India Inc set for board refreshas grandfathering period ends soon

About 400 independent director posts at198 companies are required to be replenished by March 2024

KHUSHBOO TIWARI
Mumbai, 7September

IndiaIncwillsoonbeginasearch
fornearly 400 new independent
directorsasthe10-year
grandfathering period to replace
theexistinglong-tenured
directorsnearsitsend.
Underthe Companies Act,
2013, an independent director
can serve amaximum of two
termsof five years each.
However, directorswhohad
already served the maximum
termasofthedateofthe
Act’samendment were granted
anadditional10 years —known
asthegrandfathering period -to
step down from their positions.
This period ends on
March 31,2024.
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Accordingto an analysis by' India could be affected by this 90havebeenintheir
corporate governanceand directive. roles formorethan20 years, an
votingadvisory firm Asoftheend of March 2023, analysis donebyIiASondata
Institutional Investor Advisory 375independentdirectorsat198 provided by Prime Infobase

Services (liAS), nearly 40 per
centofthe top 500 companiesin

companies had already served
for over10years. Of these, nearly

showed. This data pertainsto

companies inthe NSES00index.
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The actual number of
directorsrequired tostep down
could be substantiallyhigher,
considering there are over 3,500
listed companies.

“2024 offers corporate India

an opportunity toreconsiderits
boardstructures. Astenured
independent directorsare
required tovacatetheir
positions, boards should utilise
thevacanciestoenhance
diversity and board
independence,” liASnoted in
thethird edition of its study on
IndiaInc’sboard composition.

Sameena Jahangir, partnerat
Kochharand Co, stated that the
Companies Act, 2013, was
implemented in phases,and
Section149regarding the
tenures ofindependent
directors cameintoforceon
April1,2014.

Whilethe10-year
grandfathering period was
generous, corporate Indiaseems
tohavebeenslowinintroducing
new facesasindependent

directors. Turn to Pa



AindiaInc...

By the end of FY21, 235 com-
panies had at least one inde-
pendent director who had
served for more than 10 years.
This number dropped to 213
by the end of FY22,and to198
by the end of FY23. The most
recent figure could not be
confirmed immediately.

The study on board com-
position by TiAS has also high-
lighted issues with large
boardrooms. The report notes
that 18 companies have board
sizes of 15 or more, including
firms like Escorts, ITC, L&T,
and Dabur. In such cases, the
larger board size accommo-
dated family members and
promoter representatives, the
study observed.

“A poard size exceeding 15
complicates reaching a con-
sensus and poses operational
challenges. We also discour-

i

age having a large number of §
family members on the board.
We believe this could foster
groupthink and hinder the :
company's ability to attract :
and retain the right profes- 5
sional talent,” IiAS said. g

Howevet, liAS indicates
that over the last two years,
companies have refreshed |
their boards partly to comply
with the requirement offilling |
half the board with independ-
ent directors. } :

The Companies Act, 2013,
also required the inclusion of

a woman director on the

board, effective from April
2014, Although the number of ¢
women holding board direc-
torships doubled within 2
year in 2014, progress on
gender diversity has pla-
~eaued in the years since the |
_aset of the Covid-19 pan-
demic, the report states. :

As of March 2023, women
madeup18.2 per cent ofboard
seats, compared to 16.7 per
cent in March 2020.

The report also sheds light :
on issues with appointments
at public sector units (PSUS).
Of 66 PSUs, 38 were not in
compliance with regulations
for independent directorship.

“Ror compliant PSUS,
there is a trend towards mak- |
ing political appointments to
the positions of independent :
director. We believe PSU |
boards and their nomination :
and remuneration commit-
tees should have greater

‘autonomy in establishing

independent mechanisms for
identifying and selecting
independent directors," the
report commented.

Lastly, the IiAS study
revealed that the average age
of directors was 60 years, & fig-
ure that has remained largely
constant over the past three
years. 3




