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Preface

The concept of Independent Directors have gained a worldwide
momentum in the wake of Corporate Governance in recent years
with the advent of various corporate failures such as Satyam Debacle,
Enron Debacle, and several other scandals. Corporate Experts have
always felt the need for the directors to be independent and free
from the influence of the Board. Independent Directors have a key
role in the entire mosaic of corporate governance. It is increasingly
being recognized that independent directors occupy a pivotal position
with respect to the progress of the company. In fact Independent
Directors are considered as both a safeguard and a significant source
of competitive advantage.

So, the phrase independent director is not an oxymoron. It is just a
difficult service to shareholders that is still evolving. Independent
directors with good business sense, strength of character, dedication
and positive attitude are playing a major role in improving corporate
governance. Fortunately, investors are recognising the importance of
such independent directors and superior corporate governance in
companies and are rewarding such companies with a governance
premium. Having strong independent directors is good for all
shareholders, including promoters.

This book is written in simple language explaining the role of
independent director in corporate governance with reference to the
Companies Act, 2013 and best practices followed. This book is useful
for board of directors, company secretary, independent director,
regulators, academician, auditors and person who wants to be an
independent director.
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1. INTRODUCTION

The English word company has its origins in the Old French military
term compaignie (first recorded in 1150), meaning a “body of soldiers”,
originally taken from the Late Latin word companio “companion,
one who eats bread with you”, first attested in the Lex Salica as a
calque of the Germanic expression *gahlaibo (literally, “with bread”),
related to Old High German galeipo “companion” and Gothic gahlaiba
“messmate”. By 1303, the word referred to trade guilds. Usage of
company to mean “business association” was first recorded in 1553
and the abbreviation “co.” dates from 1769.

There are various forms of business organisations for doing business
like Sole Proprietorship, Partnership, Limited Liability Partnership,
company etc. The company with its attributes such as separate legal
entity, perpetual succession, common seal etc. has made it the most
preferred mode to carry on giant business ventures. The significance
of companies in everyday life has increased to such a great extent that
every country has a bundle of legislations specifically regulating them.

The Directors form a vital organ of the company. Even though the
company has its own legal existence, they can act only through human
beings. The role of the director in a company is similar to the role
of the brain in the human body as they deal with the operation and
management of the company. The Directors act as managers, trustees,
agents etc. for the corporate body. The basic principles of agency
govern the relations of the Directors with the company and of the
person dealing with the company through its Directors. The Director
steps into the shoes of the trustee while dealing with the company’s
funds and property.

Broadly, there are three types of directors.

. Full time, executive director who is normally a paid employee of
a company having some functional responsibility.

. Non-executive but non independent director who is normally a
promoter of the company or having high stakes in the company.

. And finally independent directors who are not full time
directors. There is another class of directors known as nominee
directors representing some interests like lending institutions etc.

An executive director, by very nature has much more responsibilities
than non executive directors. In law it is their responsibility to
ensure compliance with provisions of law failing which they could
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be held liable as officers in default. As far as independent directors
are concerned, their role is to contribute to the development of the
corporate strategy and to review the performance of the management
in meeting the agreed goals and objectives, with their wide experience
and fresh perspectives and also to add value to the company in various
other areas through their knowledge.

1.1. Snapshot of Directors of Indian Listed Companies

v

v

9,698 individuals are on the boards of 1,492 NSE-listed
companies.

These 9,698 individuals occupy a total of 13,663
directorship positions in 1,492 companies listed at NSE
and 1,294 companies listed on BSE.

Of these 9,698 individuals -

— 7,411 hold only 1 directorship each in companies
listed on NSE & BSE.

— 4,373 hold only independent directorship positions
in NSE listed companies.

— Only 1,301 are women (13.42%), occupying a total
of 1,752 directorships. There is atleast one woman
on the board of 1,401 NSE listed companies.

— 307 individuals holding 351 directorship positions
in NSE listed companies are foreign nationals.

— 225 individuals hold 5 or more than 5 directorships
in companies listed on NSE & BSE.

— 349 individuals are from Civil services, occupying a
total of 570 directorships in NSE listed companies.

Of 1,492 companies, 585 have a non-executive chairman,
of which 269 companies have Promoter-Directors as Non-
Executive chairman.

The average age of directors is 59 years.

The youngest director is aged around 23 years and the
oldest is around 96 years.

11 individuals are below the age of 25 and 1,502
individuals are above 70 years.
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1.2.

v

v

47.74% of directorship positions are held by post-
graduates.

1,948 (20.09%) are Chartered Accountants, 177 (1.83%) are
Company Secretaries and 39 (0.40%) are Cost Accountants.

530 (5.47%) are lawyers.
76 are medical doctors.

1,757 are engineers.

(The above information is based on all NSE listed companies —
status as on 16th August, 2015.)

Snapshot of Independent Directors of Indian Listed Companies

v

4,694 Independent Directors are on the boards of 1,492
NSE listed companies.

These 4,694 individuals occupy a total of 6,281
independent directorship positions on 1,461 NSE listed
companies.

These 4,694 individuals also occupy 428 non-independent
directorship positions on 327 NSE listed companies.

Of these 4,694 individuals —

— 3,792 hold only 1 independent directorship position
each in NSE listed companies.

— 4,373 hold only independent directorship positions
in NSE listed companies.

—  Only 633 are women (13.49%), occupying a total of
844 independent directorship positions in 796 NSE
listed companies.

— 125 individuals holding 145 independent
directorship positions in NSE listed companies are
foreign nationals.

— 196 hold 5 or more 5 directorships in companies
listed on NSE & BSE.

0 96 hold 5 or more than 5 independent
directorships in NSE listed companies.
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) 258 individuals are from Civil services
occupying 436 independent directorship
positions in NSE listed companies.

The average age of independent directors is 63 years.

The youngest independent director is aged around 25 years
and the oldest is around 96 years.

1,126 individuals who are above 70 years hold 2,020
independent directorship positions.

957 (20.39%) are Chartered Accountants, 80 (1.70%) are
Company Secretaries and 17 (0.36%) are Cost Accountants.

384 (8.18%) are lawyers.
53 are medical doctors.
755 are engineers.

There are a total of 6,281 independent directorship
positions on 1,492 NSE listed companies, giving an average
of 4.21 independent directors per company.
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2. WHO IS AN INDEPENDENT DIRECTOR?

The Cadbury Report defines independent directors as persons who
“apart from their directors’ fees and shareholdings, are independent
of the management and free from any business or other relationships
which could materially interfere with the exercise of their independent
judgment.”

Higgs’ definition of Independent director is that “a non-executive
director is considered independent when the board determines that
the director is independent in character and judgment and there are no
relationships or circumstances which could affect, or appear to affect,
the director’s judgment”.

