Corporate Boards, Committees and
Policies under Companies Act, 2013

By Vinod Kothari
2015



Table of Contents

Chapter 1: The board as the key element in corporate governance: global principles 14

Key to board responsibilities: separation of ownership and management.............. 14
Manner of functioning of the board: ..........c.cocoieiiiiiiiiiie e 15
Board structures: unitary and two-tier boards:...........ccceeveieerciieniieesee e 18
Chairman, CEO and the managing dir€Ctor: .........ccccvueeevieeeiieeeiieeeie e 19
Board effectiveness and principles of corporate governance:..............ccccveervveneene. 20
Role of different dir€Ctors:..........coiuiiiiieiiiiiieeeee e 21
Role of the Chairman: ...........cooiiiiiiiiiii e e 21
Role of senior independent dir€Ctor: ..........ccueevvieriieriienieeieeie e 22
Role of €XeCutive dir€CtOrS: ....ccouiiiiieiiiiiieiie et 23
ROLE 0f the CEO: ... 23
Role of Non-eXecutive dir€CtOrS: ......eivuiieiierieeiieeie ettt 24
Board support and the role of the company secretary: .........ccceeeeevieeecvieercveeennen. 24
Effective deciSion-making: ..........ccccveeeiiieiiieeiiieeiee e 25
Board composition and succession planning: ...........ccecceeeeveerieniiieniienieeneennene 25
Evaluating board performance:...........ccceeevieeriieeiiie e 26
Audit, risk and remuneration COMMUItLEES: ........covvvvverieieeeiiiiiiieeeee e, 27
Communication With Shareholders; ..........coovviiiiiiiiiiiiieeeeeeeee e 27
Annexure 1: provisions of Companies Act, 2013 applicable to the CEO ................... 29
Chapter 2: Corporate Boards under Companies Act, 2013.........cccceeeveevcieencieeenreeenne, 34
Highlights of provisions of the Companies Act 2013 pertaining to board of
QITECLOTS: ..ttt ettt e b e st e bt e st e bt e s it e e bt e saeeebeeeneas 34
Independent directors and nominee dir€Ctors: ........cccuvevvierieerieniieniienieeiee e 35
DUuties Of dIT@CLOTS: ....couiiiiieiiieiie ettt e 38
Vacation of office and resignation of dir€ctors: .........cccceevveevciveeecieeniieeeiee e, 38
Vigil MECRANISIN: ..ottt ettt e esaaeeneee 39
Directors’ interests and related party CONtracts.........occcveeeeveeeeceeenciieencieeeevee e, 40
Restraints on board POWETS: ........c.oieiiiiiiiieciie et 43
Prohibition on lending to directors or directors’ entities: .........ccceevververeeruereenne. 43
Restrictions on loans and INVESTMENTS: .........coouiiriieriieniienieeee e 43
OPption CONEIACtS 1N SECUTTEIES . .ueevrreiieereeiieriieetientieeteenteeereeaeesreesaesnseenseennnes 44
Insider trading prohibition: ............ccoevieriieiienieee e 45
Essential statutory rules about corporate boards:..........ccecveeveiieeriiiiniie e 46
Rotational and non-rotational dir€Ctors: ..........ceevieriieriieniiieieeie e 48

Other rules on Composition of Board of Directors............cccceeveeeieeniencieeneennee. 48



Chapter 3: Global trends in corporate boards ...........cceeeviiereieeeciieeieecee e 52
Classification Of INAUSIIIES: .......cccvreeiieeiiieeeieeertee e e eeeeerre e s aeeesreeesaaeeeneneas 54
Most desired skills & experience needed for Board’s success: ........cceeeveeernvennee. 54
Key Boardroom ISSUES .........c.eecuierieeiiieniieeiiesie ettt ettt ere et et seesnaeeseesase e 55

Board Selection, Recruitment and CompoSItion..........c.ceeevveeeeveeererieenireeesveeeenen. 55
Board 1€adership .......ccocuiieiiiieiieee e e 56
Risk ManQ@eMENLt ..........eevuieiiieiieiieeiee ettt ettt siae e e s e et nee e 56
CEO Succession Planning............cceeeeuiieeiiiieniiieeiie et sveeesree e ens 56
CYDOT SECUITLY .veeeerieeiiieeiiieeiieeeitteesite e st e esteeessbeeesaaeeesaeeesseeesssaeessseeessseeensseeans 57
Board priorities in 2015 .....ooiiiiiiiieiiee e 58

