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G20/0OECD Corporate Governance
Principles get a refresh

The 2023 update to G20/ OECD’s corporate governance norms points to the likely
tweaks and progressive changes that may be underway in our markets.

During the G20 Summit in Delhi last month, the G20 leaders endorsed the
revision of the G20/0ECD Corporate Governance Principles. First issued in 1999,
these principles together with the UK's Cadbury Committee report from 1992,
and the Sarbanes-Oxley Act of 2002- a US law, have shaped the governance
landscape.

The Cadbury Committee identified governance as a “system by which companies
are directed and controlled.” Its recommendations and standards have become
the foundation for the system of corporate governance regulations around the
world. The Cadbury report itself, however, was written to mitigate the risks of
corporate failures, such as the Maxwell empire, Bank of Credit and Commerce
International, and Polly Peck International. Similarly, the Sarbanes-Oxley Act
legislated some of the principles outlined in the Cadbury Committee report and
the OECD principles. But this too was a consequence of blowouts at Enron,
WorldCom, Tyco, and a few others.

The OECD, in contrast, saw governance as being vital for governments and
companies in an increasingly connected world with low barriers to capital flows.
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There was a need to recognize the interests of shareholders, who place their trust
in corporations and not just foreign investors; it was also crucial for building trust
among domestic investors in their own businesses and stock markets. This trust
was essential for long-term business competitiveness and the overall strength of
the national economies. The OECD thus looked at governance in terms of the
interplay of relationships between the regulators, the company’s board and its
management, its shareholders, and stakeholders.

When first presented, the OECD made clear “there is no single model of good
corporate governance” as different approaches based on legal and institutional
frameworks and practices have developed around the world. Further, that these
principles were to be used as a benchmark to be used by governments to
evaluate and improve their laws and regulations to develop the core elements of
a good corporate governance regime. While aimed at governments, the private
sector was also encouraged to adopt these. This helped these principles gain
traction.

Unlike the Cadbury report and the Sarbanes-Oxley Act, that in the narrow sense
have been one-off, the OECD recognized that “corporate governance practices
are evolutionary in nature, with improvements building upon other
improvements and best practices as they are developed. These principles also
must be evolutionary”. Accordingly, the principles have been revised periodically
since their first publication in 7999 (in 2004, 2015 - the first to be endorsed by the
G20 leaders, and now in 2023). The document also goes through extensive inter-
governmental consultation. The 2023 update under the chairmanship of Masato
Kanda, for instance, was an outcome of 18 months of work and inputs received
from the OECD, Financial Stability Board, and G20 members directly and through
the governance roundtable in Asia and South America. These periodic updates
have helped make these principles more enduring and find greater acceptance.

Exhibit 1: G20/OECD CG Principles 1999-2023
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A major impact of the G20/OECD principles is that despite different legal
frameworks, institutional structures and market practices, good governance
today is agnostic to geography. What is considered good in India is considered
good in the UK or Brazil. I believe it is the OECD principles that have had an
overarching role in achieving this sameness, that too in a relatively short time.

Turning to the principles themselves. The six enunciated in this revision are (i)
Ensuring the basis for an effective corporate governance framework; (ii) The
rights and equitable treatment of shareholders and key ownership functions; (iii)
Institutional investors, stock markets, and other intermediaries; (iv) Disclosure
and transparency; (v). The responsibilities of the board; (vi). Sustainability and
resilience. Each of the principles goes on to list a series of supporting principles
and sub-principles.

Five of the six principles have remained unchanged, with the

azyoccD prncies revision being the insertion of principles relating to

// “Sustainability and inclusion”. This, the document avers,

4 reflects the desire of member countries to get guidance on

- ‘ environmental and social risks and opportunities, their

'& disclosures, and the accompanying role of shareholders,

> stakeholders, and the board. The “rights of stakeholders”, one

@)osco of the principles dating back to 1999, has been integrated

within these. Although the other five principles remain

unchanged, a substantial number of changes have been incorporated

throughout, including the inclusion of the role of digital technologies in the
supervision of and adherence to good governance practices.

A reading of these principles will show how Indian regulations compare well with
the best-in-class globally. Nonetheless, the revisions are a pointer to the tweaks
and progressive changes that we should come to expect in our markets.

Its subscribers can access the blog by clicking this link or typing the following url:
https://www.business-standard.com/opinion/columns/oecd-gives-governance-a-
SusinessSandard | ofrosh-123102400899 1.html

B S A modified version of this blog was published in Business Standard on 25 October 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 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 (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 just 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.

[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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