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Boards: Navigating regulations and reality

As our regulations around board composition more prescriptive, businesses become
more complex and investors more demanding, building a board that is fit-for-purpose
will become more challenging, not less.

A boards composition is determined by an interplay between regulatory
obligations and a company’s own requirements.

In the last decade boards have changed in both obvious and less apparent ways.
This transformation has been driven by the Companies Act, 2013, the SEBI
(Listing Obligations and Disclosure Requirement) Regulations, increased
pressure from shareholders, and changes that boards themselves have initiated.
The most noticeable change is the presence of women on boards. Just before the

new Companies Act was rolled out in 2014, only one in twenty directors was a
woman. This ratio is now closer to one in five.

A recent study on board structures and composition for the NSE500 companies
places the number of women on boards at 18.2% on 31 March 2023. This is not
far from the 19.7% on global boards in March 2021. This number has however
moved at a glacial pace, inching up by 1.5% from 16.7% in March 2020.
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True regulations were the catalyst for this change, but they have not been the
silver bullet for gender equality. The current numbers seem more compliance-
driven than evidence of corporates embracing gender diversity for the benefits
that it brings. More needs to be done by the companies themselves.

Juxtaposing the above study with one from October 2015 that also looked at
board composition, the mix is tilting towards independent directors. 26.7% of the
board comprised independent directors in 2015 (1241 independent directors out
of a total 4654 directors). This number is now at 42.7% (2066 independents out
of 4724 directors in March 2023).

Several other parameters - board independence, non-independent chair, over-
boarded directors all point towards change and a greater awareness at the board
level of the increased expectations from boards by all stakeholders, including the
investors and regulators.

Today, we are seeing a convergence of board demographics between the NIFTY
500 companies and the S+P 500. This is shown in the table below.

This should not surprise. Our regulations regarding the role of the board and
board committees have evolved from those in the UK and US markets that
emphasize the primacy of the board. Further, expectations from corporate boards
have been reinforced by investor demands - for the longest by FII's. It is only now
that domestic investors have started looking at the board composition more
closely.

Exhibit 1: Boards - NIFTY 500 vs. S&P 500S&P

Average board size 94 10.8
Independent Directors 52% 86%
Average director tenure 7.8 7.8
Average age of independent directors 63.3 63.1
Women as a % of all directors 18% 32%
Boards with at least one-woman 99% 100%
director

Independent board chairs (%) 24% 36%
Independent Directors added 248 395
Directors aged 50 and younger 17% 6%
Youngest average board age 45 50
Oldest average board age 75 74

Source: IiAS Research, Spencer Stuart 2022 US Board Index; PRIME Database; IiAS Research
Notes: NIFTY 500 data as on 31 March 2023; S&P 500 data draws on the latest proxy statements from 489
companies filed between 1 May 2021, and 30 April 2022.
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Should boards in India, with the presence of promoters, resemble those in the
US? As the ownership is different, should not the boards also be different? In US
and UK, the role of the board stems from the disbursed institutional ownership
and absence of a ‘promoter’. In these markets investors interact with the
company management through its board. In India, the concentration of
ownership suggests that the board needs to arbitrate between the interest of the
owner from those of the ‘minority’ investors. Such differences need to be better
understood.

While in large part, the changes that we have seen have been a consequence of
regulations (- term limits, independence, diversity), boards must ensure that the
company’s own substantive needs are met. There are two sets of regulations that
are critical to ensuring this.

The Companies Act 2013, asked the board to evaluate the performance of the
directors and boards. SEBI, through its listing regulations, stipulated that entities
should disclose in a chart or a matrix format, setting out the skills/ expertise/
competence of the board of directors.

Both regulations in conjunction will assist the nomination and remuneration
committees need to balance between regulations and evaluating the skills that
are needed to ensure an effective board, well suited to dealing with the
company'’s opportunities and threats.

As regulations around board composition get more prescriptive, businesses
become more complex and investors more demanding, building a board that is
fit-for-purpose will become more challenging, not less.

Its subscribers can access the blog by clicking this link or typing the following in your url:
https://www.business-standard.com/opinion/columns/boards-navigating-regulation-
Business Standard  and-reality-123092601386 1.html

B S A modified version of this blog was published in Business Standard on 27 September 2023.
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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, [iAS would be
happy to provide any information in response to specific queries. No copyright infringement is intended in
the preparation of this document. Neither LiIAS 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. IiAS 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 (liAS) 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, liAS has extended its analysis to ESG and is also
empanelled with AMFI as an ESG Rating Provider.

[iAS has equity participation by Aditya Birla Sunlife AMC Limited, Axis Bank Limited, Fitch
Group Inc., HDFC Investments 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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