/feparatlon of Powers: india Inclined? Not Quite

Companies have time till April 1to fall in line with Sebi's diktat that chalrperson and MD/CEO are not same or related
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Can’t walt tlll the new season of Successzon" A de51
boardroom dramaisbeingscripted by Sebi: it’s what
happens when the regulator asks family-run busi-
ness to ensure that its chairperson, CEO and other
executives areall different, unrelated, individuals.
The Sebi has mandated a clear separation of the
roles of chairperson and managing director. Its di-
rective also says the chairperson should be a non-

director or the CEO. The motivation for this diktat,
sayexperts,isto 1mpr9ve corporate governance, get
more professionals in rather than let families run
the entire show. It will also encourage a sense of pro-
fessionalism and reduce concentration of authority
inasingleindividual.

But that is not how Indian business families see

things. They counter thatfamily-run corporationis

auniquely Indian phenomenon, and globalbestprac-
ticescan’tbe copied-and-pasted toIndian rulebooks.
Venu Srinivasan, chairman of TVS Motor, says, “It’s

porates are largely farn11y -owned businesses. This
regulation isborrowed outofcontextfrom European
practlce where managements have very little stake
in the company.” In fact, he maintains, this is the
kind of regulation needed in markets lacking in
“shareholder democracy” —toprevent abuse by the
CEO.Incontrast, inIndia, “families’interest” in the
value for the company is alarge percentage, 40-70%,
and their objectives are aligned with the company,
adds Srinivasan.
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talisation, 156 have the same person as both chair-
person and MD/ CEO. All of these companies will
have to take steps to separate the roles, Sebi chair-
man Ajay Tyagi has said. The new provision will
come intoforce on April1,2022.

Sangita Reddy, Joint MD of Apollo Hospitals
Enterprises, doesn’'t agree with the Sebi directive.
Shesays, “Companies need continuity of values and
strategy. It takes years to train your son/daughter
or successor. In a family-owned/ family-managed
company, children are expected to take over and
run in the position of MD or CEQ while the father
mentors and guides as the chairman. Also, if the
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centrated in one person. However, if chairman and
MD are related and if shareholders agree to that,
they should be allowed to hold those positions, he
says. “Why should capability be penalised. Let the
shareholders decide,” says Goenka.

Sebi has made it clear that it will stick to the dead-
line. The ballisnowin IndiaInc’s court.

- “Obviously, promoters will find it difficult to let

go of the control of the board and the prestige that
the role of CMD brings. Family businesses will be
hesitant to bring a non-loyal outsider into the board
A\ and give the role of non-executive chairman to

" that individual,” says Shriram Subramanian,

founder and MD, InGovern Research, a proxy
advisory firm.

“The thinking behindthe regulation is that
_ running a company is different from run-

ning or chairing a board. What is expected from
the two roles is different, so you should separate
the roles, with different persons responsible for
those,” says Amit Tandon, MD of proxy advisory
firm ITAS. Asking that the two not be related adds
to the complexities for companies. It has added
an emotional element to the decision, which has
moved from the boardroom to the family room,
says Tandon.

If regulations require it, companies will have no
choice but to comply with them. A few will comply
in both letter and spirit and a few might go for the
“Putin put” (moving to a titular role but exercising
total control), says Tandon.

“The real test shall be in its 1mplementat10n
and whether it is followed only in letter or in
spirit as well, especially by some of the larger
companies,” says Pranav Haldea, managing di-
rector of Prime Database.
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