Definition of Independent Director within the meaning of Rule 4200
of the NASDAQ Stock Market —

“Independent director means a person other than an executive
officer or employee of the company or any other individual having a
relationship which, in the opinion of the issuer’s board of directors,
would interfere with the exercise of independent judgment in carrying
out the responsibilities of a director. The following persons shall not
be considered independent:

(A) A director who is, or at any time during the past three years was,
employed by the company or by any parent or subsidiary of the
company;

(B) A director who accepted or who has a Family Member who
accepted any compensation from the company in excess of
$ 100,000 during any period of twelve consecutive months
within the three years preceding the determination of
independence, other than the following:

(i)  Compensation for board or board committee service;

(ii) Compensation paid to a Family Member who is an
employee (other than an executive officer) of the company;
or

(iii) Benefits under a tax-qualified retirement plan, or non-
discretionary compensation, Provided, however, that in
addition to the requirements contained in this paragraph
(B), Audit committee members are also subject to
additional, more stringent requirements under Rule
4350(d).
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A director who is a Family Member of an individual who is, or
at any time during the past three years was, employed by the
company as an executive officer;

A director who is, or has a Family Member who is, a partner
in, or a controlling shareholder or an executive officer of, any
organisation to which the company made, or from which the
company received, payments for property or services in the
current or any of the past three fiscal years that exceed 5%
of the recipient’s consolidated gross revenues for that year, or
$ 200,000, whichever is more, other than the following:

(i)  Payments arising solely from investments in the company’s
securities; or

(ii) Payments under non-discretionary charitable contribution
matching programmes.

A director of the issuer who is, or has a Family Member who is,
employed as an executive officer of another entity where at any
time during the past three years any of the executive officers of
the issuer serve on the compensation committee of such other
entity; or

A director who is, or has a Family Member who is, a current
partner of the company’s outside auditor, or was a partner or
employee of the company’s outside auditor who worked on the
company’s audit at any time during any of the past three years.

In the case of an investment company, in lieu of paragraphs
(A)—(F), a director who is an “interested person” of the company
as defined in Section 2(a)(19) of the Investment Company Act of
1940, other than in his or her capacity as a member of the board
of directors or any board committee.”

According to amended Clause 49 of Listing Agreement —

“Independent director shall mean a non-executive director, other than
a nominee director of the company:

a.

Who, in the opinion of the Board, is a person of integrity and
possesses relevant expertise and experience;

(i) Who is or was not a promoter of the company or its
holding, subsidiary or associate company;

(ii) Who is not related to promoters or directors in the
company, its holding, subsidiary or associate company;
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Apart from receiving director’s remuneration, has or had no
material pecuniary relationship with the company, its holding,
subsidiary or associate company, or their promoters, or directors,
during the two immediately preceding financial years or during
the current financial year;

None of whose relatives has or had pecuniary relationship or
transaction with the company, its holding, subsidiary or associate
company, or their promoters, or directors, amounting to two per
cent or more of its gross turnover or total income or fifty lakh
rupees or such higher amount as may be prescribed, whichever
is lower, during the two immediately preceding financial years
or during the current financial year;

Who, neither himself nor any of his relatives —

(i) Holds or has held the position of a key managerial
personnel or is or has been employee of the company or
its holding, subsidiary or associate company in any of the
three financial years immediately preceding the financial
year in which he is proposed to be appointed;

(ii) Is or has been an employee or proprietor or a partner, in
any of the three financial years immediately preceding the
financial year in which he is proposed to be appointed,
of —

(A) A firm or auditors or company secretaries in
practice or cost auditors of the company or its
holding, subsidiary or associate company, or

(B) Any legal or a consulting firm that has or had
any transaction with the company, its holding,
subsidiary or associate company amounting to ten
per cent or more of the gross turnover of such firm;

(iii) Holds together with his relatives two per cent or more of
the total voting power of the company; or

(iv) Is a Chief Executive or director, by whatever name called,
of any non-profit organisation that receives twenty-five per
cent or more of its receipts from the company, any of its
promoters, directors or its holding, subsidiary or associate
company or that holds two per cent or more of the total
voting power of the company;
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f.

(v) Is a material supplier, service provider or customer or a
lessor or lessee of the company;

Who is not less than 21 years of age.

According to Section 149(6) of the Companies Act, 2013 -

“An independent director in relation to a company, means a director
other than a managing director or a whole-time director or a nominee
director,—

(a)

(b)

Who, in the opinion of the Board, is a person of integrity and
possesses relevant expertise and experience;

(i) Who is or was not a promoter of the company or its
holding, subsidiary or associate company;

(ii) Who is not related to promoters or directors in the
company, its holding, subsidiary or associate company;

Who has or had no pecuniary relationship with the company, its
holding, subsidiary or associate company, or their promoters, or
directors, during the two immediately preceding financial years
or during the current financial year;

None of whose relatives has or had pecuniary relationship or
transaction with the company, its holding, subsidiary or associate
company, or their promoters, or directors, amounting to two per
cent. or more of its gross turnover or total income or fifty lakh
rupees or such higher amount as may be prescribed, whichever
is lower, during the two immediately preceding financial years
or during the current financial year;

Who, neither himself nor any of his relatives—

(i) Holds or has held the position of a key managerial
personnel or is or has been employee of the company or
its holding, subsidiary or associate company in any of the
three financial years immediately preceding the financial
year in which he is proposed to be appointed;

(ii) Is or has been an employee or proprietor or a partner, in
any of the three financial years immediately preceding the
financial year in which he is proposed to be appointed,
of—

(A) A firm of auditors or company secretaries in practice
or cost auditors of the company or its holding,
subsidiary or associate company; or
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(B) Any legal or a consulting firm that has or had
any transaction with the company, its holding,
subsidiary or associate company amounting to ten
per cent or more of the gross turnover of such firm;

(iii) Holds together with his relatives two per
cent or more of the total voting power of the
company; or

(iv) Is a Chief Executive or director, by whatever
name called, of any non profit organisation
that receives twenty-five per cent or more
of its receipts from the company, any of its
promoters, directors or its holding, subsidiary
or associate company or that holds two per
cent or more of the total voting power of the
company; or

(f)  Who possesses such other qualifications as may be prescribed.”

In other words, independent director is defined to mean directors
who apart from receiving director’s remuneration, do not have
any other material pecuniary relation or transactions with the
company, its promoters, its management or its subsidiaries,
which in the judgment of the board may affect independence of
judgment of directors.

Origin of concept of Independent Directors

The concept of “Independent Director’ entered the corporate world
en route through US, though in latent form, as “outside director”
supposed to fulfil the advisory role. The genesis of actual Independent
Directors began only in 1970s, as part of Corporate Governance reforms
to fulfill the monitoring role. During this transition period, concept
of Independent Directors got widespread prevalence, and so is, their
rise on boards and various mechanisms to enhance the independence
criteria. The position of Independent Directors consolidated in the
Corporate Governance framework during hostile takeover period,
with recognition of their role in enhancing shareholders prosperity.
Subsequently, number of frauds in UK resulted in commissioning of
Cadbury Committee on Corporate Governance in 1992, which provided
broadened definition of Independent Directors, their role and relation
in the company. In 1997, Hampel committee (UK) and Blue Ribbon
Committee (US), further defined and enhanced the role of Independent
Directors.
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The paradigm shift however, occurred after number of corporate
failures like WorldCom and Enron, with passing of Sarbanes-Oxley
(SOX) legislation. The act not only reinvented the role of Independent
Directors but also made various corporate actions a necessity and
increased the legal complexity. The SOX requires all the members
of the audit committees to be independent with redefined roles and
enforces strict penalties for any transgression. Higgs report (2003)
on effectiveness of non-executive directors and Smith Report (2005)
on audit committees, after the happenings in US, provided a big
thrust to concrete the position of Independent Directors in Corporate
Governance framework of UK.

