ABoards: Navigating regulation and reality

interplay between regulatory obligations and

a company’s own requirements. Over the
last decade, boards have changed in both obvious
and less apparent ways. This transformation has
been driven by the Companies Act, 2013, the
Securities and Exchange Board of India (Listing
Obligations and Disclosure Requirement)
Regulations, increased pressure from shareholders,
and changes that boards themselves have initiated.

The most noticeable change is the presence of

- women on boards. Just before the
new Companies Act was rolled out
in 2014, only one in 20 directors
was a woman. This ratio is now
closer to one in five.

A recent study on board struc-
tures and composition for the NSE
500 companies places the propor-
tion of women on boards at 18.2 per
cent on March 31, 2023. This is not
far from the 19.7 per cent on global
boards in March 2021. However,
this number has moved at a glacial
pace, inching up by 1.5 per cent

Q board’s composition is determined by an
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Several other parameters, such as board indepen- ‘

dence, non-independent chair, over-boarded direc-
tors, all point towards a greater awareness at the
board level and increased expectations of boards by
all stakeholders, including investors and regulators.

Today, we are seeing a convergence of board
demographics between the Nifty S00 companies
and the S&P 500 (see table).

This should not surprise. Our regulations
regarding the role of the boatd and board commit-
tees have evolved from those in the UK and US
markets that emphasise the prima-
cy of the board. Further, expecta-
tions from corporate boards have
been reinforced by investor
demands — for the longest by for-
eign institutional investors. It is
only now that domestic investors
have started looking at the board
composition more closely.

Should boards in India, with the
presence of promoters, resemble

different, should not the boards also
be different? In the US and UK, the

from 16.7 per cent in March 2020.
True, regulations were the catalyst
for this change, but they have not
been the silver bullet for gender equality. The cur-
rent numbers seem more compliance-driven than
an embrace of gender diversity by companies for
the benefits that it brings. More needs to be done
by corporations themselves.

Juxtaposing the above study with one from
October 2015 that also looked at board composition,
we find that although the number of directors has
remained broadly unchanged (4,724 in March 2023
compared to 4,654 in October 2015), the mix is tilting
towards independent directors. There were 1,241
independent directors (26.7 per cent of the board) in
2015. This number is now at 2,066 (42.7 per cent).
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role of the board stems from the dis-
bursed institutional ownership and
the absence of a “promoter”. In these
markets, investors interact with the company man-
agement through its board. In India, the concentra-
tion of ownership suggests that the board needs to
arbitrate between the interests of the owner and those
of the minority investors. Such differences need to
be better understood.

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

The Companies Act, 2013, asked boards to eval-

those in the US? As the ownership is-
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uate the performance of the directors and boards.
Sebi, through its listing regulations, stipulated that
entities should disclose in a chart or a matrix for-
mat the skills, expertise, and competence of the
board of directors.

Both of these regulations in conjunction will
assist the nomination and remuneration commit-
tees’ need to balance compliance with the evalua- -
tion of skills needed to ensure an effective board,
well-suited to dealing with the company’s oppor-
tunities and threats.

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