Chapter 4 : Functions of Board............ccceeiiiiiieniiiniieiecie e 59

Manner of functioning by the board.............cccceeiiiiiiiiiiiniie e 59
Board meetings versus circular reSolutions: ..........cccoeeveereieeecieeeiie e 60
Powers of Board: Section 179.........c.cooveiiiiiiiiiieieeieeeee e 60
Restrictions on the powers of Board: Section 180..........ccccceevieviienieniieniieeene 61
Responsibilities of Board of DIir€ctors. .........cocveeeeiieeciieeieeeieeeeee e 62
Disclosures by Board of DIir€Ctors........cccueeuieriieriieniieiieeieeiieee et 64
CONCIUSION ..ttt ettt et e ettt e e bt e sabeesaeenseenseannnas 64

Annexure 1: Powers of the board requiring unanimous sanction.............ccceeeeveeeennennn. 66

Annexure 2: Powers of the Board which can be exercised only at a meeting of the

Board under Companies ACt 2013 .........vioiiiiiiiieeiee e e e 67
Chapter 5: Legal position of dir€CtOTS ........cevvieeiiieeriieeiee et 71
DIrector as an @ZENT.........cccuiieiiiiieiiieeriieeteeerteeeeee e et e e eree e eae e e sree e sreeesaeeenaaeeenes 71
Duty of care and SKill: .........ccoooiiiiiiiiiiiiee e 72
DITECLOT @S @ TIUSTEE: ..euveeieiienieeiterteete ettt sttt ettt sttt ettt saeenaes 74
Director @s an OFfICET ... .cuiiiiiiiieie e 75
Directors as employees of the company: ...........ccceevieeviieriieiienieeeee e 75
Legal position of the managing dir€Ctor: ...........ccceevieriiierieeiiierieeieeie e 75
Implicit and explicit powers of the managing director...........ccceeeevvveeciveeecreeennnen. 75
Annexure: Explicit powers of the managing director............ccceevuerieriiierieneenennene. 77
Chapter 6 : Duties Of dif€CtOTS ......uuiieiiiiiiiieeiie ettt e 83
Precedents around the World............coooiiiiiiiii e 83
United KinGdOm.........coocvieiiiiiieiiecie ettt 83
AUSTTALIA ... e 83

DIULIES OF DITECTOTS ettt e e e e e e e e e e e eeaeeeeeeeeeenaans &3



GENETAl DULIES ...ttt e 84
UNder ACt 2013 ... ettt ettt 85
Fiduciary duties of directors: some recent judicial trends: ..........ccccevveereeiennenne. 87
CONCIUSION ..ttt et ettt et e st e e eeees 88
Chapter 7 : Liabilities Of dIT€CIOTS ....cuviiiiiieeiieeeiieeciee et eree e e 90
General principles pertaining to directors’ liability: .........ccccceevviieriiiencieeeieeee, 90
Do different categories of directors have different liabilities?............cccceeeevvennnenne. 91

Independent directors as “officer in default” under the Companies Act, 1956 ...92