Origin of concept of Independent directors in India

The term “Independent Director” was first introduced in the Indian
corporate arena through the Kumar Manglam Birla Committee,
formulated by SEBI, to start up reforms in the area of Corporate
Governance. It soon found entry into corporate books, after Clause
49 was incorporated in Listing Agreement by SEBI. The Birla Report
stipulates, “Independent Directors are directors who apart from
receiving directors’ remuneration do not have any other material
pecuniary relationship or transactions with company, its promoters, its
management or its subsidiaries, which in the judgement of the board
may affect their independence of judgement”. In the background of
Enron debacle and sequel to SOX in US, Ministry of Company Affairs
(MCA, then known as DCA) then constituted, the Naresh Chandra
Committee, which gave governance some more thought.

Committee recommendations were though much inclined towards
audit and auditors; but it did brought some new thoughts to institution
of Independent Directors. It recommended Independent Directors
should not be less than fifty per cent of the board. Nominee directors
of lending institutions should not be considered as independents. The
recommendations encompassing the audit committees were identical to
those of SOX, requiring all members of committee to be independent
and having written charter for its function. It also provided impetus
to Independent Directors’ remuneration, training and recommended
to exempt them from criminal and civil liabilities. In 2003, SEBI
constituted the Narayana Murthy Committee with terms overlapping
with that of Chandra Committee, whose recommendations were
incorporated in the Clause 49 by amending it in 2004.

The Murthy report adopted the same definition of Independent
Directors as formulated by the Chandra Committee, however, without

10
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the condition of nine-year term. It also pondered view on the
qualification and remuneration of Independent Directors and stressed
on the need for evaluating performance of non-executive directors.
The committee also enhanced the view of previous Chandra Report
on audit committee, redefining its role and responsibilities, however,
rejected the treatment of nominee directors of financial institutions at
par with Independent Director. Sequel to implementation of Murthy
Committee recommendation in Clause 49, MCA constituted another
committee in December 2004 under the Chairmanship of Shri J. J.
Irani, to give Corporate Governance a legislative stamp by revamping
the Companies Act, 1956.

The Irani Committee came up with several recommendations in
relation to the Independent Directors that were in conflict with the
extant Clause 49 and/or the views of the Murthy Committee, e.g. (a)
providing for several exemptions based on size and extent of public
ownership in a mandatory Corporate Governance framework so as
to optimise compliance costs while maintaining a desired level of
regulatory rigour; (b) the criteria for “independence” of Independent
Directors is proposed to be weakened significantly; (c) the mandatory
requirement of Independent Directors to constitute one-half of the
Board be weakened to one-third of the total members of the Board
(d) abolition of age limits for Independent Directors. The present
Corporate Governance framework encompassing the Independent
Directors is through Clause 49 based on the Murthy Report.

Necessity of Independent directors on the Board

There are several benefits that arise out of appointment of independent
directors on the Board of a company —

v They compensate for the management weaknesses in a company.

v They not only strengthen the accounting controls, but also
ensure legal and ethical behaviour at the company.

v They help a company survive, grow, and flourish over time
through improved succession planning through membership in
the various committees.

v They help in improving the brand of a company through
contacts, expertise, and access to debt and equity capital.

v Last but not the least, independent directors act as a great source
of well-conceived, binding, long-term decisions of a company.

11
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3. WHAT IS CORPORATE GOVERNANCE?

Corporate Governance is generally understood as the framework of
rules, relationships, systems and processes within and by which
authority is exercised and controlled in corporations.

“Corporate” is the adjective meaning “of or relating to a corporation”
derived from the noun corporation. A corporation is an organisation
created (incorporated) by a group of shareholders who have ownership
of the corporation. “Governance” has Latin origins that suggest the
notion of ‘steering’. It deals with the processes and systems by which
an organisation or society operates.

In a narrow sense, corporate governance involves a set of relationship
amongst the company’s management, its board of directors,
shareholders and other stakeholders. These relationships, which
involve various rules and incentives, provide the structure through
which the objectives of the company are set, and the means of
attaining those objectives and monitoring performance are determined.

In a broader sense, however, good corporate governance is the extent
to which companies are run in an open and honest manner - is
important for overall market confidence, the efficiency of international
capital allocation, the renewal of countries’ industrial bases, and
ultimately the nations’ overall wealth and welfare.

Corporate governance is important for the following reasons:

a) It lays down the framework for creating long-term trust between
companies and the external providers of capital.

b) It improves strategic thinking at the top by inducting
independent directors who bring a wealth of experience, and a
host of new ideas.

c¢) It rationalises the management and monitoring of risk that a firm
faces globally.

d) It limits the liability of top management and directors, by
carefully articulating the decision making process.

e) It has long-term reputational effects among key stakeholders,
both internally (employees) and externally (clients, communities,
political/regulatory agents).

12
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The main principles of corporate governance are:—

Discipline — universally accepted behaviour
Transparency — candid, accurate, timely information
Independence — no board/committee conflicts (of interest)
Accountability — by law/statute to company
Responsibility — to relevant stakeholders

Fairness — Current & future interests/minorities

Social responsibility — Not discriminatory or exploitive
environmentally and personally

13
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4. COMMITTEES ON CORPORATE GOVERNANCE

Higgs Review

Sir Derek Alan Higgs (3rd April, 1944 — 28th April, 2008) was
an English businessman and merchant banker. He was knighted
in 2004. After graduating from the University of Bristol in 1966,
Sir Derek joined Price Waterhouse, a large accountancy firm, and
after training he qualified as a Chartered Accountant. In 1969
he became a corporate finance executive at Baring Brothers, a
merchant bank. He moved-on and joined S. G. Warburg & Co.
in 1972 and continued his career in merchant banking. He was
also a board member of several companies including Prudential,
British Land, and Coventry City Football Club.

In 2002 the British Labour Government commissioned Sir
Derek to chair the “Review of the role and effectiveness of non-
executive directors”. The report, widely known as the “Higgs
review” or “Higgs report”, was published on 20 January, 2003
and many of its recommendations for large companies have
been implemented. It reviewed of the role and effectiveness of
non-executive directors and of the audit committee, aiming at
improving and strengthening the existing Combined Code. He
advocated more provisions with more stringent criteria for the
board composition and evaluation of independent directors.
According to Higgs, the key characteristics of an effective unitary
board are —

. A chairman who has a strong, complementary relationship
with the chief executive and the members of the Board is
a central element of an effective board.

