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Guest blog: Parag Agarwal and Rituj Sahu
Beyond the factory gate: Why food-system

integrity belongs in corporate governance

Food companies cannot protect consumer trust if their boards see only the factory gate.
Oversight must extend upstream to understand how food is produced, where risks
accumulate and whether supplier policies work in practice.

Over recent months, the Food Safety and Standards Authority of India (FSSAI) has
stepped up scrutiny of some of the country’s largest food and beverage businesses.
Actions involving listed companies such as Nestlé India, Marico and United Spirits
have covered alleged contamination and hygiene lapses, product claims, flavouring
practices, and labelling and packaging requirements. Some have resulted in notices;
others in products being seized or restricted. In several cases, companies have
disputed the allegations or the regulator’s interpretation of the rules.

One recent notice to Nestlé India followed an online complaint alleging
contamination in a Maggi packet. The company disputed the allegation and said its
internal and laboratory checks found no infestation. FSSAI nevertheless reportedly
sought vendor details, batch-level quality-control records, corrective action and
measures to prevent recurrence. The notice prompted stock exchanges to seek
clarification, and Nestlé India’s shares closed more than 3% lower that day. The
market response was immediate, even before responsibility had been established.

The cases involve different products and alleged violations, but they expose a
common governance test. Can a company identify where a problem originated,
determine which products and suppliers may be affected, and show that its controls
work? The risk may have developed much further upstream: at a farm using
antibiotics without adequate controls, through an intermediary unable to identify
the source, or across suppliers whose standards are neither measured nor verified.

By the time it reaches the consumer, it is treated as a food-safety event. Before then,
it is often somebody else’s operational responsibility. This is the governance gap.

For quick-service restaurants, food retailers, dairy businesses, packaged-food
companies and hospitality groups, supply chain integrity is central to the business
model. Yet board reporting can stop at quality tests, audit completion rates,
customer complaints and regulatory notices. These indicate whether a problem has
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surfaced but reveal less about whether the company understands and can influence
its source.

Food-system risks often do not fit neatly into environmental, social or governance
categories. Poor animal health and welfare can increase disease pressure and
reliance on routine antibiotics, contributing to Antimicrobial Resistance (AMR),
residue and food-safety risks. With weak traceability, companies may not know
which suppliers use antibiotics, whether sourcing standards are followed, or how
quickly affected supply can be isolated. The consequences include supply disruption,
higher testing and sourcing costs, loss of consumer trust and damage to brand
value. A farm-level practice can become a material risk for the company buying and
selling the product.

Public health exposure is substantial. The World Health Organization (WHO)
estimates that unsafe food caused more than 866 million illnesses and 1.52 million
deaths globally in 2021. AMR is a different but connected systemic risk. The World
Bank estimates that annual global GDP could be 1.1% to 3.8% lower by 2050 under
different AMR-impact scenarios. WHO has also recommended that farmers and the
food industry stop routinely using medically important antibiotics to promote
growth or prevent disease in healthy animals.

None of this makes a restaurant company or dairy board responsible for solving a
global public-health crisis. It does mean that boards of companies materially
dependent on animal-protein supply chains should understand their exposure, and
whether management has a credible response.

Asia Research & Engagement’s (ARE) experience engaging Indian food companies
shows that these risks are often viewed in isolation. Dairy businesses generally treat
heat stress as a farmer-productivity issue because it reduces milk yields. Yet it also
affects animal health and welfare, farmer incomes, procurement costs and supply
reliability. In poultry, companies usually have stronger controls over end-product
safety than over the production conditions shaping it. Visibility over antibiotic use,
biosecurity and animal welfare is often limited, despite their relevance to AMR,
residues, disease outbreaks and consumer trust.

A similar gap appears in climate reporting. Companies can measure emissions from
their operations more readily than those from feed production, farming, land use
and animal production. CDP found upstream Scope 3 emissions to be, on average,
11.4 times higher than operational emissions. In ARE’s engagements, the constraint
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is usually the traceability, supplier data and procurement oversight needed to
measure and reduce them. The governance question is whether the board knows
where the company’s largest upstream exposures sit, and whether management
can address them.

For most food companies, that leverage sits in procurement. Corporate policies on
responsible sourcing, animal welfare or antibiotic use are a starting point, but do
not show whether risk is being managed. A supplier code may address food-safety
while remaining silent on antibiotic use, biosecurity or production conditions. A
global policy may not explain how it applies across India’s fragmented supplier
base. Without disclosure of the suppliers and commodities covered, applicable
standards, monitoring and consequences for non-compliance, boards and investors
cannot distinguish commitment from implementation. Supplier contracts,
purchasing standards and longer-term relationships already give companies tools
to influence upstream practices.

Boards must therefore ask not merely whether a policy exists, but how it
travels through the supply chain

India’s governance architecture provides room for this oversight. The National
Guidelines on Responsible Business Conduct ask companies to provide safe and
sustainable goods and services, protect the environment and engage responsibly
with consumers. The Business Responsibility and Sustainability Reporting (BRSR)
framework requires the top 1000 listed companies to explain material responsible-
business risks, policies and performance. SEBI has made value-chain ESG
disclosures voluntary for the top 250 listed entities from FY2025-26, but the
underlying business risk is not voluntary.