MCA Circular and itS IMPlICAtIONS .......vvieeevieeiiieeiieeeiie et 93
Scope of the immunity under the Companies Act, 2013 .........ccceevvveerierieeneennee. 93
Sweep 0f the PrOVISION: ....ccvieiiiiiieiieiieeitete ettt e sebe e 94
Persons IMIMUNE: ........ccuiiiiiiiiiiiie ettt 94
Act of omission or commission by the company...........c.cccceeeveienieniiieneennnne. 95
Key elements restricting imMmuUNItY:........cceeeveerieerieeriienieeiee e eieesreeeee e enne 95
Liability under the LiSting AGreement..........cccveeeeuieeeiieeniiieeeiee e eevee e enenees 97
Judicial views and observations on liability of non-executive directors................. 97
The ruling in Newcastle: indicating a new trend in liabilities of non-executive
ITECLOTS: ..ttt ettt et et e et e s it e et e e s b e e abeesbteebeesseeenseens 100
Facts Of the CaSe:.....coiiiiiiiiciee e 100
Role of remuneration COMMItIEE: .........cocueeiiiiiiiiieiiieieeeee e 101
Liabilities of independent directors: Higgs Committee: .........cccceevveerveeennreennne. 102
Managing the liability of dir€CtorS: .......cceeviieiiiiriieiiecie e 102
Prevention is better than CUre.............ccoviiiiiiiiiiiiiie e 102
Indemnification from the COMPaANY.........ccccvveeriiiiiiieeieeceeee e 103
Directors’ & Officers’ Liability (D & O) Insurance...........cocceevveeieenieenneennnns 103
Relief from the Court.........oooiiiiiiii e 104
CONCIUSION. ...ttt ettt et s e et e st et e st e ebeesaeeenneen 104
Chapter 8: Meetings of the Board............ccccooviieiiiiiiiiiiieeeeceeee e 105
Essentials of board Meetings: ...........cccveeeiieriiiiiieiiieiiecie et 105
Provisions about board meetings in other countries: ...........cccccveeecieeeieeeeneenne, 106
United KinGdOm......cueeeeiiiiiiieeiieeieeeee et eee e e e 106
AUSTIAIIA .ottt 108
Provisions of the Act 2013 ... 108
Board Meetings: Section 173 .......ccciiiiiiiiiieeeeeeeee e 108
Quorum for meetings of Board: Section 174 ..........ccceviieiiiniiiinieieeiecieeens 109

Passing of resolution by circulation: Section 175........cccoceviivinienieninieneenen, 109



Proceedings of Board meetings: Section 118 ........cccoeviiiiiiiiiienieeiiienieeieeiens 110

CONCIUSION. ...ttt ettt ettt et e st et e st e e b e sbeeenneen 110
Chapter 9: Holding board and committee meetings by audio-visual mode............... 111
Legal provisions about board and committee meetings using VC facility: .......... 111
Participating through VC and meeting held through VC:............ccoccoooininnnnn. 111
Pre-requisites of holding meeting vide VC or AV mode........c.ccccvvveerieennennnne. 112
Procedure for holding meeting vide VC/AV ......cooviieiiieiiieeeeeeeee e, 112
Activities before the Meeting..........ccocvveeviieiiieiiiniieeee e 112
Activities at the MEETING .......cevviieiiieeeiieeee e e e 113
Activities after the MEeting..........cccvveeeiiieiiiieiieeeeee e 113
Compliance by the ChairPerSOn.........c.ceeieriieriierieeiiienieeieeeee e sve e eee e 114
Compliances by a Company Secretary (CS).....coovveerierieeriieniieiieeieeriieeve e 115
Compliance by director participating vide VC/AV ......cccoovvveiieviiiieieeiee e, 115
Intent of listing matters excluded in a VC-enabled meeting:...........ccccceveenennene. 116
Can a director participate through VC, and his presence not counted? ................ 117
FAQS 0N VC/AV MOA@......cooiiiiiiiieieeeeeee et 118
Performance Evaluation of the Board, its Committees and Individual Directors.121
History of formal performance evaluation Systems ..........ccceecveevveerveenieenieenneennn. 121
Precedents around the World ...........ccccooiiiiiiii e 122
UNIEA STALES ..ottt ettt sttt st s 122
United KinGdOm..........cocuieiiiiiiiiieeiieiieee ettt s 123

N Y 00) (USSP 124
Applicability of requirement to conduct performance evaluation ........................ 124
Provisions Under ACt, 2013 ......oooiiiiiiiiiieee ettt 124
Section 134 0F ACt, 2013 ..o 124
Section 178 0F ACt, 2013 ..oooiiiiieeeeieee ettt 124
Schedule IV of AcCt, 2013 ..ot 125
Equity LiSting AGIrEEMENL.......cc.eeeeiieeeeiieeiiieeiieeeieeeeieeeeeeeeereeesreeesereeeseneeenes 125
PerTOICIEY ettt ettt et ae e e nbeenae s 125
Some examples of performance evaluation reports of leading companies: .......... 126
WIPTO LIMItEd.....oooiiieiiiieeiieece ettt e e 127
Unilever PLC. ..ottt 127
Vodafone PLC ..ot 128
WEIT Group PLC ...ttt 128
TESCO PLC ... e 128
Cairn Energy PLC .....c..ooiiiiiieiee e 128