. A proper balance of skills and experience and the need
for boards to include both executive and non-executive
directors in the boardroom, such that no one group or
individual dominates.

. The Board as a whole should be well informed about the
company.
. The non-executive directors should meet as a group at least

once a year without the chairman or executive directors
present. There should be a statement in the annual report
on whether the non-executive directors have met without
the chairman or executives present.
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b)

Blue Ribbon Committee

In October 1998, the New York Stock Exchange and the National
Association of Securities Dealers created the Blue Ribbon
Committee on Improving the Effectiveness of Corporate Audit
Committees. The Blue Ribbon Committee was headed by John
C. Whitehead (Former Deputy Secretary of State and Retired
Co-Chairman and Senior Partner Goldman, Sachs & Co.) and
Ira M. Millstein (Senior Partner Weil, Gotshal & Manges LLP).
In February 1999, the committee issued its report, which
contains ten recommendations designed to (1) strengthen the
independence of audit committees; (2) increase the effectiveness
of audit committees; and (3) improve the relationship between
boards and their audit committees the activities of auditors
and management. In December 1999, the Securities Exchange
Commission approved changes to its rules to implement several
of the Blue Ribbon Committee’s recommendations with respect
to audit committee composition and practices. Some of the
important recommendations of the Blue Ribbon Committee are
as follows:

1)  Members of the audit committee shall be considered
independent.

2)  Listed companies with a market capitalisation above
$ 200 million (or a more appropriate measure for
identifying smaller-sized companies should have an audit
committee comprised solely of independent directors.

3)  An audit committee should have a minimum of three
directors, each of whom is financially literate.

4) A formal written charter should be adopted by the listed
company.

5)  Audit committee for each reporting company to disclose in
the company’s proxy statement for its annual meeting of
shareholders certain information with regard to the audit
committee.

6)  Audit committee charter for every listed company should
specify that the outside auditor is ultimately accountable
to the board of directors and the audit committee.

7)  Audit committee charter for every listed company specify
that the audit committee is responsible for ensuring its

15



ROLE OF INDEPENDENT DIRECTORS IN CORPORATE GOVERNANCE

16

receipt from the outside auditors of a formal written
statement delineating all relationships between the auditor
and the company.

8) Company’s outside auditor should discuss with the audit
committee.

9) A letter from the audit committee in the company’s annual
report.

Cadbury Report

The Cadbury Report, titled “Financial Aspects of Corporate
Governance”, is a report of the committee chaired by Adrian
Cadbury that sets out recommendations on the arrangement of
company boards and accounting systems to mitigate corporate
governance risks and failures. The report was published in 1992.
The report’s recommendations have been adopted in varying
degree by the European Union, the United States, the World
Bank, and others. The Committee was set up in May 1991 by
the Financial Reporting Council, the London Stock Exchange and
the Accountancy Profession to address the financial aspects of
corporate governance. Some of the main recommendations made
are as follows:

. The majority of non-executive directors should be
independent of management and free from any business
or other relationship;

. Non-executive directors should be appointed for specified
terms;

. Service contracts should not exceed three years;

. Executive remuneration should be subject to the

recommendations of a Remuneration Committee made up
entirely or mainly of non-executive directors; and

. An Audit Committee, comprising of at least three non-
executives, should be established.

Sir George Adrian Hayhurst Cadbury (born 1929) is a member of
the well-known Cadbury family. He joined the Cadbury business
in 1952 and became Chairman of Cadbury Ltd. in 1965. He
retired as Chairman of Cadbury Schweppes in 1989. He was
a Director of the Bank of England from 1970-94 and of IBM
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d)

from 1975-94. He was Chairman of the UK Committee on the
Financial Aspects of Corporate Governance which published its
Report and Code of Best Practice (“Cadbury Report and Code”)
in December 1992. He was member of the OECD Business Sector
Advisory Group on Corporate Governance. His publications
include: Ethical Managers Make Their Own Rules; The Company
Chairman; Corporate Governance and Chairmanship: A Personal
View.

Greenbury Report

The Greenbury Report released in 1995 was the product of a
committee established by the United Kingdom Confederation
of Business and Industry on corporate governance which was
chaired by Sir Richard Greenbury. It followed in the tradition of
the Cadbury Report and addressed a growing concern about the
level of director remuneration. The modern result of the report is
found in the Combined Code at section B. The four main issues
that were dealt with are as follows:

. The role of a Remuneration Committee in setting the
remuneration packages for the CEO and other directors;

. The required level of disclosure needed by shareholders
regarding details of directors remuneration and whether
there is the need to obtain shareholder approval;

. Specific guidelines for determining a remuneration policy
for directors; and

. service contracts and provisions binding the company to
pay compensation to a director, particularly in the event
of dismissal for unsatisfactory performance.

Sir Richard Greenbury (born 1936) was chairman and chief
executive of the British retailer Marks and Spencer from 1988
to 1999. During his tenure, the company continued to grow
strongly until it reached its peak in 1997 and 1998 when it was
the second most profitable retailer in the world after Wal-Mart,
and the ninth largest company in Britain.

Smith Report

The Smith Report was a report on corporate governance
submitted to the UK government in 2003. It was a report and
proposed guidance by an FRC (Financial Reporting Council)
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appointed group chaired by Sir Robert Smith. It was concerned
with the independence of auditors in the wake of the collapse
of Arthur Andersen and the Enron scandal in the US in 2002.
Its recommendations now form part of the Combined Code on
corporate governance, applicable through the Listing Rules for
the London Stock Exchange. It was substantially influenced by
the views taken by the EU Commission. One important point
was that an auditor himself should look at whether a company’s
corporate governance structure provides safeguards to preserve
his own independence.

Robert Haldane Smith, Baron Smith of Kelvin (born 8th August,
1944) is a Scottish businessman, most notably known as a
former Governor of the British Broadcasting Corporation before
the advent of the BBC Trust. He is the present Chancellor of the
University of the West of Scotland. He is currently Chairman of
The Weir Group plc and Scottish and Southern Energy and a
non-Executive Director of 3i Group plc, Standard Bank Group
Limited, and Aegon UK plc. He is also Patron of the Scottish
Community Foundation. Smith was a member of the Financial
Services Authority from 1997 to 2000 and is a member of the
Financial Reporting Council. As Chairman of the FRC Group on
Audit Committees Combined Code Guidance he was responsible
for The Smith Report (2003).

King Report

In 1994 the King Report on Corporate Governance (King I) was
published by the King Committee on Corporate Governance,
headed by former High Court judge, Mervyn King S.C. King I,
incorporating a Code of Corporate Practices and Conduct, was
the first of its kind in the country and was aimed at promoting
the highest standards of corporate governance in South Africa.

