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Introduction

Globally, there is an increased realization and an acceptability that good corporate governance is necessary to
create a business environment of trust, transparency and accountability to support sustainable economic growth of
companies and that the Boards are central to the governance of the companies. This is being witnessed in India too.
The Companies Act, 2013 (‘Act’) has raised the bar for corporate governance of Indian companies. The Act has made
several significant changes, which seek to redefine the Board governance in India. In addition, the Listing Obligations
and Disclosure Requirements Regulations, 2015 (‘LODR’) of the Securities and Exchange Board of India (‘SEBI’) which
incorporates the latest changes made by SEBI in the erstwhile Clause 49 of the Equity Listing Agreement, has further
bolstered the governance framework for the listed companies. New concepts have been introduced, disclosures have
been enhanced in the Board’s report to shareholders, additional rigor has been added to strengthen the Directors’
Responsibility Statement and the Committees of the Board have been entrusted with additional responsibilities to
make their role more objective and purposeful. FY 2015 has thus been a landmark year as it is the first year in which
the Annual Reports of the companies reflect the governance and disclosures changes laid down in the Act and
SEBI’s LODR. How have the Indian companies responded to these changes? Are they now approaching governance
differently in the light of these changes? What are some of the key considerations and takeaways emerging from the
first year of this transformational journey of the companies? How well do the Annual Reports of FY 2015 reflect these
changes?
This document attempts to answer some of these questions through an analysis of the disclosures made in the
Annual Reports of sample 100 leading Indian companies across five areas: Board Evaluation, Internal Financial
Controls (‘IFC’), Enterprise Risk Management (‘ERM’), Related Party Transactions (‘RPT’), and Compliance with
applicable laws and regulations (henceforth referred to in this document as ‘Compliance’). The document not only
compares the reporting practices on the mandatory disclosures required under the Act in these five areas, but also
draws attention to the additional disclosures made voluntarily (henceforth referred to in this document as ‘Voluntary
Disclosures’) by some companies in these areas. The analysis, inferences, and questions for consideration presented
in this document draws upon entirely on the disclosures made in the Annual Reports of FY 2015 of the 100 sampled
companies.
The last section of this document includes a table that identifies some of the key global practices in Governance, Risk,
and Compliance and benchmarks these against the disclosures made by the leading Indian companies.
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Methodology

For the purpose of this study, first a representative cross section of listed companies was chosen from among the
companies included in the major stock exchange indices such as the BSE Sensex, Nifty 50, S&P BSE 100, and S&P BSE
200. From this list, companies were then selected proportionately across industries such as Banking and Financial
Institutions, Heavy Metal Industries (Steel/ Cement/ Refineries), Utilities and Service Industries (e.g. Telecommunication
and Hotels) and Information Technology. The geographical distribution of these companies was next considered for
the selection of final sample of 100 companies, so that the sample is representative and the analysis yields a fair and
holistic picture of the trends in reporting practices. The Public Sector Undertakings (PSUs) were not considered for
the study, as the PSUs are generally governed by the Guidelines on Corporate Governance for Central Public Sector
Enterprises (CPSEs) issued by the Department of Public Enterprises.
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Executive Summary

The disclosures in the Annual Reports of FY 2015 in the five governance areas display a chequered trend. On
Enterprise Risk Management, the companies have been cautious in the reporting while remaining cognizant of the
potential business challenges and risks. However, additional declaration on the risk mitigation plans could assure
stakeholders that the risk challenges are being addressed effectively. Likewise, on Board Evaluation, the disclosure
of the methodology adopted could perhaps afford a better articulation with enhanced clarity and elaboration. On
Compliance, while most companies in the sample adhered to the mandatory Compliance requirements, there is
scope for further improvement in their voluntary efforts so that the stakeholders stay more informed. Step up in the
mandatory and the voluntary disclosures in particular, on IFC would no doubt instill greater degree of confidence
among the stakeholders. Unlike other areas, the disclosures of RPT allude to greater objectivity and clarity, perhaps
because the Act itself is comparatively more prescriptive on RPT disclosures than in the other four areas.
A general observation on the disclosures in the five areas, is that a large section of the companies in the sample have
approached the disclosures more as a tick-box compliance exercise. This could be because FY 2015 is the first year of
reporting under the Act. With better understanding of the Act and appreciation of the impact of effective disclosures
and meaningful compliance on shareholder confidence and trust, companies may possibly be expected to adopt a
more plenary approach in the ensuing years. But to realize the true spirit of corporate governance reform, Indian
companies will have to pursue governance as an ever-evolving and constructive value accreting process.
A meaningful reporting of governance practices is an important strategic tool in this process.
Key disclosure trends in the Annual Reports of the select companies in the sample
Mandatory Disclosures
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% of companies
in the sample