GlaxoSMIthKINE PLC ... et e e e e e eeeeans 129



Barclays PLC ......oouioe e 129

Reckitt Benckiser PLC..........coouiioiiiiiieeeeeeeeeee e 129

Types Of @ValuatioN .......cccuiiieiiieiie et 130
Performance evaluation of Executive DIirectors ..........cccoeveeeiienieeiiienienieenens 130
Role of External facilitator..........cccueieeiiieiiiiciiecieeee e e 131
USE OF TECHNOIOZY ....viieiiieeiiie ettt e et e e aaeeea 132
Evaluation CheCKIIStS.......c.uiiiiiiiiiiieiie et 132
Annexure-1: Board evaluation checklist..........c.ccocvuiiiviiieiiiieieeeieeee e, 133
Pre Evaluation reéqUir€ments ............ccccveeeeieeeiiieeiiieeeieeeeiee e e 133
Performance Evaluation of the Board............ccccooviiiiiiiiiniiiiicee, 133

Performance Evaluation of the Chairman (to be done only by an independent

4R D ST 1) o PR 138
Performance Evaluation of the CEO .......cooovviiiiiiiiiiiiiiiieieeeeeeeeeeeeeeeeeeeeeeeees 139
Performance Evaluation of Board Committees.......coovvvvvvveveeeeeeeeeeeeeeeeeeenene. 139

Performance Evaluation of Individual Director — General Parameters for
both independent and non-independent directors...........cccveererveercrereneneennne. 141

Performance Evaluation of Independent Directors — Specific Parameters .143

Chapter 10: Familiarisation Program for Independent Directors .............ccccceeveenee. 146
Report of the Cadbury COmMMIttee .........c.eevvieiieiiieiieieeieeeieeeeee e 146
The Committee on Corporate Governance: Hampel Committee:.......................... 147
Global Provisions about directors’ training ............cceeeeerveerieenieeneenieeesieesneenenens 147

United KinGdOm..........oocuieiiiiiiiiieeie ettt s 147

N Yz 00) (PRSP 147
HONEG KONG ..ottt et e 148
Applicability of requirement to training of directors or familiarization programme
.......................................................................................................................... 148
Provisions Under ACt, 2013 ......oouiiiiiiiiiieee oottt 148
Schedule IV of AcCt, 2013 .cciiiiieeeeeeeeeeeeeeeeeeeee e 148
Equity LiSting AGIrEeMENLt.......c..eeeviieeeiieeeiieeiiee et e eieeeeveeeeveeesveeeseveeeeneas 148
Role of External facilitator...........ccoiiiiieniiiiiniiieiceceeeeee e 149
Contents of familiarization Programme ............cccceeeveerierieeriienireeneenieeseesveeeeens 150

Chapter 11: Separate meeting of Independent Directors under Companies Act, 2013

.................................................................................................................................... 153
Relevance of Information............cccuveeciiiiiiieciiie e 153
Flow Of INfOrmation ...........cccuieiiiiiiiiiie et 154

Quantity of INfOrmation ..........ccceeciieeiiieiiie e 154

Whether statutory matters are being place before the Board? ........................... 154



Whether matters other than statutory matters are brought before the Board?...155

Quality of INfOrmation ...........ccueeeiiieeiii e 156
Timeliness of fIOW Of INTOIMATION «.....eeeeeeeeeeeee e eeeeeans 157
COMCIUSION . .o e e 157

Chapter 12: Evaluation of adequacy and effectiveness of Internal Control Systems 159

The concept of internal CONLIol .........c.eeeeiiiiiiiieiiieeiee e 159
Internal Control and element of ‘Risk’ ........ccccvvveiiiiiiiiiiii e, 160
Internal control under Act, 2013 and Equity Listing Agreement.......................... 161
Section 134(5)(€) 0f Act, 2013 ....eoiieeieeeeeeeeeee e s 161
Section 177 0F ACt, 2013 ..oooiiiieee et 162
Equity LiSting AGrEEMENt.......cccuieiiieiiesiieeiieriie ettt et site e eseeeeaeesaeesaeeneens 162
Whether ‘internal controls’ or ‘internal financial controls’ are the same? ........... 162
Checklist for internal financial cONtrol: ...........ccovveeeiiieeiiieeieece e 163