Over and above the financial and regulatory aspects of corporate
governance, King I advocated an integrated approach to good
governance in the interests of a wide range of stakeholders.
Although groundbreaking at the time, the evolving global
economic environment together with recent legislative
developments necessitated that King I be updated. To this end,
the King Committee on Corporate Governance developed the
King Report on Corporate Governance for South Africa, 2002
(King 1II).
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h)

The King Committee, formed in 1993 by the Institute of Directors
in Southern Africa (IoD) was established to investigate the
role of boards of directors in South African firms. Chaired by
businessman and former judge Mervyn E. King, the committee
included Phillip Armstrong, Nigel Payne, and Richard Wilkinson.
Mervyn E. King is senior counsel and former judge on the
Supreme Court of South Africa, “Professor extraordinaire” at
the College of Economic and Management Sciences of the
University of South Africa, Chairman of the King Committee on
corporate governance in South Africa, Member of the private
sector advisory group on corporate governance to the World
Bank and Chairman of the Eminent Persons Group to review the
governance and oversight of the United Nations.

Turnbull Report

“Internal Control: Guidance for Directors on the Combined Code”
(1999) also known as the “Turnbull Report” is a report drawn
up with the London Stock Exchange for listed companies. The
committee which wrote the report was chaired by Nigel Turnbull
of The Rank Group plc. The report informs directors of their
obligations under the Combined Code with regard to keeping
good “internal controls” in their companies, or having good
audits and checks to ensure the quality of financial reporting
and catch any fraud before it becomes a problem. The Combined
Code on Corporate Governance is a set of principles of good
corporate governance and provides a code of best practice aimed
at companies listed on the London Stock Exchange.

Nigel Turnbull graduated as a scientist from St. Andrews
University and was then articled as an accountant in the City
of London. He joined The Rank Group as finance director in
1987, retiring in 1999. He was chairman of the working party
responsible for providing guidance to directors on internal
control which created the Turnbull Report. In addition to his
position with The Risk Advisory Group, he is on the council of
the Institute of Chartered Accountants in England and Wales,
and is chairman or non-executive director of a number of
companies.

Hampel Report

The Hampel Committee was established in 1996 to review
and revise the earlier recommendations of the Cadbury and
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Greenbury Committees. It was recognised that good corporate
governance will largely depend on the particular situation
of each company. Hampel viewed governance from a strict
principal/agent perspective regarding corporate governance
as an opportunity to enhance long-term shareholder value,
which was asserted as the primary objective of the company.
This was a new development from the Cadbury and Greenbury
Codes which had primarily focused on preventing the abuse
of the discretionary authority entrusted to management. In
particular, the report favoured greater shareholder involvement
in company affairs. For example, while the report recommended
that unrelated proposals should not be bundled under one
resolution shareholders, particularly institutional shareholders,
were expected to adopt a, ‘considered policy’ on voting.

Another key advance was in the area of accountability and audit.
The Board was identified as having responsibility to maintain
a sound system of internal control, thereby safeguarding
shareholders’ investments (although the Board was not required
to report on the effectiveness of the controls). Further, the Board
was to be held accountable for all aspects of risk management,
as opposed to just the financial controls as recommended by
Cadbury.

The Kumarmangalam Birla Committee on Corporate
Governance

SEBI had constituted a Committee on May 7, 1999 under the
chairmanship of Shri Kumarmangalam Birla, then Member of
the SEBI Board “to promote and raise the standards of corporate
governance”. Based on the recommendations of this Committee,
a new clause 49 was incorporated in the Stock Exchange Listing
Agreements (“Listing Agreements”).

Narayana Murthy Committee Report

The SEBI Committee on Corporate Governance (the “Committee”)
was constituted under the Chairmanship of Shri N. R. Narayana
Murthy, Chairman and Chief Mentor of Infosys Technologies
Limited. The Committee was constituted by SEBI to review the
performance of corporate governance in the country as well as
to determine the role of companies in responding to rumour and
other price sensitive information circulating in the market in
order to enhance the transparency and integrity of the market.
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The Committee submitted its report to SEBI in February 2003.
Some of the important recommendations are:

1)  Audit committees of publicly listed companies should be
required to review the following information mandatorily:

a. Financial statements and draft audit report,
including quarterly/half-yearly financial information;

b. Management discussion and analysis of financial
condition and results of operations;

C. Reports relating to compliance with laws and to risk
management;

d. Management letters/letters of internal control
weaknesses issued by statutory/internal auditors;
and

e. Records of related party transactions.

2)  All audit committee members should be “financially
literate” and at least one member should have accounting
or related financial management expertise.

Adi Godrej Committee Report on Corporate Governance

The committee, headed by industrialist Adi Godrej, was set
up by the Corporate Affairs Ministry in March 2012, for
framing a ‘National Corporate Governance Policy’ to suggest a
comprehensive policy framework to enable corporate governance
of highest quality in all classes of companies without impinging
on their internal autonomy to order their affairs in their
best judgment. The panel had the mandate to elicit opinions
about the “necessity of having a formal policy document on
corporate governance” besides examining the prospects for
making sustainability reporting an integral part of the corporate
governance policy framework. Also, the committee looked
into steps needed for a “comprehensive policy framework to
enable corporate governance of highest quality in all classes
of companies without impinging on their internal autonomy to
order their affairs in their best judgment”.

The ‘Guiding Principles of Corporate Governance’, formulated
by the Committee set up by the Ministry of Corporate Affairs,
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under the chairmanship of Mr. Godrej, presented some practical
suggestions on strengthening corporate governance within
the existing legal framework. The Principles aim to transform
corporate governance from a ‘tick-box’ exercise to an actual
roadmap. The guidelines were presented to Dr. M. Veerappa
Moily, Minister for Corporate Affairs and Power at CII's 8th
International Corporate Governance Summit held on 18th
September, 2012 at Mumbai. The set of 17 guiding principles
covers issues such as the tone at the top, board composition and
diversity, gender diversity, lead independent director, succession
planning, whistle blower, risk management, investor activism,
etc.
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5. CORPORATE GOVERNANCE FRAMEWORK IN INDIA

Clause 49 of the listing agreement with stock exchanges provides the
code of corporate governance prescribed by SEBI for listed Indian
companies. With the introduction of clause 49, compliance with its
requirements is mandatory for such companies. Apart from this, there
is the Corporate Governance Voluntary Guidelines, 2009 issued by the
Ministry of Corporate Affairs. Corporate Governance guidelines have
also been issued for insurance companies.

Guidelines on Corporate Governance for Central Public Sector
Enterprises have also been issued on May 2010.

Clause 49 of the Listing Agreement

SEBI, vide its circular dated February 21, 2000, specified principles of
corporate governance and introduced a new clause 49 in the Listing
agreement of the Stock Exchanges. Listing means admission of the
securities to dealings on a recognised stock exchange. The securities
may be of any public limited company, Central or State Government,
quasi-governmental and other financial institutions/corporations,
municipalities, etc.

The Securities and Exchange Board of India (SEBI), vide its circulars
dated 17th April, 2014, had issued certain amendments to Clause 49
of the Listing Agreement. These amendments followed the overhaul
in the corporate governance norms under the Companies Act, 2013
and the related rules. These amendments are aimed at aligning the
SEBI requirements with the provisions of the 2013 Act and adopting
best practices on corporate governance. The SEBI, subsequently, vide
its circular dated 15th September, 2014, issued further amendments
to Clause 49 to address the concerns and practical difficulties raised
by market participants and to facilitate the listed companies to ensure
compliance with the provisions of revised Clause 49 by also more
closely aligning to the requirements of the Companies Act, 2013. The
revised Clause 49 is applicable to all listed companies with effect from
1st October, 2014.