Positive Trends

Governance Area

98%

Disclosed that the directors had laid down IFC to be followed by the
company and that such IFCs are adequate and operating effectively

IFC

97%

Disclosed that the RPT policy is in place and uploaded on the
company’s website

RPT

97%

Disclosed details of material contracts or arrangements or transactions
at arm’s length basis under ‘Notes to Accounts’

RPT

96%

Disclosed implementation of policy or framework for Risk
Management

ERM

96%

Disclosed that the directors had devised proper systems to ensure
Compliance with the provisions of all applicable laws and that such
systems were adequate and operating effectively

Compliance

Mandatory Disclosures
% of companies
in the sample

Scope for Improvement

Governance Area

63%

Did not make any statement indicating the manner in which formal
annual Board Evaluation has been conducted

Board Evaluation

(37% of the companies in the sample have disclosed the criteria
used for Board Evaluation accompanied by the method adopted for
evaluations such as questionnaires, forms, surveys, rating sheets, 360
degrees feedback, evaluation templates, etc.)
37%

Did not give any details on the framework/policy/system for IFC

IFC

(Most companies in the sample have disclosed that they have policies,
procedures, control frameworks and management systems in place
that map into the definition of IFC as detailed in the Act)
33%

Did not make any specific disclosure of the Committee which has
approved/laid down the criteria for the Board Evaluation process/policy

Board Evaluation

Voluntary Disclosures
% of companies
in the sample

Positive Trends

Governance Area

94%

Disclosed that certain criteria/parameters were laid down for the
evaluation of the Board of Directors and its Committees

Board Evaluation

% of companies
in the sample

Scope for Improvement

Governance Area

95%

Did not refer to any globally recognized standards such as COSO,
JSOX, Turnbull Report, etc. for IFC

IFC

89%

Did not provide any additional Information on RPT mechanism,
material RPT and/or transactions at arm's length basis

RPT

(There are companies which have disclosed the development of
an RPT Manual, Standard Operating Procedures for the purpose of
identification and monitoring of such transactions, a brief about the
intent and content of the RPT policy in the report, etc.)
87%

Did not disclose whether the IFC process is supported by technology
tools

IFC

(Certain companies have disclosed that they operate in SAP, an ERP
system, and have many of their accounting records stored in an
electronic form and backed up periodically. They have also mentioned
that the ERP system is configured to ensure that all transactions are
integrated seamlessly with the underlying books of account. The
companies have an automated processes to ensure accurate and
timely updation of various master data in the underlying ERP system.)
71%

Did not give any details about the Compliance Management
framework or organization structure/reporting mechanism

Compliance

69%

Did not make any qualitative or quantitative comment on the results of
Board Evaluation

Board Evaluation

(Some companies have included statements such as, “The Directors
expressed their overall satisfaction with the evaluation process but a
few suggestions are being incorporated from the next year in relation
to the current rating based system to a more qualitative approach”)
62%

Did not disclose whether a Committee was formed for Compliance
Management

Compliance
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Detailed Findings:
Board Evaluation

Moving beyond rubber stamp boards in India
Mounting stakeholders’ expectations, challenges faced by companies to operate under fluctuating economic
conditions, pressures of globalisation and increased regulatory requirements have brought the quality of performance
of the Boards under greater scrutiny. Boards have recognized that it would be important for them to continually
assess how effectively they are performing their roles against the objectives and the goals they have set for
themselves. This growing recognition has resulted in Board Evaluations becoming widely established internationally in
rules-based as well as in principles-based jurisdictions, as a critical structural tool for assessing Board effectiveness and
efficiency. In India, Board Evaluation was a non-mandatory requirement under Clause 49 of the Listing Agreement,
prior to the revision in the Clause 49 by SEBI in April and September 2014, but a few progressive companies were
conducting Board Evaluation voluntarily.
In FY 2015 as mandated under the Act, Indian companies have for the first time carried out a formal annual
performance evaluation of the Board, its Committees, and individual Directors and reviewed the performance of
the Chairperson. While Section 134 (3) (p) of the Act requires the report of the Board of directors, to incorporate
a statement indicating the manner in which formal annual evaluation has been made by the Board of its own
performance and that of its Committees and individual directors, the process and the methodology of evaluation
has been left to the discretion of the Board and the responsibility for the evaluation assigned to the Nomination and
Remuneration Committee.
The disclosures in the Annual Reports on Board Evaluation are varied. These disclosures were analyzed using the
following parameters:
Mandatory Disclosures*
• Disclosure if any Committee has approved or laid down the criteria for the Board Evaluation process/policy (LODR)
• Disclosure of the manner in which formal annual Board Evaluation has been carried out (Section 134 (3) (p) of the
Act)
(* Relevant reference to the Act and SEBI Regulations indicated within brackets)
Voluntary Disclosures
• Disclosure of the criteria/parameters for the evaluation of the Board and its Committees
• Disclosure of the manner of implementation of framework/policy for the evaluation of the Board
• Disclosure of the use of questionnaires/forms/surveys/ rating sheets/360 degrees feedback/evaluation templates for
Board Evaluation
• Disclosure if any external consultant was engaged for Board Evaluation
• Qualitative or quantitative comments made on the results of the Board Evaluation
6

