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Indian Corporate Governance: A five-
year progress report

Today, governance is central to a board's agenda. This will ensure that
governance practices and processes continuously improve.

[oe]

CORPORATE GOVERNANCE
THROUGH COVID-19

Corporate Governance Scores
Increasing Expectations

CORPORATE GOVERNANCE SCORES 2023

Each year for eight years now, we have been scoring the BSE100 companies on their
governance. We published the ‘scores’ based on data for FY23 earlier this month. Using
this data, it is time to look back at corporate India’s governance practices over 5-years.

First, is it possible to measure something as fuzzy as governance? The scorecard
approach attempts to do just this, by first breaking down the various elements and then
assigning it a score. For example, while looking at a firm’s dividend distribution policy,
you first look at whether the company has a policy or not. If so, you look at elements of
the policy, for instance, disclosure of a dividend payout ratio or a range. And finally, you
look at evidence of adherence to policy or explanations for non-compliance.

As these elements span across parameters like transparency, board composition, risk
management etc., assigning a number can be challenging as there is an element of
subjectivity involved. Using well established frameworks, helps minimize such
subjectivity, but does not eliminate it altogether.

We use the G20-OECD Corporate Governance Principles and scored the BSE100
companies focussing on four of the six pillars. These are 1. Rights and equitable
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treatment of shareholders 2. Role of stakeholders 3. Disclosures and transparency and
4. Responsibilities of the board. The remaining two pillars Ensuring the basis of an
effective corporate governance framework and developments relating to institutional
investors, stock markets, and other intermediaries, are not in the company’s control, so
are not relevant to this analysis.

This scorecard was developed jointly with IFC and BSE. There was one revision to our
methodology in 2022 and following the update to the G20-OECD Corporate Governance
Principles in 2023, is due for another refresh.

The key findings are summarized below:

o The overall scores have been moving up: The highest, and median and lowest
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scores have all moved up incrementally. The incremental improvement heeds the
adage that ‘governance is a journey, not a destination.

Table 1: Scores of the BSE100 Companies

2019 2020 2021 {2022 2023
Highest 79 80 80 82 84
Median 58 61 62 61 63
Lowest 44 39 38 43 49

Overall Improvement: The number of companies scoring well on the Indian
Corporate Governance Scorecard (‘Leadership’ and ‘Good’, the top two buckets)
has increased significantly (from 45 in 2019 to 64 in 2023), despite tighter marking
criteria.

Transparency & Disclosure: Disclosure standards have become more stringent,
leading to greater transparency. This includes publishing sustainability reports,
making policies accessible, and improving communication with stakeholders.
Investor Engagement: Board meeting and AGM attendance by board members
has improved as there is increased engagement between companies and
investors.

Regulation & Enforcement: Regulators like SEBI have played a crucial role in
driving better governance through stricter disclosure requirements and
enforcement measures.

Family-Owned Businesses: The dominance of family in businesses can hinder
true board independence and accountability. Having said so, family-owned
businesses overall for the first time scored higher than MNC's and institutionally
owned firms, with PSUs anchoring the scores.

Board Effectiveness: The category of "Responsibilities of the Board" has shown
the least improvement, with boards often remaining passive on governance
issues.
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o Executive Remuneration: Alignment of executive pay with company
performance seems to be declining.

e Investor Activism: Investor activism remains limited, with most cases arising
when promoters lose control.

As is to be expected progress is not unidirectional. Even as there has been improvement,
there are areas where companies can do better.

Progress across select parameters is shown in Table 2.

Table 2: Progress across select parameters

2019 2023
Companies with more than 50% board independence (with 25 30
a tenure of less than 10 years)
Boards that have separated the roles of Chairperson and 57 68
CEO
Companies with at least one Independent Woman Director 97 97
Board with a diversified and comprehensive set of skills 41 62
Companies where all board members have attended at 60 90
least 75% of the board meetings held over the immediate
past three years
Companies where all board members attended the 13 64
previous AGM
Companies where executive pay was in line with revenues 48 38
and profits over three years
Companies where CEO's variable pay was at least 50% of 55 59
overall pay and less than 5% of profits
Companies that have a publicly disclosed conflict of 49 69
interest policy for employees
Related party transaction policies that prohibit interested 44 56
directors from participating in discussion and voting
Companies with whistle-blower policies that extend to all 34 43
stakeholders, including employees, customers, and
suppliers

Companies that are spending at least 2% of profits on CSR 75 74

Companies that are impact assessments of their CSR 32 54
spends

Although there are challenges particularly regarding board effectiveness, executive
compensation, and the role of independent directors in family-owned businesses, the
overall governance of Indian listed corporates has improved. This is due to a
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combination of factors, including stricter regulations, increased investor attention to
disclosures, and a growing recognition of the link between good governance and market
performance.