Clause 49 of the Listing Agreement will be applicable to all companies
whose equity shares are listed on a recognised stock exchange.
However, compliance with the provisions of Clause 49 will not be
mandatory, for the time being, in respect of the following class of
companies:

a. Companies having paid-up equity share capital not exceeding
% 10 crore and Net Worth not exceeding ¥ 25 crore, as on the last
day of the previous financial year;
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Provided that where the provisions of Clause 49 becomes
applicable to a company at a later date, such company shall
comply with the requirements of Clause 49 within six months
from the date on which the provisions became applicable to the
company.

Companies whose equity share capital is listed exclusively on
the SME and SME-ITP Platforms.

For other listed entities which are not companies, but body
corporate (e.g. private and public sector banks, financial
institutions, insurance companies etc.) incorporated under other
statutes, the revised Clause 49 will apply to the extent that
it does not violate their respective statutes and guidelines or
directives issued by the relevant regulatory authorities.

Overview of Clause 49

L.

II.

24

Agrees to comply with the provisions of Clause 49
A.  The Rights of Shareholders
B Role of stakeholders in Corporate Governance
C. Disclosure and transparency
D Responsibilities of the Board
1. Disclosure of Information
2. Key functions of the Board
3. Other responsibilities
Board of Directors
Composition of Board
Independent Directors
Non executive directors’ compensation and disclosures
Other provisions as to Board and Committees

Code of Conduct

Mmoo 0w

Whistle Blower Policy
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II1.

IV.

VI

VII.
VIIL

IX.

XI.

Audit Committee

Qualified and Independent Audit Committee
Meeting of Audit Committee

Powers of Audit Committee

Role of Audit Committee

mo 0w

Review of information by Audit Committee
Nomination and Remuneration Committee
Subsidiary Companies

Risk Management

Related Party Transactions

Disclosures

Related party transactions

Disclosure of Accounting Treatment
Remuneration of Directors

Management

Shareholders

moEog oW

Proceeds from public issues, rights issue, preferential
issues, etc.

CEO/CFO certification

Report on Corporate Governance

Compliance

Annexure X — Information to be placed before Board of Directors

Annexure XI — Format of Quarterly Compliance Report on
Corporate Governance

Annexure XII — Suggested List of Items to Be Included In
the Report on Corporate Governance in the Annual Report of
Companies

Annexure XIII - Non-Mandatory Requirements
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Corporate Governance Voluntary (CGV) Guidelines, 2009

These guidelines have been issued by the Ministry of Corporate Affairs
to further improve corporate governance standards and practices.
These guidelines will provide corporate India a framework to govern
themselves voluntarily as per the highest standards of ethical and
responsible conduct of business. They have been put together based
on CII task force recommendations under the chairmanship of Naresh
Chandra and the recommendations made by Institute of Company
Secretaries.

These guidelines being recommendatory in nature focus on fairness,
transparency, accountability and responsibility by Indian companies.
Corporate Governance Voluntary Guidelines are a set of standard
practices which may be voluntarily adopted by the public companies,
and big private companies.

The Guidelines have six major aspects:

L Board of Directors
a. Appointment of Directors
i. Appointments to the Board
ii. Separation of offices of Chairman and Chief

Executive Officer
iii. Nomination Committee

iv...’ Number of companies in which an individual
become a director

b.  Independent Directors
i. Attributes of Independent directors
ii. Tenure of Independent director

iii.  Independent directors to have the option and
freedom to meet company management periodically

C. Remuneration of Directors
i. Remuneration
ii. Remuneration Committee
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II.

III.

IV.

VI

Responsibilities of the Board
a. Training of Directors

b.  Quality Decision Making

c. Risk Management
d.  Evaluating its own performance
e. Reviewing company’s system of Internal Control

Audit Committee of the Board

a. Constitution

b. Powers

C. Roles and Responsibilities
Auditors

a. Appointment

b. Certificate of Independence
C. Rotation of Auditors

d.  Clarity of Information

e. Internal Auditor

Secretarial Audit
Institution of Mechanism for Whistle Blowing

These guidelines cover a number of additional areas such
as clarity around the directors’ roles and responsibilities,
greater transparency in the appointment of independent
directors, separation of the CEO and board chair roles, limits
on directorships, tenure of independent directors, executive
sessions, the constitution of remuneration panels and increased
transparency and disclosures, structure of compensation for
non-executive directors, clear responsibilities of the board in
oversight of risk management, rotation of audit partners and
firms, and institution of whistle-blowing practices.
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An overview of provisions covering Independent Directors under
CGV Guidelines, 2009 are given below —

i

ii.

iii.

Attributes for Independent Directors

The Board should put in place a policy for specifying
positive attributes of Independent Directors such as
integrity, experience and expertise, foresight, managerial
qualities and ability to read and understand financial
statements. Disclosure about such policy should be made
by the Board in its report to the shareholders. Such a
policy may be subject to approval by shareholders.

All Independent Directors should provide a detailed
Certificate of Independence at the time of their
appointment, and thereafter annually. This certificate
should be placed by the company on its website, if any,
and in case the company is a listed company, also on the
website of the stock exchange where the securities of the
company are listed.

Tenure for Independent Director

An Individual may not remain as an Independent Director
in a company for more than six years. A period of three
years should elapse before such an individual is inducted
in the same company in any capacity. No individual
may be allowed to have more than three tenures as
Independent Director in the manner suggested above.
The maximum number of public companies in which an
individual may serve as an Independent Director should
be restricted to seven.

Independent directors to have the option and freedom to
meet company management periodically

In order to enable Independent Directors to perform
their functions effectively, they should have the option
and freedom to interact with the company management
periodically. Independent Directors should be provided
with adequate independent office space and other
resources and support by the companies including the
power to have access to additional information to enable
them to study and analyse various information and data
provided by the company management.
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Corporate Governance Guidelines for Insurance companies

The Insurance Regulatory and Development Authority has issued
comprehensive corporate governance guidelines for insurance
companies, consolidating the various regulations notified by it from
time to time, covering different operational areas. The guidelines are
on the lines of SEBI’s regulations on corporate governance for listed
corporations.

With respect to the board composition for insurance companies, 50
per cent of the members should be independent if the Chairman’s post
is non-executive, and one-third independent if the company has an
executive Chairman, according to the guidelines.

Auditors, actuaries, directors and senior managers should not
simultaneously hold two positions in the insurance company that can
result in a conflict of interest. (Under the Insurance Act, life insurance
agents cannot be directors of a life insurance company. Also, there
shall be no common directorship between life insurance companies).

Directors of insurance companies also have to make a declaration
that they have not come under adverse notice of any tax or regulatory
agency or any other professional body.