Key findings
Board Evaluation

Disclosure if any Committee has approved or laid down the criteria
for the Board Evaluation process/policy

67

Disclosure of the manner in which formal annual Board Evaluation
has been carried out

33

37

Qualitative or quantitative comments made on the results of the
Board Evaluation

63

31

Disclosure if any external consultant was engaged for Board
evaluation
Disclosure of the use of questionnaires/forms/surveys/ rating
sheets/360 degrees feedback/evaluation templates for Board
Evaluation

69

7

93

Disclosure of the manner of implementation of framework/policy
for the evaluation of the Board

38

62

38

62

Disclosure of specific criteria/parameters used for BOD and its
committee evaluation

75

25

Disclosure if any criteria/parameters were laid down for the
evaluation of the Board and its Committees

94
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30%
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6
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90% 100%
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Key questions for consideration • Should the performance evaluation process be described in greater detail?
• Would that give greater confidence to the stakeholders about the seriousness of the company in carrying out the
performance evaluation and the sanctity of the process?
• Should external consultants be involved to lend some degree of independence to the evaluation process?
• Do companies have reservations about using external consultants?
• Would additional disclosure on the methodology of evaluation enhance the confidence of the stakeholders?
• Would overall quantitative or qualitative comment on the results of the Board Evaluation add value to the
evaluation process?
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Detailed Findings:
Related Party Transactions

Increasing transparency for RPT
Section 188 (2) of the Act, requires that every contract or arrangement entered into with a related party shall be
referred to in the Board’s Report to the shareholders along with the justification for entering into such contract or
arrangement. It is also binding on the Independent Directors to pay sufficient attention and ensure that adequate
deliberations are held before approving related party transactions and assure themselves that the same are in the
interest of the company. The LODR requires quarterly disclosure of the details of all material transactions with related
parties along with the Compliance report on corporate governance. In addition the companies are required to
disclose the policy on dealing with RPT on their websites and in the Annual Reports.
The disclosures on RPTs were analyzed using the following parameters.
Mandatory Disclosures*
• Disclosure of RPT policy being in place and uploaded on the company website (LODR)
• Availability of RPT Policy on company's website (LODR)
• Disclosure of RPT in Form AOC-2 (Companies (Accounts) Rules, 2014 - Rule 8(2))
• Disclosure of details on material contracts or arrangement or transactions at arm’s length basis in the Notes to
Accounts ( Schedule III of the Act)
• Disclosure of RPT at arm’s length basis and in ordinary course of business (Section 134 (3) (h) of the Act)
• Disclosure in Directors’ Report/Corporate Governance Report that there were no material-significant RPT which may
have potential conflict with the interests of the company (LODR)
(* Relevant reference to the Act and SEBI Regulations indicated within brackets)
Voluntary Disclosure
• Disclosure of additional information on RPT mechanism, material RPT, and/or transactions at arm's length basis
(Example: Development of an RPT Manual/Framework, Standard Operating Procedures for the purpose of
identification and monitoring of such transactions, giving a brief on the content and intent of the RPT policy apart
from mentioning its formulation by the Board and its availability on the website, etc.)
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Key findings

Related Party Transactions
Disclosure in Directors’ Report/Corporate Governance Report
that there were no material-significant RPT which may have
potential conflict with the interests of the company

95

5

Disclosure of RPT at arm’s length basis and in ordinary course
of business

97

3

Disclosure of details on material contracts or arrangement or
transactions at arm’s length basis in the Notes to Accounts

97

3
60

40

Disclosure of RPT in Form AOC-2

Availability of RPT Policy on company's website

95

5

Disclosure of RPT policy being in place and uploaded on the
company website

97

3

Disclosure of additional information on RPT mechanism,
material RPTs, and/or transactions at arm's length basis

