would now rather the western partner
makes good.

Financial Bleed
A maze of Indian regulations, tax complexities and bureaucratic influences are all fertile opportunity
for some unscrupulous Indian ‘partners’ to slow bleed assets and value out of a joint venture vehicle.
Community allegiances or pure financial motive can persuade some local managers, accountants or
lawyers to help.
Inevitably, an Indian partner will want to call the shots in the local market – posing a challenge in
stemming the bleed. Fudged accounting, manipulated valuations, undisclosed transfer pricing
arrangements and un-auditable “necessary local costs of doing business” - can often blur the picture.
However, if a western partner is not too distracted by the niceties of things, or too impressed by the
structured, professional image of the Indian side, or is not in an ‘ostrich-like mode’ there will be telltale signs and flags:
A local Indian company, even if listed, is controlled in reality by a close-knit family or small clique,
shrouded in misty deal-making and secrecy, paying lip-service to transparency and governance;
Local partner negotiates hard, even if a minority shareholder, for control and role dominance and
then appears to concede and settle for the right to appoint the JV’s CFO/financial controller; Local
partner wants its own existing group accountants, auditors and lawyers be appointed; Local partner
insists that due to inherent sensitivities, it alone must be responsible for negotiating revenuegenerating orders/ contracts, especially in government-related sectors; Local partner seeks to
establish separate ‘funds accounts’ that foreign partners must not require details of ‘for their own
sake’; Convoluted contractual dealings with the Indian side’s group entities; and so on.

Listed Family Companies: Transparent as Mist
India remains a ‘family-controlled’ business environment. The vast majority of Indian listed companies
are in fact closely held by families or close-knit groupings operating like ‘families’. While seeking
prestige, additional finance and to deflect scrutiny through listing, the family is unlikely to cede real
control even if it ostensibly controls a small minority of the total equity. This may not at first, or for a
while, be obvious to a Western partner that seeks comfort in ‘dealing with a public company’. Indian
promoters/ family controllers are likely to deploy a variety of techniques for “carrying on as usual” –
while appearing to comply with governance requirements for a listed company. For all practical
purposes, and notwithstanding the company adorning all the ornaments of listed public company –
basic compliance, professional management, state institutional investors, non-executive boards of
repute, etc – the business will remain “family-controlled and managed” - with the attendant risks and
issues. Manipulation on several fronts, as we noted in a previous India Brief, is a risk for western
partners; most seem to place substantial reliance on the fact that a local partner is a ‘listed Indian
company’ coupled with the “comfort” of ‘usual legal and financial due diligence’. In fact, it becomes
even more crucial to ascertain the real controllers and assess them for soft issues such as reputation
and integrity and suitability.

Indian Advisory Boards
Companies in India, including and often particularly public ‘family companies’, often establish a nonexecutive Advisory Board composed of persons of high local profile. This can often work well for
image. Similarly, foreign companies and their JVs in India may benefit from a local Advisory Board.
However, this tool may work differently for western companies whose main business involves
interfacing with the government or the Indian public sector- for example in Infrastructure, Oil and Gas,
Defence procurement or any sector where the government is a customer for goods or services.
Western companies seek local credibility and some ‘local guidance’ by appointing well-known local
persons. However, where the business involves dealing with bureaucrats and government
companies, it is highly unlikely that advisory board member will be content to draw the line, or
discipline, under their limited roles. They are likely, whether disclosed or not, to flirt with ‘making

deals’ and importing in the dimension of “Undisclosed Promises” – a topic we addressed in an earlier
India Brief. It is a real risk that a particular individual’s history, affiliations and track-record may
actually alienate certain crucial quarters within the circles – proving the well-intentioned strategy
counter-productive. The question whether to constitute a Board is best decided only after suitable
local people have been identified with the proper scrutiny. Otherwise a Western company risks
importing ‘personal agendas’, ‘political affiliations’ and a string of un-auditable ‘expectations and
promises’ made to the system. Defeating the original purpose and adding another layer of risk.

Agents, Multiplicity & Cultural Brew
Appointing the right agent is a challenge in itself - attracting a range of ‘soft’ risks requiring mitigation
effort. However, a stunning lack of understanding by many western companies of the Indian psyche is
illustrated by the propensity to appoint more than one local ‘agent’.
This is often an extension of the divisive ‘silo’ culture within a foreign company itself; several business
units wish to pursue their own path and agenda in India - independently! This can be particularly
damaging if the main ambition in India involves interfacing with the government or the public sector for example in Infrastructure, Oil and Gas, Defence procurement or any sector where the government
is a customer for goods or services. This approach invites reputational risk and potential quagmire
that can defeat strategic and P&L aspirations from India.
Indian businessmen will not, culturally, easily ‘share’ either power or profit and will seek to be in
control – the exclusive gateway, interpreter and navigator – of a western company’s entrance into
India. Strife between local Indian contenders can be ruthless with unpredictable fall-out as with two
bulls in a china shop. Even if the cake is large enough, the Indian psyche does not easily tolerate the
‘other local Indian’ on the scene, often playing out questionable tactics to eliminate the competitor. A
matter-of-fact assumption on both sides being that the other is already engaged in reverse ouster
efforts!
Add to this cultural brew the complexities and sensitivities of the Indian bureaucracy and the political
establishment. Bureaucrats, for their own reasons, do not easily take to the uncertainty, confusion,
questionable tactics and risks inherent in a multiple agent situation. The very act itself of multiple
appointments - even if supported by other commercial logic - may already have sown the seed of
behind the scene strife, manipulation and paralysis.
Reputational risk may well already have been triggered by warring ‘agents’ – and well before the fact
actually comes to light!

