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Stewardship Code for India – IRDA
intensifies the agenda
IRDA’s announcement1 earlier this week of a mandatory stewardship code for
insurers will further strengthen markets. Insurance companies, one of the
largest market participants, will be compelled to vote on shareholder
resolutions and engage with companies to address governance issues. This
will intensify the current corporate governance debate in India.
The Insurance Regulatory and Development Authority of India (IRDA) is the first
of the regulators to implement a stewardship code in India. An agenda that SEBI
began, requiring mutual funds to vote on shareholder resolutions, has morphed
into a larger and more structured agenda of engagement with investee companies
for the insurance sector. As a part of the code, insurers will not only be required
to vote on shareholder resolutions, but also engage with companies to address
specific issues.
Box 1: Defining a stewardship code
Hermes, an institutional investor, has defined stewardship code as “a set of
principles or guidelines aimed primarily at institutional investors, who hold
shares, and thus, voting rights in companies. Implying that it is part of the
fiduciary duty of investors to behave as good owners of companies, stewardship
codes require investors to monitor and, where necessary, engage with companies
on material matters, including environmental, social, governance, strategy,
performance and risk issues and to vote their shares at company AGMs and
EGMs”.
A stewardship code has three principal elements:
1. Voting on shareholder resolutions
Insurers have been inconsistent in voting on shareholder resolutions.
While some insurers are proactive and have been voting, others have
waited for a regulatory push. As a part of the stewardship code, insurers
will now have to disclose how they have voted on shareholder
resolutions, along with the rationale for the vote – in a format defined by
IRDA.
2. Engagement
An engagement mechanism is less tangible than voting on shareholder
resolutions. It entails periodically speaking to or meeting management of
investee companies to address issues, which may be related to (and not
limited to) environmental, social and governance (ESG), remuneration,
strategy, and performance.
The outcomes of these discussions are not easily quantifiable, and
therefore, the success of these efforts may be less measurable. However,
engagement efforts have yielded results in the past. Investors have
collaborated and provided critical push-back to companies in India,
though at times the companies views prevailed: in recent times, to Maruti
Suzuki India Limited (on Suzuki setting up the Gujarat plant), Siemens
Limited (on the sale of the metals technologies business), and Max
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Financial Services Limited (on the non-compete fees being paid to
promoters).
3. Disclosures
SEBI has compelled mutual funds to vote on shareholder resolutions since
2010. SEBI did this by steadfastly increasing the disclosure requirements
– from having a voting policy, to ensuring that mutual funds disclose how
they voted, to disclosing the rationale for their votes. SEBI has been
successful in its efforts: mutual funds’ abstention from voting on
shareholder resolutions is down to 10% in 20162 from earlier levels of
over 80%. Disclosures on voting and engagement is the cornerstone on
which Stewardships rests. Since it compels fund managers to disclose
their voting and engagement, it shines a spotlight on these decisions.
IRDA has listed out a set of principles (Box 2 below), and asked insurers to craft
a stewardship code that best suits their investment philosophy. This allows
insurers room to think about how they wish to engage with investor companies,
and which issues they will address. It may well be that an insurer may decide to
engage only on specific transactions and not engage on operational issues. Having
said so, that insurers will be compelled to think about every issue and make this
decision will itself ensure that they will be more active than they were before. But,
the power of the stewardship code lies in its encouragement of collaboration with
other investors. This will help insurers punch above their weight.

Box 2: IRDA’s Principles of Stewardship Code
All insurers are required to formulate a stewardship code under the following principles:
1. Formulate a policy on the discharge of stewardship responsibilities and publicly disclose it
2. Have a policy on managing conflicts of interest in relation to stewardship and disclose it publicly
3. Monitor investee companies
4. Establish clear guidelines on when and how insurers will escalate their stewardship activities
5. Be willing to act collectively or collaborate with other investors where appropriate
6. Have a clear policy on voting and disclosure of voting activity
7. Report periodically on stewardship and voting activities
Global trends
Stewardship Codes have been implemented by several countries (Table 1 below):
in about half of these, the code has been implemented by a regulatory or a quasiregulatory body and in the remaining half investor or industry associations have
jointly decided to sign on the code. The more recent adopters have been Asian
countries, and therefore, it is inevitable that India also have its own stewardship
code. Although all country codes have the same seven principles, they vary a bit
in their detail.
Table 1: Countries that have implemented a stewardship code
Countries
United Kingdom

Name of the code
The UK Stewardship code

Canada

Principles for Governance
Monitoring, Voting and Shareholder
Engagement
Principles for Responsible
Institutional Investors
Italian Stewardship Principles