Chapter 13 : The Nomination and Remuneration Committee : An International

COMPATISOM ..ttt ettt et et s bt et eetesb et eatesbe et e sstesbeenbeennenas 174
Global comparison on essential of nomination COMMIttee: ........cceevvervvereeeruennene 174
Difference in roles and responsibilities Of NRC ..........cccccoviirciiiiiiiiniieciie e 180
Role of Nomination / Corporate Governance CoOmmittee............cceeervveerrveernnnennn. 181

Remuneration / Compensation COMMIttEe..........c.ceveeevrerieriiienieeieeniieeveeenans 182
Appointment of senior managerial personnel: is the power reserved with the
INRC? ettt et ettt sttt 185
Corporate governance committee and appointment of senior management: global
PLACTICES ..vveeerieeieieeesitieeeteeesteeeseteeesteeeetaeeessaeesssaeesssaeessseeessseeeasseeessseeensseeensseeans 186
UNIEA STALES ..ottt sttt st et 186

United KinGAOm......cvieeiiiiiiie ettt 186
AnNalysis Of the aDOVE.......cccuiiiiiiieiie e e 186
Chapter 14: Remuneration POLICY: .......cccueeiiieriieiiiinieeiterite ettt eiee e 188
Annexure: Model Remuneration POIICY ..........coceviiiiiiiniiiiinieniecceeceee 190
Interpretation ClaUSES .........ocvieiierieeiienie ettt ettt e eae e e s aeesae s 190
EAFECtiVe DAt ..o 191
S0P ettt ettt e e e e et e e e e att e e e e e nteeeeenbreeeeentaaeeans 191
PUIPOSE ...ttt et e 191
Guiding Principles for Remuneration and Other Terms of Employment.......... 192
Responsibilities and Powers of the Committee ..........ccceeevveerciieenciieenciieeieenee, 192
Principles for Selection of Independent Directors...........cccoeevverienienienieneennen. 193
Overall Criteria for Selection of EX€CUtIVES ......c..ceveeierieniriinienieeienieieeene 194

General Policies for REmMUNETAtION ... ..coeeveeieeeeeee e eeeeeeans 195



Notice of Termination and Severance Pay Policy .........ccceeveviienieniieniienne, 199

Disclosure and DiSSemination..........ccc.eereeeiieniienieenienieesiee e 200
Chapter 15 : The Audit COMMILLEE. .......eeriuiiriiiiiieiieeieete e 201
Provisions relating to Audit Committees under CA, 2013 .......occviveeieeriieeenenne 201
Applicability of Audit Committee requirement:...........ccecveveereeeveeneenereeneenen. 201
Composition of Audit COMMItLEE.........eeevrreeiiieeriieeieeeiee e 202
Reconstitution of Audit COmMMIttEe........ceeevueeriiiiiieiiieiierieeeee e 202
Functions of Audit COmMMIttEe..........ccueerieeiiieriieiierie et 202
Appointment of QUAITOTS: .......cccviieiiiieiiieeie e e 202
Review of independence and performance of the auditor: ...........c.cccueee.ee. 203
Examination of financial statement and the auditors’ report............cccoen.e... 203
Approval of transactions with related parties: ...........cccoeeveeeiercieenieecieeieeee. 203
Omnibus approvals to related party transactions: ...........ccceeeevveercrveerieeenneenns 204
Basis of approval of related party transactions by the audit committee: ....... 205
Scrutiny of intercorporate loans and investments: ............ccoecueereeerieenieennnnne. 205
Valuation of assets or undertakings where necessary:..........c.cceeeevveeeveeennnen. 206
Evaluation of internal financial control: ..........c.ccccoevciieiiiniiiiniieniieieieeee 207
Evaluation of risk management SYStemMS:.........c.cccvuerirerienieenienieenieeneeeieans 207
Powers of Audit COMMILLEE........ccuiiiiiiiiiiiiieiieee e 207
Establishment of Vigil MechaniSm...........c.cccecveriieiiienieiniienieeiecie e 207
Provisions under Listing Agreement pertaining to audit committee: ................... 208
APPICADIIILY oo e e 208
Composition of Audit COMMITLEE........ccvuieriieriierieeiieeieeieeeee et eeeesiee e eeeans 208
Meeting of Audit COMMUILIEE .......cceeevvierieeiieiie ettt ae e 209
Functions of Audit COmMMIttEe.........cccueeriiiiiiiiiiiiieie e 209
Powers of Audit COMMILEEE. .........evueiriiriiriieiieiereee et 211
Audit Committee and Related Party Transactions under Listing Agreement....... 212
Annexure 1: Sample Audit Committee Charter...........ccovueeiieiiiiiiinnieiienieeeeee, 213
Annexure 2: Checkpoints for determination and approval of related party transactions
at arm’s 1eNGth DaSIS......cccuiiiiiiiiie e 217
Annexure 3: Audit Committee review criteria — Auditor’s Independence and
B OCHIVENESS ..t e 220
PUIPOSE ..ttt e ettt e e e e et e e e et e e e e aaaee s 220
On Auditor Independence...........cccueeuieriieiiienieeiieie e 220
On Audit Process and its effectiveness .........cccueeevieriieeiienieeiiieieceeeee e 220