Local Advisors – the “KYA” Rule
Know your local Advisor!
A prevalent and understandable assumption among western companies is that the local advisor
community will always mirror home country standards and practices. Reliance on such assumption
may lead to years of subtle manipulation and loss through information leakage and financial bleed by
Indian ‘partners’.
It is a self-injuring assumption that appointing the biggest and best known local names will guarantee
high standards of confidentiality. Community affiliations can quite often override professional duties;
and ‘power play and status in the local community can be the greater incentive than pure financial
gain. Trading of valuable information and its manipulation can sometimes be seen a symbol of ‘power
and clout’.
The selection and ongoing monitoring of one’s own local advisors is a decision crucial in more ways
than one. In some situations, one’s own local advisors, if found errant, can be carefully used as a
tactical ‘misinformation play’ during commercial negotiations with Indian parties!
Putting local advisors through discreet soft due diligence filters at the outset, can shave months/
years off delays in India and help cut losses from ‘manipulation’ and ‘financial bleed’. It can also prove
a valuable tactical edge!

Remote Control & Local Management

Local Indians can be proud, competent and transparent as mist, if this suits personal agenda.
Reluctance to bear bad news, exaggeration of good news or outright concealment, come easily and
are usually culturally ‘acceptable’ – especially when it involves “foreigners”, i.e., information flow to
from local senior managers to the western parent management overseas. This is founded in loyalty to
the ‘Indian group’, due to cultural pressure, the severity of Indian hierarchy, and few could break rank
easily. This poses a severe challenge to the western parent in managing local managers effectively.
Often, local reputational and financial risk is only spotted as it is bearing down on one.
Western companies can take two crucial steps: (1) to conduct a discreet soft investigation into the
reputation, track-record and past dealings of any proposed and especially senior local recruit, and (2)
to put into place a discreet mechanism, independent of its local company or team, to monitor and
flash some early warning of soft risks that may lurk in-country in the course of local business dealings
in its name.

Head-Hunter Cliques
Know your local Advisor! We wrote of the ‘ KYA’ rule in the February edition of India Diligence Brief.
This applies with all its vigor to the local head-hunting community particularly in high impact and high
value assignments involving senior-most appointments. One of the single biggest risks in an Indian
venture lies in getting on board the wrong CEO or CFO. In many cases, secret allegiances and
agendas between Indian head-hunters and reference-providers – in the inner ‘Mumbai and Delhi’
circles – with the head-hunter the pivotal point- will mask the true suitability of a candidate.
Depending on industry sector, such ‘head-hunter cliques’ can land an innocent western company
with a senior team fraught with reputational risks flowing from past-affiliations, propensity for secret
‘deal-making’, and all the wrong sort of political affiliations.
Collusion by some head-hunters may not be prevented by simply engaging western head-hunting
firms who have set up shop in India. Most depend on employing the same clique of local senior Indian
head-hunters - and perpetuating the circle.

Partnering Decisions & Anxiety
A good old western presumption, that feels safe and accepted, is: enter India only with the
intermediation of a “local partner”. In the past, India’s complex protectionist laws mostly allowed no
option other than minority foreign ownership. Today’s 100 % ownership is permitted in all but a
handful of strategic industry sectors. Crucially, many competent and proud Indian technocrats expect
the ‘respect’ of direct engagement by western companies.
Yet, many Westerners assume that only a local partner ‘breeds success’ in India. Then, with great
purpose, and armed with picture-perfect Mckinsey process maps, the Western side in good faith
plunges deep into the challenges and anxieties of “local partner selection”. Most may end up in
convoluted equity or non-equity arrangements, completely dependant on their local ‘partner’ who then
controls the ‘local interface’ with key stakeholders such as customers and officials. Complete control,
dependence and absolute intermediation - handed to the local ‘partner’.
In many cases this inevitably “breeds distress”.
A business case for such strategy, even where majority foreign ownership is permitted, may be clear
and compelling. However, soft issues and risks often remain unspotted, and unlocking the
relationship may not be as easy as simply making an application to an Indian court. We have
highlighted in previous issues of India Diligence Brief the impact of soft local risks such as
‘manipulation’, ‘undisclosed promises’, ‘financial bleed’, ‘family-controlled public companies’, etc, and
highlight in this edition below a further effective local tactical play.
“Local partners” are in many cases useful and indeed needed, but can be engaged and configured in
many ways other than (always) as equity partners having total local say. In all cases, every India
entry strategy must bear the end-game in mind: protect capital, reputation and potential exit.

Litigation – A Tactical Game
Indian courts struggle with work-load. Litigation in India can linger for years, delaying otherwise sound
commercial strategy and business plans. The Indian State and its agencies comprise about 70% of
long pending cases before Indian courts; many pending for decades. Some astute local partners may
deliberately deploy tactical litigation unashamedly, directly or behind-the-scenes, for engineering the
prospects of protracted imbroglio and judicial wilderness. Western parties: joint-venture participants,
project owners, operators, IPR owners, and the like, often find themselves on the ‘loss’ side of this
equation.
In many instances ‘trusted’ local partners may be secretly behind protracted and sometimes
unfounded sanctions and actions by judicial and quazi-judicial bodies that cause great frustration and
high costs. Manipulation by local parties to create long judicial delays, aided at times by the ‘system’,
is a favorite pressure-tactic to escape obligations or induce favorable changes in commercial
obligations after a western party is committed. Creeping re-negotiations by local partners that
characterize many business contracts are often supported by tactical threats of legal limbo. The
same factor often proves a catalyst for western parties to sell their joint-venture stakes to their Indian
partners at far less than the market value.
While there is no easy answer, one significant proactive step is to assess and uncover the real
credentials and previous conduct of a proposed local party. Careful and discreet soft due diligence
can throw up early red flags about the likely intentions and tactics of a local party - that may have
been found to be “suitable” and “trusted” by routine legal and financial due diligence.
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