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Five trends that will shape the
governance landscape in the 2020’s

Discussions on corporate governance that were met with roll of eyes at the
start of the decade, now dominate media headlines. While a lot can – and will
change in the next ten years, some trends that that will play out and how the
governance landscape might change, are discussed below.

Shift in focus from G to ESG: Over the past few
years boards and investors have woken up to why
governance matters. They have realized that they
ignore governance at their own peril. During the
coming decade, they will be expected to change
gear and focus on Environment, Social and Governance (ESG)
issues. Already over US$ 30 trillion are parked in ESG funds, who
are pushing companies to behave as responsible citizens. Banks
are moving in parallel. Associations like the US Business
Roundtable, which for over two decades spread the gospel that the
purpose of the corporation is to maximize returns to shareholders,
now talk about businesses commitment to all stakeholders. They
emphasize the need for companies to take into account the social
order in which they operate. Companies will soon be appointing
members to their board who will help them navigate through
issues relating to sustainability. Infosys, usually the first to read the
writing on the wall, has sustainability targets built into their COO’s
variable pay. This goes hand in hand with CEO’s and boards taking
a public stance on issues that matter to their companies – be it
political, social or environmental – something they are currently
shying away from.
Auditors, rating agencies and big data: Investors
rely on audit firms to validate the fairness of a firm’s
financial statements and credit rating agencies to
evaluate a company’s ability to service its loans. Both
gatekeepers are under pressure. The UK is evaluating breaking up
audit firms and having them practice only on audits. If UK goes
ahead, this will have huge consequences across the world. The
audit firms themselves are changing how they audit, bring in more
technology into play. SEBI has spent the last 18 months tightening
regulations around rating agencies. Meanwhile access to data and
public records is changing at an unprecedented pace. All of this will
alter the way audit firms and credit rating agencies operate and
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how markets consume data but also give Fintech firms the ability
to muscle in on their territory. They aren’t bogged down by the
conflicts or regulatory restrictions that auditors and agencies have.
Today the fintech players have the ability to push out data and
meaningful analysis in real time, all the while validating data from
multiple sources. Expect quarterly results to matter far less than
today, even as businesses, regulations, and analysis becomes
more data driven. As markets get hard-nosed with data,
managements and markets will need to recalibrate how they work.
Increase in the number of professionally managed
companies: Indian listed companies are primarily
family owned and controlled. Leave aside the financial
sector and you can count professionally owned and run
companies on your fingertips. This will change in the coming
decade for a variety of reasons: the next generation is less
interested in running the business and sees itself as an investor;
they are too many claimants, making it more efficient to sell.
Further large unicorns where founders have already been diluted,
will list and private equity, will exit control transactions through
listing. Regulations, which are centred on a promoter, will change
taking into account the new ownership structure, moving from
‘promoter’ to ‘controlling shareholder.’ This combined with an
increase in institutionally owned, but professionally managed
companies discussed above, will change how regulators approach
regulation. For example, there is no reason for regulations to allow
a professionally managed company to have the same person as its
chairman and managing director, but not a family owned firm.
Increased institutional ownership: After the
economy opened-up, the mutual fund industry tookoff, private insurance companies entered the fray,
and FII’s stated investing, taking institutional
holding to 24% by 2009. This was also the time when
‘promoters’ steadily increased their shareholding in companies.
Promoter holdings in NSE-listed companies peaked at just over
64% in 2009. Since, then foreign institutional investors have
continued to invest, as mutual funds have spread, pension funds
are now permitted to invest in equities and there is a small but
growing set of AIFs. Institutions now own close to 35% of the
market. And while promoter holding is down to 54%, they still call
the shots Going ahead, as promoter holding continue to decline,
that of institutional investors continuing to increase and the two to
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equalise. Today investors have stewardship responsibilities thrust
upon them by regulators. As these are internalized and integrated
into the investment processes, investors will be more empowered
and engaged. Expect them to flex their muscles by holding boards
accountable.
Boards will come under greater scrutiny: The
days of name lending and just showing-up at a
board meeting and being rewarded, are long past:
board members will be held accountable not just for
board failures but for how they and their companies
perform. The role of a board and its responsibilities are
increasingly better understood. This means that directors have
greater clarity about what is expected of them and the board
committees they sit on. Example aligning CEO salary with
performance, what needs to be disclosed, how are related party
transactions to be treated, approach to ESG and much more. IAs a
consequence expect boards to be more process driven (- in the
positive sense). A consequence is that sitting on six or seven
boards will not be feasible. Directors will be expected to spend five
to eight days for each board meeting – preparation, discussions
the meeting itself. This excludes committee meetings.
Conservatively assuming five meetings a year, more than four
boards will be a stretch. This number assumes that there are no
‘hotspots’ that need to be handled, sucking away more time.
Regulatory action, which is pushing directors to resign combined
with no ‘over-boarding’ will mean independent directors will have
to be adequately rewarded.
An often-repeated statement is that governance is a journey, not a
destination. So, it is with what can be expected in the years ahead.
These developments discussed are all along a continuum, often
overlapping. Expect all these to shape governance practices and
impact businesses in the coming decade.