89

11
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Mandatory
Disclosures
Yes
No
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Disclosures
Yes
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Key questions for consideration • With the prescriptive format for RPT, the Annual Reports contain far greater disclosure on RPT than in other areas.
Certain companies, nevertheless, have differentiated themselves and stood out from the rest through voluntary
disclosures. For example, matters such as the formulation of RPT Manual/Framework and Standard Operating
Procedures for the purpose of identification and monitoring of such transactions, a brief on the content and intent
of the RPT Policy apart from mentioning its formulation by the Board and its availability on the website, etc. have
been disclosed by a few companies. Should companies make such voluntary disclosures a practice to instill greater
stakeholder confidence?
• How do managements leverage technology to ensure the RPT are identified and approved before executing?
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Detailed Findings:
Enterprise Risk Management

Embedding risk in the rhythm of business operations
LODR casts on the Boards the responsibility for framing, implementing and monitoring the risk management plan
for the listed entity and for defining the role and responsibility of the Risk Management Committee. The Board
may delegate the monitoring and reviewing of the risk management plan to the Committee, apart from any other
functions deemed fit. Section 134 (3) (n) of the Act, indicates the responsibility of the Board with respect to the
development and implementation of Risk Management policy.
The disclosures on Enterprise Risk Management were analyzed using the following parameters.
Mandatory Disclosures*
• Disclosure of constitution of a Committee for Risk Management (LODR)
• Disclosure of implementation of policy or framework for Risk Management ( Section 134 (3) (n) of the Act)
• Disclosure of elements of risks identified which in the opinion of the Board may threaten the existence of the
company (The Companies Act, 2013 - Section 134 (3) (n))
Voluntary Disclosure
• Disclosure of the process followed for Risk Management
• Disclosure of mitigation plans for identified risks
• Disclosure if any external consultant was engaged for the implementation of ERM

10

Key findings

Enterprise Risk Management
Disclosure of elements of risks identified which in the
opinion of the Board may threaten the existence of
the company
Disclosure of implementation of policy or framework
for Risk Management

4

96

Disclosure of constitution of a Committee for Risk
Management
Disclosure if any external consultant was engaged for
the implementation of ERM

26

74

8

92
93

7

Disclosure of mitigation plans for identified risks

52

48

Disclosure of the process followed for Risk
Management

33

67

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Mandatory
Disclosures
Yes
No

Voluntary
Disclosures
Yes
No

Key questions for consideration • Should Annual Reports include the processes followed for risk identification, risk resolution, risk appetite etc.,
besides Risk Management policy?
• Should the Risk Mitigation plans be elaborated further to give greater confidence to the stakeholder?
• Could engagement of an external consultant in formulating and implementing the Risk Management policy make
the exercise more robust?
• Could companies disclose any differential investments made towards ‘strategic risks’ to set an industry precedent?
• Would a mention of progressive practices i.e. monitoring of assessment of business model risks in the wake of
digital revolution, cyber-attacks, risks faced by extended enterprise i.e. suppliers/business partners enhance the
comprehensiveness and robustness of the risk management?
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Detailed Findings:
Internal Financial Controls

Gearing up to take control
Section 134 (5) of the Act, casts specific responsibilities on the Board for the company’s IFC. The Act requires the
Director Responsibility Statement (DRS) in the annual report to state that the Board has laid down IFC to be followed
by the company and that such IFC are adequate and have been operating effectively.
The disclosures on the IFC were analyzed using the following parameters:
Mandatory Disclosures*
• Disclosure in DRS stating that the “Directors had laid down Internal Financial Controls to be followed by the
Company and that such Internal Financial Controls are adequate and are operating effectively" (Section 134 (5) (e)
of the Act)
• Disclosure of implementation of framework/policy/system for IFC (Section 143 (3) (i)) of the Act)
(*Relevant reference to the Act within brackets)
Voluntary Disclosure
• Disclosure of any reportable weakness in IFC
• Disclosure if any globally recognized internal controls framework like COSO, JSOX, Turnbull Report, etc. were
referred for IFC framework
• Disclosure of any technology tools to support the IFC
12

Key findings

Internal Financial Controls

63

Disclosure of implementation of framework/policy/system for IFC
Disclosure in DRS stating that the “Directors had laid down Internal
Financial Controls to be followed by the Company and that such
Internal Financial Controls are adequate and are operating effectively"

98

13

Disclosure of any technology tools to support the IFC

Disclosure if any globally recognized internal controls framework like
COSO, JSOX, Turnbull Report, etc. were referred for IFC framework

37

87

5

Disclosure of any reportable weakness in IFC 1

0%
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95
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Disclosures
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Disclosures
Yes
No
No Information
provided

