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Regulators will drive the ESG agenda

With a 10% shareholding threshold to propose resolutions linked to
climate or otherwise, investors have a limited ability to set the ESG
agenda. They will need to engage with companies, seeking disclosures,
targets, and transition strategies on ESG linked issues while the agenda is
set by the regulators.

The Securities and Exchange Board of India (SEBI) constituted ESG (-
Environment, Social and Governance) committee submitted its report in February
2023. Navneet Munot of HDFC Asset Management chaired the committee (-
disclosure, I was a member). Based on this report SEBI sought public comments
on a comprehensive set of issues. First, the regulatory framework for ESG
Disclosures by listed entities, second on ESG Ratings in the securities market and
third ESG Investing by Mutual Funds. It separately invited comments on the
regulatory framework for ESG Ratings Providers (ERPs). Based on the consultations
and feedback, the SEBI Board on 29 March signed off on a regulatory framework
enabling us to determine the direction its regulations will take. Even as we await
the final set of rules, there are a few pointers.

Navneet Munot believes that SEBI has “taken a holistic approach focusing on the
Disclosure-Rating-Investment trinity."”
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https://www.sebi.gov.in/reports-and-statistics/reports/feb-2023/consultation-paper-on-esg-disclosures-ratings-and-investing_68193.html
https://www.sebi.gov.in/reports-and-statistics/reports/feb-2023/consultation-paper-on-regulatory-framework-for-esg-rating-providers-erps-in-securities-market_68337.html
https://www.sebi.gov.in/media/press-releases/mar-2023/sebi-board-meeting_69552.html
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Turning first to disclosures. SEBI made ESG reporting using the BRSR framework
mandatory for the top-1000 listed companies from FY 2022-23 onwards. For FY
2021-22, it was voluntary. While companies have just begun reporting, a few
issues need addressing.

There are several issues that are likely to be addressed regarding disclosures.
The first being how relevant is the global ask. Global disclosures do not always
resonate with what is seen as being critical either to Indian companies or to our
economy. Asking for a ‘racial equity audit to identify adverse impacts on non-
white stakeholders’ or ‘asking companies in the financial sector to set policies
ending or restricting financing fossil fuels,” are just two examples. Companies will
have no reason to address the first and the second is at odds with our current
national priorities.

There is then the issue of greenwashing, which is nothing but putting a spin to
show that a company’s activities have a greater positive environmental impact
than they actually do. Greenwashing is likely to be addressed through seeking
reasonable assurance on nine parameters, referred to as ‘BRSR Core.’ These nine
parameters are reflective of India’s unique ESG challenges. The BRSR Core is
expected to substantially facilitate this data capture. And as reasonable
assurance can only be provided if there is clarity on parameters and their
measure, these have been specified and such assurance has been made
mandatory for the top 150 companies from 2023-24 expanding to 1000, in two
steps, by 2026-27. For many entities, in addition to their own operations, the
supply chain needs monitoring.

“This proposed roadmap for enhancing BRSR disclosures, including assurance
with a glide path is aimed at addressing the need for relevant, credible and
comparable data, while keeping in mind the cost of compliance,” asserts Mr.
Munot.

On ratings, the focus is on India-centric parameters and standards. In calling for
a more standardized approach, the focus is on minimum specified criterion -
although ERPs are free to add to these. As with almost all of SEBI's regulations,
the emphasis here too is on disclosures of such ratings and the underlying
rationale.

The third pillar are investors. Although less than US$ 1.5 billion of AUM invested
in ESG-linked themes in our market, global estimates going as high as US$ 8
trillion, suggest that the Indian fund management industry is soon set to
embrace this theme.
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Funds can expect more disclosures around ESG, including engagement
reporting. And in anticipation of a coming rush of funds, ESG Schemes are likely
to be moved to a category of their own (- like large-mid-and-small cap) rather
than a theme, allowing more stringent reporting.

The question to ask is, will SEBI and regulators continue guide companies on how
to navigate the ESG waters? Do investors or stakeholders have a role?

In the US they believe they do. Shareholders here have already filed 542
shareholder resolutions on ESG issues this year, in line with 2022 which had a
final total of 627. Contrary to what one might expect, such proposals are less
common in continental Europe, partly because funds are less activist or unwilling
dictate company strategy. This is also explained by the different regulatory
thresholds for submitting shareholder proposals. Under SEC rules, this can vary
from $2,000, $15,000, or $25,000, depending on the holding period. In Europe, this
is higher, at 5% of the share capital, but member states may have other
restrictions. For example, in Netherland such proposals need board approval.

ClientEarth, a registered environmental charity, has created two guides, for
Europe and Asia, for regulations on climate-related shareholders resolutions.
Cyril S. Shroff, Managing Partner, Anchal Dhir, Partner, and Richa Roy, Partner, of
Cyril Amarchand Mangaldas; Umakanth Varottil, Associate Professor at the
Faculty of Law, National University of Singapore contributed on the section on
India.

The rules in India require 10% shareholders to propose a resolution - liked to
climate or otherwise. Further climate and social matters do not typically fall within
the types of matters that investors can ordinarily bring to vote. So, investors will
engage with companies, seeking disclosures, targets, and transition strategies.
Companies will do what they need to. But it will be the regulations that will drive
the ESG agenda.

The newspapers subscribers can access the blog by clicking this link or typing the
following in your url: https://www.business-standard.com/opinion/columns/requlators-
Business Standard ~ Will-drive-the-esg-agenda-123052301213 1.html

B A modified version of this blog was published in Business Standard on 24 May 2023.
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https://blogs.law.ox.ac.uk/oblb/blog-post/2023/03/why-climate-related-and-social-shareholder-proposals-are-difficult-and-rare
https://blogs.law.ox.ac.uk/oblb/blog-post/2023/03/why-climate-related-and-social-shareholder-proposals-are-difficult-and-rare
https://www.clientearth.org/latest/documents/know-your-rights-a-guide-for-institutional-investors-to-the-law-on-climate-related-shareholder-resolutions/
https://www.clientearth.org/latest/documents/net-zero-engagement-in-asia/
https://www.business-standard.com/opinion/columns/regulators-will-drive-the-esg-agenda-123052301213_1.html
https://www.business-standard.com/opinion/columns/regulators-will-drive-the-esg-agenda-123052301213_1.html
https://www.business-standard.com/opinion/columns/regulators-will-drive-the-esg-agenda-123052301213_1.html
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Disclaimer

This document has been prepared 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, TiAS is under no obligation to update or keep the information current. Nevertheless, IliAS 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 IiAS’ services or might be shareholders of LiAS. LiAS 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 LiAS. 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: 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 over 1014 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 capital 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 opinion, research and data on
corporate governance and ESG issues and currently issues voting recommendations on
shareholder meetings for over 1014 companies.

liIAS 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 and an empanelled ESG Rating Provider with AMFL. TiAS is a
signatory to UN supported PRI.

liAS 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.

liIAS' is institutionally owned and is a SEBI registered entity: proxy advisor registration
number: INH000000024.

25 May 2023 iiasadvisory.com 5