The biggest change, no doubt, is that governance is now central to a board's
conversations and firmly on its agenda. This alone will ensure continuous progress.

newspapers subscribers can access the blog by clicking this link or typing the following
in your url: https://www.business-standard.com/opinion/columns/governance-on-the-
Business Standard ~ path-of-progress-124032001126_1.html/

B S A modified version of this blog was published in Business Standard on 21 March 2024. The
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Disclaimer

This document has been prepared by Institutional Investor Advisory Services India Limited (liAS). The
information contained herein is solely derived from publicly available data, but we do not represent that it
is accurate or complete and it should not be relied on as such. IiAS shall not be in any way responsible for
any loss or damage that may arise to any person from any inadvertent error in the information contained
in this report. This document is provided for assistance only and is not intended to be and must not be taken
as the basis for any voting or investment decision and/or construed as legal opinion/advice. The user
assumes the entire risk of any use made of this information. Each recipient of this document should make
such investigation as it deems necessary to arrive at an independent evaluation of information referred to
in this document (including the merits and risks involved) and exercise due diligence while using this report.
The discussions or views expressed may not be suitable for all investors. The information given in this
document is as of the date of this report and there can be no assurance that future results or events will be
consistent with this information. This information is subject to change without any prior notice. IiAS reserves
the right to make modifications and alterations to this document as may be required from time to time;
however, liAS is under no obligation to update or keep the information current. Nevertheless, IiAS would be
happy to provide any information in response to specific queries. No copyright infringement is intended in
the preparation of this document. Neither LIAS nor any of its affiliates, group companies, directors,
employees, agents or representatives shall be liable for any damages whether direct, indirect, special or
consequential including lost revenue or lost profits that may arise from or in connection with the use of this
information. This report may cover listed companies (the ‘subject companies’); IiAS may hold a nominal
number of shares in some of the subject companies to the extent disclosed on its website and/or these
companies might have subscribed to liAS’ services or might be shareholders of IiAS. TiAS and its research
analyst(s) do not have any financial interest in any of the subject companies except to the extent disclosed
on its website.

Confidentiality

This information is strictly confidential and is being furnished to you solely for your information. This
information should not be reproduced or redistributed or passed on directly or indirectly in any form to any
other person or published, copied, in whole or in part, for any purpose without the written permission of
TiAS. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen
or resident of or located in any locality, state, country or other jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which would subject LiAS to any
registration or licensing requirements within such jurisdiction. The distribution of this document in certain
jurisdictions may be restricted by law, and persons in whose possession this document comes, should
inform themselves about and observe, any such restrictions. The information provided in these reports
remains, unless otherwise stated, the copyright of IiAS. All layout, design, original artwork, concepts and
other Intellectual Properties, remains the property and copyright of IiAS and may not be used in any form
or for any purpose whatsoever by any party without the express written permission of the copyright holders.

Other Disclosures

TiAS is a SEBI registered entity (proxy advisor registration number: INH000000024) dedicated to providing
participants in the Indian market with independent opinions, research and data on corporate governance
issues as well as voting recommendations on shareholder resolutions of about 1000 listed Indian companies
(https://www.iiasadvisory.com/iias-coverage-list). Our products and services include voting advisory reports,
standardized services under the Indian Corporate Governance Scorecard, and databases
(www.iiasadrian.com and www.iiascompayre.com). There are no significant or material orders passed
against the company by any of the Regulators or Courts/Tribunals.

This article is a commentary on general trends and developments in the securities market.
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About IiAS

Institutional Investor Advisory Services India Limited (IiAS) is an advisory firm, dedicated
to providing participants in the Indian market with independent opinions, research and
data on corporate governance issues as well as voting recommendations on shareholder
resolutions for over 1000 companies that account for more than 96% of market
capitalization.

I[iIAS provides bespoke research and assists institutions in their engagement with
company managements and their boards. It runs two cloud-based platforms, SMART to
help investors with reporting on their stewardship activities and ADRIAN, a repository of
resolutions and institutional voting pattern.

TiAS with the International Finance Corporation (IFC) and BSE Limited, has developed a
Corporate Governance Scorecard for India to evaluate company's governance practices
and market benchmarks. More recently, IiAS has extended its analysis to ESG and is also
empanelled with AMFI as an ESG Rating Provider.

TiAS has equity participation by Aditya Birla Sunlife AMC Limited, Axis Bank Limited, Fitch
Group Inc., HDFC Bank Limited, ICICI Prudential Life Insurance Company Limited, Kotak
Mahindra Bank Limited, RBL Bank Limited, Tata Investment Corporation Limited, UTI

Asset Management Company Limited and Yes Bank Limited.

TiAS is a SEBI registered entity (proxy advisor registration number: INHO00000024).
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