Key questions for consideration • Do the disclosures inspire confidence that the company has taken adequate measures and implemented robust
IFC systems from documentation to monitoring? Will such systems help build sustainable control environment and
make the company ready to undergo a detailed audit of its IFC by the Statutory Auditor?
• Should there be a discussion on the weaknesses in the company’s IFC, severity of such weaknesses and the manner
in which they have been addressed? Would this practice ensure such weaknesses do not have material impact on
the preparation and presentation of financial statements?
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Detailed Findings:
Compliance

Leveraging compliance to build reputation
Section 134 (5) of the Act, requires the DRS to state that “the directors had devised proper systems to ensure
Compliance with the provisions of all applicable laws and that such systems were adequate and operating
effectively”. At the heart of every successful Compliance program is its alignment to the organization’s strategy and
business objectives. This alignment is even more important for companies which have diverse businesses that are
exposed to different regulations and are geographically spread out.
The disclosures on Compliance were analyzed using the following parameters:
Mandatory Disclosures*
• Disclosure that the directors had devised proper systems to ensure Compliance with the provisions of all applicable
laws and that such systems were adequate and operating effectively (Section 134 (5) (f) of the Act)
• Disclosure of Penalties/Punishment/Compounding for offences as per Companies Act 2013 (Section 92 (1) (h) of
the Act)
• Disclosure of non-compliance by the Company, penalties, and strictures imposed on the Company by Stock
Exchange or SEBI or any statutory authority, on any matter related to capital markets, during the last three years
(LODR)
(*Relevant reference to the Act and SEBI Regulations within brackets)
Voluntary Disclosure
• Disclosure of formation of Committee for Compliance Management
• Disclosure of details about Compliance Management framework, its organization structure and reporting
mechanism

Key findings

Compliance
Disclosure of non-compliance by the Company, penalties, and
strictures imposed on the Company by Stock Exchange or SEBI or
any statutory authority, on any matter related to capital markets,
during the last three years
Disclosure of Penalties/Punishment/Compounding for offences as per
Companies Act 2013

7

90

2

95

Disclosure that the directors had devised proper systems to ensure
Compliance with the provisions of all applicable laws and that such
systems were adequate and operating effectively
Disclosure of details about Compliance Management framework, its
organization structure and reporting mechanism

Disclosure of formation of Committee for Compliance Management

3

3

96

29

4

71

38

62
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Disclosures
Yes
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Disclosures
Yes
No

Key questions for consideration • Is there a need for the companies to be more elaborate in describing their existing Compliance Management
framework/policy in the report? How does the framework ensure measurement, monitoring (internal and external),
and reporting on Compliance outcomes to the top management and disclose it in the Annual Report?
• Should the companies necessarily have a formal Committee for Compliance Management?
• How much do companies engage with external partners to ensure they are aware of the changes in the
requirements in a timely manner and calibrate their responses quickly to minimize impact on organizational
strategies?
• Should companies better articulate the critical Compliance imperatives that impact an organization’s strategy?
• How are Compliances managed across diverse lines of businesses and multiple geographies in a regulatory
environment where requirements are changing rapidly?
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Corporate Governance
Disclosures: A Global
Comparison
The chart below compares the corporate governance disclosures in India with the regulatory requirements in few select countries - US, UK, Brazil,
China, and Australia. The disclosures have been classified as mandatory and voluntary with reference to the regulatory framework in these countries
Governance
Area

Board
Evaluation

Requirements by
countries

USA

UK

Brazil

(Full CII
– ‘The
Council of
Institutional
Investors’
Corporate
Governance
Policies)

(The UK
Corporate
Governance
Code)

(Code of Best
Practice of
Corporate
Governance
(4th edition)

China
(Provisional
Code of
Corporate
Governance
for Securities
Companies)

Overall comment on
the results of Board
Evaluation in the
annual report

Australia
(Corporate
Governance
Principles and
Recommendations:
3rd Edition)

Indian
Disclosures
Status

%*

31

Board
Evaluation

Engagement of
External Consultant
for Board Evaluation

RPT

Policy for RPT

RPT

Details of material
transactions in the
annual report

97

ERM

Policy for Enterprise
Risk Management

96

ERM

Disclosure on Risk
Mitigation plans in
the annual report

48

IFC

Adequate and
efficient IFC

98

IFC

IFC framework
based on global
standards like COSO,
JSOX, etc.

5

Adequate and
efficient Compliance
systems

96

Compliance
Committee

38

Compliance

Compliance

Mandatory requirement in accordance with the respective Corporate Governance codes
Voluntary disclosures
No information available

*

Percentage of companies in the sample

Source: European Corporate Governance Institute: http://www.ecgi.org/codes
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