Differential Voting Rights shares
Introduction 
Differential Voting Rights (DVR) Shares are those instruments that give its holder voting rights which is disproportional to the economic consideration paid for those shares. Usually voting power is proportional to the economic ownership of the shareholder and in India when a shareholder purchases an equity share he gains voting right equivalent to one share.
Around the world this coupling of votes and shares usually strengthens the corporate governance of the companies. But, if we detach this economic ownership from voting power by giving holder either more voting rights or less voting rights then it is called Differential Voting Rights Shares. So if anybody holds DVR shares, having let’s say, 1/10th of the voting power then in an event of voting, his 10 shares have a voting power equivalent to voting power of one normal share.
Position under Companies Act, 1956
Sec. 86 of the Companies Act, 1956 vide the Companies Amendment Act, 2000 permits the issuance of equity shares with differential rights as to dividend, voting of otherwise in accordance with such rules as may be prescribed. The Companies Act provides the cap of 25% of the total issued capital for issuing shares with differential voting rights.
Issue of DVR in India – SEBI requirements
Using this power TATA Motors & Pantoloon Retail have issued DVR shares but soon after this SEBI came out with a circular on July 21, 2009 amending the listing agreement and introduced a clause 28A, which clearly defines that no company shall issue shares in any manner that may confer on any person, superior rights as to voting and dividends vis-à-vis the rights on equity shares that are already listed.
Issue of DVR by TATA Motors
Some times back TATA Motors offers DVR shares which the company had issued as per its Rs. 2,000 crore right issue in Nov 2008. At that time, DVR shares were issued at a price of Rs. 305 per share as against the normal rights share that was priced at Rs. 340, at a discount of 10%. At the same time, these DVRs contain voting right that is 1/10th of the normal share but stated to receive 5% more dividend. On April 26th 2010, a TATA Motor DVR share was trading at Rs. 575.15 per share, a discount of more than 33% to the normal share.
DVR in International Market
In the international market, the DVR are quite popular. Many top companies like Viacom, Google, Berkshire Hathway, etc have issued DVR shares. Investors have an advantage of having a higher dividend and a decent discount over the normal share price.
In United States it is traded at just 2 to 3 % discount, whereas in the European market, the discount is 7 to 8%.
Legal position in India
This whole issue regarding DVR boils up soon after SEBI sent a letter to TATA Motors, April 23, 2010 regarding company’s request for guidance in relation to clause 28A of equity listing agreement. In this letter, SEBI has clearly stated that, company can make a fresh issue of ‘A[endnoteRef:2]’ ordinary shares on the same terms as the existing listed ‘A’ ordinary shares by way of a bonus or right issues or even by way of a follow on public issue, preferential allotment of ‘A’ ordinary shares and QIB[endnoteRef:3] of ‘A’ ordinary shares. [2:  ‘A” means class of DVR issued already.]  [3:  Qualified Institutional Buyers.] 

In summary of the above that, no listed entity should issue further shares, which confer on any person superior rights but in case of TATA Motors they already have some shares issued with differential voting rights and with higher dividend. Legally, the SEBI circular still stands for all companies except those companies who have already issued shares with such right before that circular date. Also, the companies can issue fresh shares that are same in every respect to what they have issued earlier.
Conditions for issue of DVR[endnoteRef:4] [4: ] 

Every company limited by shares may issue shares with differential rights as to dividend, voting or otherwise, if-
1. the company has distributable profits in terms of Section 205 of the Companies Act, 1956 for * three  financial years preceding the year in which it was decided to issue such shares.
2. the company has not defaulted in filing annual accounts and annual returns for 
3. three financial years immediately preceding the financial year in which it was decided to issue such share.
4. the company has not failed to repay its deposits or interest thereon on due date or redeem its debentures on due date or pay dividend.
5. The Articles of Association of the company authorises the issue of shares with differential voting rights.
6. the company has not been convicted of any offence arising under, Securities Exchange Board of India Act, 1992, Securities Contracts (Regulation) Act, 1956, Foreign Exchange Management Act, 1999. the company has not defaulted in meeting investors’ grievances.
7. the company has obtained the approval of share holders in General Meeting by passing resolution as required under the provision of sub-clause (a) of sub- section (1) of section 94 read with sub-section (2) of the said section.
8. the listed public company obtained approval of share holders through Postal Ballot.
9. the notice of the meeting at which resolution is proposed to be passed is ccompanied by an explanatory statement stating –
a. the rate of voting rights which the equity share capital with differential voting right shall carry;
b. the scale or in proportion to which the voting rights of such class or type of shares will vary;
c. the company shall not convert its equity capital with voting rights into equity share capital with differential voting rights and the shares with
d. differential voting rights into equity share capital with voting rights;
e. the shares with differential voting rights shall not exceed 25% of the total share capital issued;
f. that a member of the company holding any equity share with differential voting rights shall be entitled to bonus shares, right shares of the same class;
g. the holders of the equity shares with differential voting rights shall enjoy all others rights to which the holder is entitled to excepting right to vote as indicated in (a) above
Register:
Every company referred to in rule 3 shall maintain a register as required under section 150 of the Companies Act containing the particulars of differential rights to which the holder is entitled to.
Benefits
1. Investors can enjoy handsome discount over the normal price and if this discount is more than 25%. DVR shares can be a better investment proposition in the long run.
2. Higher the dividend compare to the normal shares.
3. For retail shareholders voting rights is just an impractical right as it is rare that any retail shareholder takes part in the voting procedures. So, loosing that right for a decent discount in price is not a bad deal.
Why it is not popular in India?
DVR is not popular in India may be following reasons:
· In the overseas market, investors take is as an investment opportunity and are not much concerned with the right to control the company. But, liquidity is a main concern in India as people look at this instrument with some doubts.
· India has 1.20 billion people but, we have just 1.07 crore demat accounts that is even less than 1%. Our normal market itself is at a nascent stage and every one is focused on the normal equity.
· Investors are not well educated in the area of investment.
Conclusion
If you have trust in the company’s management and don’t have any plan to take part in management proceedings, then, you, the investor can go for, financial benefit of DVR shares.
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