They are also required to enter into a deed of understanding to ensure
that there is a clear understanding of the mutual role of the company
and the board in relation to any corporate governance matter.

The guidelines have recommended the audit, investments, risk
management policy holder protection, and asset liability management
committees (for life insurance companies) as mandatory.

It also recommends encouragement of a whistle-blower policy so that
employees may raise concern about possible irregularities.

Corporate Governance Guidelines for Central Public Sector
Enterprises (CPSEs)

Central Public Sector Enterprises (CPSEs) are those companies in
which the direct holding of the Central Government or other CPSEs is
51% or more. As on 31-3-2014 there were 290 Central Public Sector
Enterprises wherein, 169 are Holding CPSEs and 121 are Subsidiaries.

Majority of these CPSEs are earning profit and have improved their
financial performance over the years. CPSEs are expected to expand
international operations and become global giants, for which effective
Corporate Governance is imperative. Guidelines on Corporate
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Governance have been formulated with the objective that the CPSEs
follow the guidelines in their functioning. Proper implementation
of these guidelines would protect the interest of shareholders and
relevant stakeholders.

The Department of Public Enterprises (DPE) had issued guidelines on
composition of Board of Directors of Central Public Sector Enterprises
(CPSEs) in 1992. According to these guidelines at least one-third of
the Directors on the Board of a CPSE should be non-official Directors.

In November 2001, DPE issued further guidelines on the composition
of Board of Directors of listed CPSEs. It provided that the number of
Independent Directors should be at least one-third of the Board if the
Chairman is non-executive, and not less than 50% if the Board has
an executive Chairman. Relevant extracts of Clause 49 of the Listing
Agreement with Stock Exchanges issued by Securities and Exchange
Board of India (SEBI) forms part of the said guidelines.

To bring in more transparency and accountability in the functioning of
CPSEs, the Government in June, 2007 introduced, for an experimental
period of one year, the Guidelines on Corporate Governance for CPSEs.
These Guidelines were of voluntary nature. Since the issue of these
guidelines, the CPSEs have had the opportunity to implement them for
the whole of the financial year 2008-09. These Guidelines have been
modified and improved upon based on the experience gained during
the experimental period of one year. The Government felt the need for
continuing the adoption of good Corporate Governance Guidelines by
CPSEs for ensuring higher level of transparency and decided to make
these Guidelines mandatory and applicable to all CPSEs.

For the purpose of evolving Guidelines on Corporate Governance,
CPSEs have been categorised into two groups, namely, (i) those listed
on the Stock Exchanges; (ii) those not listed on the Stock Exchanges.

As far as listed CPSEs are concerned, they have to follow the SEBI
Guidelines on Corporate Governance. In addition, they shall follow
those provisions in these Guidelines which do not exist in the SEBI
Guidelines and also do not contradict any of the provisions of the SEBI
Guidelines.

The non-listed CPSEs should follow the Guidelines on Corporate
Governance issued by the Department of Public Enterprises (DPE).

30



ROLE OF INDEPENDENT DIRECTORS IN CORPORATE GOVERNANCE

The major headings covered under the Guidelines are —

Some

ii.

iii.

iv.

vi.

vii.

viii.

ix.

Board of Directors

Audit Committee

Remuneration Committee

Subsidiary Companies

Disclosures

Report, Compliance and Schedule of Implementation
of the important provisions of these guidelines are:

The number of functional directors (including CMD/MD) should
not exceed 50% of the actual strength of the Board.

In case of CPSEs listed in Stock Exchanges, the number of
independent directors should be at least 50% of Board Members.

In case of CPSEs not listed in the Stock Exchanges, at least one-
third of the Board Members should be independent directors.

Nominee Directors appointed by an institution which has
invested in or lent to the company will be deemed to be
Independent Directors.

A director should not be a member in more than 10 committees
or act as Chairman of more than five committees across all
companies in which he is a director.

It should be a mandatory annual requirement for every Director
to inform the company about the committee positions he
occupies in other companies and notify changes as and when
they take place.

The Board should periodically review compliance reports of all
laws applicable to the company, prepared by the company as
well as steps taken by the company to rectify instances of non-
compliances.

The Board should lay down a code of conduct for all Board
Members and senior management of the company.

The Board should have a formal statement of Board Charter
which clearly defines the roles and responsibilities of the Board
and individual directors.

31



ROLE OF INDEPENDENT DIRECTORS IN CORPORATE GOVERNANCE

Xi.

Xii.

Xiii.

Xiv.

XV.

XVi.

XVii.

XViii.

32

The Board should ensure the integration and alignment of the
risk management system with the corporate and operational
objectives and also that risk management is undertaken as a
part of normal business practice and not as a separate task at set
times.

The company concerned should undertake training programme
for its new Board members (Functional, Government, Nominee
and Independent) in the business model of the company
including risk profile of the business of company, responsibility
of respective Directors and the manner in which such
responsibilities are to be discharged. They should also be
imparted training on corporate governance, model code of
business ethics and conduct applicable for the respective
Directors.

The Audit Committee should have minimum three directors as
members. Two-thirds of the members of audit committee should
be independent directors.

Each CPSE shall constitute a Remuneration Committee
comprising of at least three Directors, all of whom should be
part-time Directors (i.e. Nominee Directors or Independent
Directors). The Committee should be headed by an Independent
Director.

At least one Independent Director on the Board of Directors
of the holding company should be a Director on the Board of
Directors of its subsidiary company.

A statement in summary form of transactions with related parties
in the normal and ordinary course of business should be placed
periodically before the Audit Committee.

The company should lay down procedures to inform Board
members about the risk assessment and minimisation
procedures.

There should be a separate section on Corporate Governance in
each Annual Report of company, with details of compliance on
Corporate Governance.

The company should obtain a certificate from either the
auditors or practicing Company Secretary regarding compliance
of conditions of corporate governance as stipulated in the
Guidelines.
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Xix.

XX.

Chairman’s speech in Annual General Meeting (AGM) should
also carry a section on compliance with Corporate Governance
guidelines/norms and should form part of the Annual Reports of
the concerned CPSE.

The CPSEs should submit quarterly progress reports, within 15
days from the close of each quarter, in the format given in the
guidelines, to respective Administrative Ministries/Departments.
The Administrative Ministries will consolidate the information
obtained from the CPSEs and furnish a comprehensive report
to the Department of Public Enterprises by 31st May of
every financial year on the status of compliance of Corporate
Governance Guidelines during the previous financial year by the
CPSEs under their jurisdiction.

Under these guidelines, the expression “Independent Director” shall
mean a part-time Director of the company who:

(a)

Apart from receiving Director’s remuneration, does not have any
material pecuniary relationship or transaction with the company,
its Directors, its senior management or its holding company, its
subsidiaries and associates which may affect independence of
the Director;

Is not related to persons occupying management positions at the
Board level or at one level below the Board;

Has not been a senior executive or managerial personnel of the
company in the immediately preceding three financial years;

Is not a partner or an executive, or was not a partner or an
executive during the preceding three years, of any of the
following:

i) The statutory audit firm or the internal audit firm or tax
audit firm or energy audit firm or management audit firm
or risk audit firm or insurance audit firm that is associated
with the company, and

ii)  The panel advocate(s) or legal firm(s) or consultant(s)
and consulting firm(s) or expert(s) that have a material
association with the company.