Oversight does not require a new board committee. Responsibility will generally sit
with the Risk Management Committee or a board-level sustainability or ESG
committee covering business and supply-chain risks. The full board retains ultimate
oversight. Directors should know which committee and executive are accountable,
what information reaches the board and how serious supplier failures are escalated.

The board must establish visibility. Which ingredients and commodities are most
material to revenue, consumer trust and continuity? How far can the company trace
them? Which suppliers present elevated food-safety, animal-health, antimicrobial,
environmental or labour risks? Where does the company rely on contractual
assurances rather than independent evidence?
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It must then decide what information merits regular review. Directors do not need
farm-level data on every shipment, but they need a few decision-useful indicators:
the proportion of key commodities traceable to source; material suppliers covered
by sourcing standards and assessed against them; significant food-safety incidents
and near misses; recurring audit findings and closure times; supplier compliance
with the company’s antibiotics policy; and progress against animal-health, welfare
or sourcing commitments. Trends, exceptions and unresolved findings are more
useful than undifferentiated audit data.

Finally, the board must test the credibility of assurance. Supplier self-declarations
may be a starting point, particularly where supply chains include thousands of small
producers, but higher-risk categories may require independent audits, residue
testing or traceability checks. Boards should know whether supplier failures lead to
corrective action, support for improvement, suspension or merely a recorded
exception.

Upstream standards can impose costs on small farmers and suppliers with limited
capacity. A governance response that ignores this reality may shift risk rather than
reduce it. Expectations should therefore be proportionate, phased and, where
appropriate, supported by training, technical assistance or longer-term purchasing
relationships. But fragmentation cannot permanently excuse not knowing how a
material input is produced. Having difficulty seeing the supply chain itself is
information the board should have.

For investors, these questions are a test of the quality of oversight. A board receiving
only lagging food-safety indicators may understand yesterday’s incident but be
poorly prepared for tomorrows. A responsible-sourcing policy without coverage,
implementation or assurance data gives investors little basis to judge whether it is
operational. A company that identifies material upstream risks, assigns
accountability and reports progress offers stronger evidence of a functioning
governance system. Where that evidence is absent, the stewardship question is
what investors should ask for, how long they should allow companies to respond,
and when persistent weaknesses in oversight should influence voting at the AGM.

Food-system integrity belongs at the board because it affects product safety,
requlatory compliance, supply continuity, brand trust and long-term value, not
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because it carries an ESG label. Directors need not manage farms or suppliers from
the boardroom. They do need enough visibility, information and control to exercise
judgement over risks on which the business depends. When that visibility is missing,

the governance gap is already clear.

Parag Agarwal, currently an Advisor to the Chairman at Dr.
Reddy’s Laboratories, is also the Co-Founder & Board Member
of India Animal Fund. Contact: parag.agarwal@drreddys.com

Rituj Sahu is the Program Director, Food Systems (India) at Asia
Research & Engagement (ARE).
Contact: rituj.sahu@asiareengage.com
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Disclaimer
This document is authored by Parag Agarwal and Rituj Sahu. The views expressed in the document are personal to the
authors and do not necessarily reflect the opinion of IiAS or of his employers.

This document has been published by Institutional Investor Advisory Services India Limited (IiAS). 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, IiAS 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 IiAS 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 IiAS’ 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 liAS. 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 IiAS 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 LiAS. All
layout, design, original artwork, concepts and other Intellectual Properties, remains the property and copyright of liAS 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: INHO00000024) 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 1300+ 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 blog is a commentary on the general trends and developments witnessed in the securities market.
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About IiAS
Institutional Investor Advisory Services India Limited (IiAS) is an advisory firm that provides

capital markets with independent opinions, data, and analysis on governance and ESG, including
voting recommendations and ESG ratings in India, through its wholly owned subsidiary IIAS Sustain.

lIAS offers voting recommendations on shareholder resolutions for approximately 1,300 listed
companies, covering over 96% of the country’s market capitalization. The company operates two
proprietary platforms: SMART, which enables tracking and reporting of stewardship activities, and
ADRIAN, a comprehensive database of shareholder resolutions and institutional voting data.

IiAS has collaborated with the International Finance Corporation (IFC) and BSE Limited, with support
from the Government of Japan, and developed the India Corporate Governance Scorecard - a
benchmarking tool that offers granular governance scores and peer comparisons to help investors
and companies evaluate governance practices.

lIAS has expanded in ESG offerings through its wholly owned subsidiary set up a dedicated
subsidiary, IiAS Sustainability Solutions Private Limited (IiAS Sustain) to focus on ESG. IiAS
Sustain has published ESG Ratings on over 500 companies, issued Second Party Opinions for green
bond issuances, and works closely with hedge funds, alternative investment funds (AIFs), and private
equity firms to support ESG integration. IiAS is a signatory to the United Nations Principles for
Responsible Investment (UN PRI).

TiAS is backed by a strong shareholder base that includes Aditya Birla Sun Life AMC, Axis Bank, Fitch
Group, HDFC Investments, ICICI Prudential Life Insurance, Kotak Mahindra Bank, RBL Bank, Tata
Investment Corporation, UTI AMC, and Yes Bank.

TiAS is registered with SEBI as a Research Analyst (Proxy Advisory) (Registration No. INH000000024).

TiAS Sustain is registered with SEBI as a Category II ESG Ratings Provider (Registration Category-
11/0006)

iiasadrian.com iiassustain.com iiasfoundation.orq

iiasadvisory.com
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