Chapter 16: Board and Audit Committee Review Criteria — Risk Management
N A1 1S) 88 OSSP PSRRRUPPPRR 224



Purpose of risk management: ...........ccceeciiiiieiiieniieiiece e 224

Meaning of risk Management:............cceeeviiieiiieeiieecie et e e 224

(O 1151 o403 (G o) B 0 ] G 225
Based on place 0f OTIZIN: ....cc.eieviiiiiiiieie et 225
Categories based on type Of T1SK: .....cccvveeeiiiiiiieecieeeeeee e 226
Strate@iC RISKS ..icuviieiieeiieceeeee e e 227
Financial RISKS........coeiiiiiiiiiiiiieceeeeee e 228
Compliance RISKS ....cccviieiiiiiiiiiece ettt 228
Operational RISKS.......ccueieiiiiiiiieciie ettt eee e e eneneeen 229
Parameters for review of risk management:.............cccoeeuveriieniienieniienie e 231
Chapter 17: Omnibus approval of related party transactions............ccceeeeveeeereeennnennns 236
Chapter 18: Policy for Determining Material Subsidiaries............ccccoceevvuieriienieennens 241
Draft of policy for material SubSidiaries: ..........ccocueeviieriieriieniieiecie e 241
COMMENCEMENL: .....eeiiiiiiiiiiiiit ettt ettt e st e e st e e s e e 241
ODJECHIVE: .ttt ettt ettt ettt et e e tae et e e tee et eesabe e b eeesaeenseessaeenseessseensaens 241
DEfINTIONS. ..ceutiiiieiiieieeteet ettt sttt ettt 242

L F311S) 40 (1 71101 SRR 243
Process of determination and compliances in respect of Material Subsidiaries 243
General Compliances in respect of other Subsidiaries ...........ccocevevvieniencnnnene. 243
AMENAMENTS: ..ottt ettt et b e s 244
Chapter 19: Policy on board diVersity: ........cccceeeiierieiiiienieeiieiie et 245
Sample Policy on Board DIiVerSity .........ccccverieiiiienieeiienieeieeee e 245
PUIPOSE ...ttt et e 245
POliCy Statement .........cc.oveeiiieiiieecee et 245
Role of the Nomination and Remuneration Committee .............cceecueerueerueennenns 247
ReVIEW Of the POLICY ....ciiiiiiiiciieie e 247
Chapter 20: Policy on related party transactions ............cceeeeveeeeuieercreeenireeesveeenneeens 249
Policy on Related Party TranSactions ..........cccceeeeveeeeirercuieeniieesiieeeieeesveeeseveeens 249
EffeCtiVe Date ...c.eeiiiiiiie e 249
PUIPOSE ...ttt e 249

D INITIONS. ..ttt sttt sttt e s e aee s 250
POlicy Statement .........cc.eeeiiiieeiieecee et e 252