Is not a material supplier, service provider or customer or a
lessor or lessee of the company, which may affect independence
of the director;
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(f)  Is not a substantial shareholder of the company i.e. owning two
per cent or more of the block of voting shares.

For this purpose —

(i)  “Associate” shall mean a company which is an “associate” as
defined in Accounting Standard 23 (AS-23), “Accounting for
Investments in Associates in Consolidated Financial Statements”,
issued by the Institute of Chartered Accountants of India.

(i) “Senior management” shall mean personnel of the company
who are members of its core management team excluding Board
of Directors. Normally, this would comprise all members of
management one level below the Functional Directors, including
all functional heads.

(iii) “Relative” shall mean “relative” as defined in Section 2(41) and
Section 6 read with Schedule IA of the Companies Act, 1956.
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6. ROLE OF REGULATORS IN CORPORATE GOVERNANCE

Who is a regulator / regulatory body?

Regulatory or regulator body is basically an independent organisation,
usually established by government that regulates the activities of
companies in an industry.

Regulators are external pressure points for good corporate governance.
Mere compliance with regulatory requirements is not however an ideal
situation in itself. In fact, mere compliance with regulatory pressures
is a minimum requirement of good corporate governance and what are
required are internal pressures, peer pressures and market pressures
to reach higher than minimum standards prescribed by regulatory
agencies.

List of regulators in India

2. Securities and Exchange Board of India (SEBI) — www.sebi.gov.
in

3. Ministry of Corporate Affairs — www.mca.gov.in

4. Reserve Bank of India (RBI) — www.rbi.org.in

5.  Airports Authority of India (AAI) - http://www.airportsindia.org.
in

6. Telecom Regulatory Authority of India — www.trai.gov.in

7. Insurance Regulatory and Development Authority (IRDA) — www.
irdaindia.org

8. Institute of Company Secretaries of India — www.icsi.edu
9. Institute of Chartered Accountants of India (ICAI) — www.icai.org

10. The Institute of Cost and Works Accounts of India (ICWAI) —
www.icwai.org

11. Institute of Actuaries of India — http://www.actuariesindia.org
12. Competition Commission of India — www.cci.gov.in

13. Pension Fund Regulatory and Development Authority (PFRDA)-
www.pfrda.org.in

14. News Broadcasters Association (NBA) — www.nbanewdelhi.com

15. Forward Markets Commission — www.fmc.gov.in
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16. Medical Council of India — www.mciindia.org
17.  Bar Council of India — www.barcouncilofindia.org

18. Petroleum and Natural Gas Regulatory Board — www.pngrb.gov.
in

19. Central Electricity Regulatory Commission — www.cercind.gov.in
20. Khadi and Village Industries Commission — www.kvic.org.in
21. Office of Controller of Certifying Authorities — www.cca.gov.in

22. Food Safety & Standards Authority of India (FSSAI) — www.fssai.
gov.in

23.  Central Pollution Control Board — www.cpcbnic.in
24. Director General of Civil Aviation — www.dgca.nic.in
25. Director General of Shipping — www.dgshipping.com
26. Director General of Foreign Trade — www.dgft.org

27.  Ministry of Micro, Small and Medium Enterprises — http://msme.
gov.in

28. Department of Public Enterprises - http://dpe.nic.in

Role of regulators in harmonizing corporate governance

Ministry of Corporate Affairs (MCA)

The Ministry of Corporate Affairs is the main authority for regulating
and promoting efficient, transparent and accountable form of corporate
governance in the Indian corporate sector. It is constantly working
towards improvement in the legislative framework and administrative
set up, so as to enable easy incorporation and exit of the companies,
as well as convenient compliance of regulations with transparency and
accountability in corporate Governance. It is primarily concerned with
administration of the Companies Act, 2013 and related legislations.

Insurance Regulatory and Development Authority (IRDA)

Insurance Regulatory Development Authority has been entrusted
with the regulatory responsibility to protect the interests of the
policyholders and accordingly would like to ensure that appropriate
governance practices are in place in the insurance companies for
maintenance of solvency, sound long term investment policy and
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assumption of underwriting risks on a prudential basis, particularly as
most of the insurance companies are yet to be listed.

IRDA has therefore evolved Corporate Governance Guidelines for
Insurance companies which will become effective from the financial
year commencing April 1, 2010. These guidelines have been evolved
to ensure fairer corporate governance in public and private insurance
companies to safeguard the investments of lakhs of policy holders and
stakeholders as most of the insurance companies are not listed and
could be open to risks.

The objective of the guidelines is to ensure that the structure,
responsibilities and functions of Board of Directors and the senior
management of the company fully recognise the expectations of all
stakeholders as well as those of the regulator. The structure should
take steps required to adopt sound and prudent principles and
practices for the governance of the company and should have the
ability to quickly address issues of non-compliance or weak oversight
and controls. These guidelines therefore amplify on certain issues
which are covered in the Insurance Act, 1938 and the regulations
framed there under and include measures which are additionally
considered essential by IRDA for adoption by insurance companies.

According to Section 14 of the IRDA Act, 1999, some of the important
functions of the regulatory authority include:

. Protection of the interests of the policy holders in matters
concerning assigning of policy, nomination by policy holders,
insurable interest, settlement of insurance claim, surrender
value of policy and other terms and conditions of contracts of

insurance;
. Promoting efficiency in the conduct of insurance business;
. Calling for information from, undertaking inspection of,

conducting enquiries and investigations including audit of the
insurers, intermediaries, insurance intermediaries and other
organisations connected with the insurance business; etc.

Hence the Insurance Regulator has an important responsibility of
protecting the interests of several policyholders and it needs to
ensure that good governance practices are in place for maintenance
of solvency, sound long-term investment policy and assumption of
underwriting risks on a prudential basis.
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Reserve Bank of India (RBI)
Financial institutions in India can be divided into the following:

. Term-Lending Institutions, governed by the Companies Act, 2013.

. Banks (public sector, private sector (old and new generation
banks, Co-operative Banks) governed by Banking Regulation Act,
1949.

. Finance companies also known as non-banking financial

companies (NBFC) governed by Companies Act, 2013 and
guidelines issued by RBI.

From the perspective of banking industry, corporate governance also
includes in its ambit the manner in which their boards of directors
govern the business and affairs of individual institutions and their
functional relationship with senior management. This is determined
by how banks:

. Set corporate objectives (including generating economic returns
to owners);

. Run the day-to-day operations of the business and;

. Consider the interests of recognised stakeholders i.e., employees,

customers, suppliers, supervisors, governments and the
community and

. Align corporate activities and behaviours with the expectation
that banks will operate in a safe and sound manner, and in
compliance with applicable laws and regulations; and also
protect the interests of depositors, which