Japan
Italy

2

Body
Financial Reporting
Council
The Canadian Coalition for
Good Governance

Nature of Body
Quasi Regulator

Financial Services Agency

Quasi Regulator

Assogestioni

Industry Body/Association

Industry Body/Association

Source: www.iiasadrian.com
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Principles of Responsible
Ownership
Malaysian Stewardship Code

Malaysia
The Netherlands

Best Practices for Engaged ShareOwnership
Code for Responsible Investing in
South Africa
Guidelines for Institutional
Investors governing the exercise of
participation rights in Public
Limited companies
Stewardship Principles for
Institutional Investors

South Africa
Switzerland

Taiwan

Securities and Futures
Commission
Securities Commission,
Malaysia
Eumedion

Quasi Regulator

Institute of Directors South
Africa
Ethos, Swiss Foundation
for Sustainable
Development

Industry Body/Association

Financial Supervisory
Committee

Quasi Regulator

Quasi Regulator
Industry Body/Association

Industry Body/Association

Brazil, Kenya, Korea, Singapore and Thailand are in the process of implementing their respective stewardship codes

Beyond the peer pressures of other countries, there are two major changes that
have resulted in an increased environment for investor engagement:
• At a broader market level, the institutional holding in companies has crossed
a 30% threshold – empirical evidence suggests that this is the ‘active
engagement threshold’ (Chart 1 and Chart 2 below). With the increasing
institutional ownership, the ‘Wall Street Walk’ becomes that much more
difficult, leaving institutional investor better placed in engaging with
company managements rather than simply exiting the stock.
• The recent regulatory environment3 has empowered investors to a point that
companies will listen. And investors have begun to wield their power: IiAS’
data on shareholder resolutions shows that 48 resolutions have been
defeated over just the past 30 months. While this may be extremely low as a
percentage of the resolutions that are passed, the defeated ones have left a
lasting impression on boards and they are likely to be careful about what they
take to shareholders. Recent market push-back on some of the large
transactions have also made corporate India wary of taking investors for
granted.
Chart 1: Ownership Pattern of Indian equities

Chart 2: Increasing proportion of institutional
ownership
0.9
0.8
49.2%

56.0%

54.3%

48.6%

0.7
0.6
0.5
0.4

25.9%

26.3%

26.7%

31.3%

0.3
0.2
0.1

Promoter Holding

Source: ACE, Bloomberg

3

Mar-01
Jan-02
Nov-02
Sep-03
Jul-04
May-05
Mar-06
Jan-07
Nov-07
Sep-08
Jul-09
May-10
Mar-11
Jan-12
Nov-12
Sep-13
Jul-14
May-15
Mar-16

Mar-16

May-15

Jul-14

Sep-13

Jan-12

Nov-12

Mar-11

Jul-09

May-10

Sep-08

Nov-07

Jan-07

Mar-06

Jul-04

May-05

Sep-03

Jan-02

Nov-02

Mar-01

-

Ratio of Institutional Ownership to Promoter Ownership

DII + FII Holding

Source: ACE, Bloomberg

Driven largely by the Companies Act 2013 and the SEBI {Listing Obligations and Disclosure Requirements) 2015
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What next?
While IRDA has taken a leap on behalf of the insurance sector, other regulators
are working on a Stewardship code too. It is important to bear in mind that there
is nothing like a sector-specific “Stewardship code.” The code is common for all
investors. Now that the ball is set rolling, regulators in the financial sector need
to quickly coalesce their thinking into one uniform code. The market needs an
Indian Stewardship Code. This alone will empower shareholders to act
collectively and give them the voting power to take to task recalcitrant boards.
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Disclaimer
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 Policy

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
www.iias.in/IiAS-voting-guidelines.aspx. 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 www.iias.in. 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 www.iias.in.

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 www.iias.in.

Conflict Management

IiAS and its research analysts may hold a nominal number of shares in companies IiAS covers (including the subject company), as on the
date of this report. A list of IiAS’ shareholding in companies is available at www.iias.in.
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 www.iias.in. 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 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.
As a proxy advisory firm, IiAS provides subscription, databased and other related services to various Indian and international
customers (which could include the subject company). IiAS generally receives between INR 10,000 and INR 25,00,000 for such
services from its customers. Other than compensation that it may have received for providing such services to the subject company
in the ordinary course, none of IiAS, the research analyst(s) responsible for this report, and their associates or relatives, has received
any compensation from the subject company or any third party for this report.
None of IiAS, the research analyst(s) responsible for this report, and their associates or relatives, has 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.
None of IiAS or the research analyst(s) responsible for this report has been engaged in market making activity for the subject
company.
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About IiAS
Institutional Investor Advisory Services India Limited (IiAS) is a proxy
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 over 650
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 - IiAS
ADRIAN, 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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