A. Identification of Related Parties ............ccceevvieiiiniieniinieeieeeeeeee, 252

B.  Procedures for review and approval of Related Party Transactions.....252

C.  Standards for ReVIEW........cooieiiiiiiiiiiiie e 255

D. Determination of Ordinary Course of Business ...........ccccecevevuvenveennnnne 256



E.  Determination of Arms’ length nature of the Related Party Transaction...

................................................................................... 256
F.  DISCIOSUIES. ..ottt 257
Chapter 21: Succession planning...........ccceceeeieeiiienieeiiienie et eve e 259
Succession Planning of [¢] for Appointments to the Board and Senior Management
OF the COMPANY ....oeieiiieiiieeee et e et e e sereeeaneas 259
PUIPOSE ...ttt e 260
S0P ettt ettt e e e ettt e e e e tt e e e et eeeeenbaaeeeenraaeeans 260
L F311S) 40 (1 71101 SRR 260
MOdES O SUCCESSION. ...ttt ettt ettt sae e 260
Identification and development of Internal Candidates..........c...cccceeevveeennennnee. 261
L Identification ..........cooueiiiiiiiiiieee e 261
II. Training and development...........cceeeeuveeeieeecieeceeeeee e 261
Identification of external candidates...........cccoeeeriiieniiiiiiiiiiiceeeee e 261
Procedure fOr SUCCESSION. ........cccviiriiieiieriie ettt ettt ae e 262
A. In case of temporary vacancy caused due to illness or leave of absence
262
B. In case of foreseeable vacancy such as retirement or removal............. 262
C. In case of unforeseeable vacancy caused due to resignation, death or
OtNETWISE. ...ttt sttt 262
AdminiStration and TEVIEW........ccueeevieriierieesiieeieeieeseeeieesreeieesereeseeseseeseesenes 263

Chapter 22: Corporate Social Responsibility — Provisions, Functions and Policies..264

Role of the board once a company is covered by section 135 ..........ccceeeiirennenn. 264
CSR COMMILEEE ..ottt sttt sttt s 265
Composition and CONSHITULION .....cc.eeevieriieeiiieniieeiieiie et eniee e iee e eeee e e 265
Meetings of CSR COMMUILEE .......ccveeeeiieeiiieciee e 266
Quorum for CSR COMMIULLEE ......cveeeevieeeiieecieeceiee et e 266
CSR Committee - roles and reSponsibility..........ccceeveerireriieriiienienieenieeee e 266
CSR ACTIVITIES. ..ttt eiteeite ettt ettt ettt et ettt e st e et e e s it e eabeesbbeebeesseeenseens 267
Collaborative effOrt.........c.cviiriiieiieiecee e 268
CSR activities as per Schedule VII..........cccoeiiiniiiiiiiiieiecieeeece e 268
CSR EXPENAILUTIE ....cccviiieiiieeiiie ettt et e e saae e s ree e sebeeesaseeeneeas 269
CSR POLICY ettt ettt ettt ettt s e et essaeeseessaeebeesnneenseens 270
CONLENLS ..ttt ettt st ettt 270
Annexure : Sample CSR POLICY ..ocvviiiiiiieiieciee et 271
Draft Of CSR POIICY ..ccuviiiiieecie ettt e 271