A modified version of this comment appeared in Business Standard on 17 January
2020 ‘Five trends that will shape governance in 2020s’
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This document has been prepared by Institutional Investor Advisory Services India Limited (IiAS). The information contained herein is solely
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. 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 the individual resolutions referred to in this document (including
the merits and risks involved). 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 statement
as may be required from time to time. However, IiAS is under no obligation to update or keep the information current. Nevertheless, IiAS is
committed to providing independent and transparent recommendation to its client and would be happy to provide any information in
response to specific client queries. Neither IiAS 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 the information. The disclosures of interest statements incorporated in this document are provided solely to
enhance the transparency and should not be treated as endorsement of the views expressed in the report.

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.
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 IiAS 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 IiAS. 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.

IiAS Voting Guidelines

IiAS' voting recommendations are based on a set of guiding principles, which incorporate the basic tenets of the legal framework along with
the best practices followed by some of the better governed companies. These policies clearly list out the rationale and evaluation parameters
which are taken into consideration while finalizing the recommendations. The detailed IiAS Voting Guidelines are available at our website.
The draft report prepared by the analyst is referred to an internal Review and Oversight Committee (ROC), which is responsible for ensuring
consistency in voting recommendations, alignment of recommendations to the IiAS’ voting criteria and setting and maintaining quality
standards of IiAS’ proxy reports. Details regarding the functioning and composition of the ROC committee are available at
https://www.iiasadvisory.com/about. In undertaking its activities, IiAS relies on information available in the public domain i.e. information
that is available to public shareholders. However, in order to provide a more meaningful analysis, IiAS, generally seeks clarifications from the
subject company. IiAS reserves the right to share the information provided by the subject company in its reports. Further details on IiAS policy
on communication with subject companies are available at https://www.iiasadvisory.com/about.

Analyst Certification

The research analyst(s) for this report certify/ies that no part of his/her/their compensation was, is or will be, directly or indirectly related to
specific recommendations or views expressed in this report. IiAS’ internal policies and control procedures governing the dealing and trading
in securities by employees are available at https://www.iiasadvisory.com/about.

Conflict Management

IiAS and its research analysts may hold a nominal number of shares in the companies that IiAS covers (including the subject company), as on
the date of this report. A list of IiAS’ shareholding in companies is available at https://www.iiasadvisory.com/about.
However, IiAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have actual/beneficial ownership
of one per cent. or more securities of the subject company, at the end of the month immediately preceding the date of publication of this
report. A list of shareholders of IiAS as of the date of this report is available at https://www.iiasadvisory.com/about. However, the preparation
of this report is monitored by an internal Review and Oversight Committee (ROC) of IiAS and is not subject to the control of any company to
which such report may relate and which may be a shareholder of IiAS.
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Other Disclosures

IiAS is a SEBI registered research entity (proxy advisor registration number: INH000000024) 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 about 750 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.
IiAS further confirms that, save as otherwise set out above or disclosed on IiAS’ website (www.iias.in):
• IiAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have any financial interest in the subject
company.
• IiAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have any other material conflict of interest
at the time of publication of this report.
• None of IiAS, the research analyst(s) responsible for this report, and their associates or relatives, have received any compensation from
the subject company or any third party in the past 12 months in connection with the provision of services of products (including
investment banking or merchant banking or brokerage services or any other products and services), or managed or co-managed public
offering of securities of the subject company.
• The research analyst(s) responsible for this report has not served as an officer, director or employee of the subject company in the past
twelve months.
• None of IiAS or the research analyst(s) responsible for this report have been engaged in market making activity for the subject company.

Disclosures relating to the subject companies
IiAS as a proxy advisor provides various services including publishing reports on corporate governance and related matters. The subject
companies have subscribed to IiAS’ services and IiAS has received remuneration from the subject companies in the past twelve months.
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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 issues as
well as voting recommendations on shareholder resolutions for ~800
companies. IiAS provides bespoke research, valuation advisory services and
assists institutions in their engagement with company managements and
their boards.
In addition to voting advisory, IiAS offers two cloud based
solutions, IiASADRIAN, and comPAYre. IiAS ADRIAN captures shareholder
meetings and voting data and provides packaged data that can be used to
gain insights on how investors view specific issues and gain greater
predictability regarding how they might vote. comPAYre provides users
access to remuneration data for executive directors across S&P BSE 500
companies over a five-year period.
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