ANNEXURE. ...t 278



List of activities that may be taken up by the Company as their Priority

PrOJECES — oo en 278

Chapter 23: Vigil MechaniSm...........c.ccccuieiiieriieiieniieeieeree ettt ieeeve e 281
Whistle blowing — internationally and in India............cccooceeeiiienieniiiniinieees 281
What is voicing of genuine concern?............ccccuvevvevvoenoenienenseneeneeeneenens 282
Vigil mechanism for closely held companies ............ccoceeiiiiiiiiiniiinincee, 282
Annexure: Draft Vigil Mechanism Policy ..........cccccoeviiiiiiiiiniiiiicicceeeee 283
Background..........oouiiioiiieeee e 283
INEETPTELALIONS ...vvvieieieiieeiiecite ettt ettt ettt et e et esaeetaessbeeseesnseensaens 283
POLICY ODJECHIVES ...uvviiiiiieciie ettt ettt e e e e e naee e 284
Scope Of the POLICY ..uvvieeiiieeeeeeeeeeee e e 284
Receipt and Disposal of Protected DiSClOSUTIES ..........cccuveriiieiienieeiieiieeieeiens 285
SN B F e o) PR 286
Decision and REPOTtING.........ceccuiieriieeriieeiiie et 287
Secrecy / Confidentiality.........ccceccveeiieiiiienierii e 288
PrOtECTION ..ttt sttt 288
Access to Chairman of the Audit Committee ...........ceecueeiiiiiiinieniiiinienieeee 289
COMMUNICALION ...ttt ettt sttt ettt et sbe e b et sbeenbe et 289
Retention Of DOCUMENLS.........coouiiiiiiiiiieiiee e 289
Administration and Review of the Policy........ccccocoviveiiiiiciiiniiee e, 289
AMENAMENL ..ottt ettt ettt ettt st ne e 289
Chpater 24: Contents of the board report...........cccveeeeiieeriieeiiiecieece e 291
Disclosures to be made by every CoOmpany ..........cccceeeveeeeeeeeciieeniiieesieeesveeesveeens 291
Disclosures by public companies or companies triggering specified limits ......... 294
Trigger based diSCIOSUIES:.......ccuieiiiriieeitieiie ettt 294
Additional disclosures for listed companies and class of companies ................ 294
Chapter 25 : Guide to Directors’ Responsibility Statement .............cccoeeevvveeciieennennns 298
1. Adherence to Accounting Standards: ...........cccveeeeiieeriieeiiie e 298

2. Accounting policies and reliance on judgments and estimates:........................ 299

3. Safeguarding the company’s assets and prevention of fraud and error: ........... 300

4. GOING CONCEIN ACCOUNTINEZ: ...veeuvreeirieerireeesireeeitreeesreeesaeeesseeesseeesseeessseessseeans 300

5. Adequacy of internal financial controls: ............cccoevieriiienieniiieniecie e 300

6. Compliance with applicable [aws: ........cccoeviiiriiiiiiiiieiece e 302
Chapter 26: Board Governance in Financial Institutions: Banks, NBFCs and Insurance
COMIPAIIES. ..ottt ettt ettt et et e et e bt e e bt e bt e sab e e bt e sabeenbeeeabeebeesabeenbeesnneanseens 304
Need for good corporate governance in the financial sector............ccceevveeennnnn. 304

Corporate governance norms for the financial intermediaries............c.cccceevennee. 304



Corporate governance norms for Banks ...........cccccoevieiiiiiiiiniiinienieeieeieeene 305

Norms for PSU Banks.........cooouiiiiiiiiiieeeeeee e 305
Norms for Private Banks..........ccccooiiiiiiiiiiiiieeee e 305
Composition of the board...........cccceevieriieiieniii e 305
AUt COMMUITEEE ....evveiieiieieeiieieeteeite ettt st 306
Other Committees 0f board..........cocoveevieriinieniinienieeeeeeee e 306
Corporate governance norms for Non Banking Financial Companies (NBFCs)
............................................................................................................................ 307
Constitution of Audit COmMMIttEe........coceiriieriiiiieiieeieeeeeeee e 307
Constitution of Nomination COmmittee...........ceecveereeriieenirnieenienieeieeene. 307
Constitution of the Risk Management Committee.............ccceevveeeveeennreennne. 307
Disclosures and tranSParenCy ........c..cecveeeeveeerveeeireesireeesireeesreeesreeesseeennns 307
Rotation of partners of the statutory auditors audit firm..............c.ccuee...e. 308
Revised regulatory framework for NBFCs........ccccceevviiiniiiieieeceecee e, 308
Corporate governance norms for Insurance Companies............cceeeveereeerveennens 312
Composition of the board...........ccceevieiiiiiieniiieeee e 312
Roles and responsibilities of the board ............cccoeeeviiiiiiniiiiniiiiee 313
“Fit and proper” criteria of the directors ..........coeeveeriieeiienieeiieieeieeeeee, 314
Committees 0f Doard.........coceeviiiiiiiniiiiieee e 315

OtheT PIOVISIONS ...cuvieeiieiieiiieeiieeite et esiee et et eebeesieeebeeseeeabeesseesnseeseesnnas 318



