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2019 challenged India’s corporate governance 
practices 

 
Companies with institutionalized governance practices were better able 
to withstand the onslaught of 2019. Both equity and debt markets were 
affected by governance practices in 2019, which is expected to renew 
focus on responsible investing going forward. 
 
For Corporate India, the past 12 to 18 months have been difficult. With 
economic growth slowing, achieving business targets has been stretching 
managements with a few opting for short-term fixes.  
 
The meltdown of two large non-banking finance companies (NBFCs) 
impacted the flow of funds. With stretched liquidity and a weakened real 
estate sector, the asset quality of several NBFCs came under scrutiny. One 
large NBFC was referred to Insolvency and Bankruptcy Code (IBC) within 
a week of the code being notified for finance companies.   
 
Divergences on asset quality recognition continued to plague the banking 
sector and the continued weakening of asset quality further deteriorated 
capital adequacy levels in what is referred to the twin balance sheet 
problem. The government merged several public sector banks in an 
attempt to create larger banks (that can better serve a growing corporate 
India), but whether this creates stronger banks remains to be seen. 
Meanwhile, the failure of two co-operative banks resulted in anxious 
deposit holders turning to the Reserve Bank of India (RBI) for help and 
brought to the forefront the debate on the extent of RBI’s oversight over 
the financial sector.  
 
Developments over the past one year have demonstrated the impact of 
corporate governance practices for credit markets. The almost USD 20 bn 
of debt held in companies under the IBC, while being set to clear up, is 
lesson enough for credit markets on the importance of assessing not just 
credit ratios, but governance practices before they lend. Other disruptions 
too affected bond holders during the year. The big issue concerning the 
Indian credit markets was promoter shareholding being pledged to raise 
debt. Mutual funds that invested in loan-against-shares products in their 
Fixed Maturity Plan schemes, rolled over the redemption on maturity date 
in the hope that a stake sale would result in the bonds being paid up, even 
as promoters of one bank, one media house, and one industrial solutions 
company lost control of their businesses because lenders called in the 
pledge and sold down the equity. Although SEBI introduced side-
pocketing to deal with such instances, and tightened disclosure 
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requirements, this brought focus on the governance practices of various 
investment institutions.     
 
Whistle blowers once again came to the fore in raising governance issues. 
While whistle-blower mechanisms in India work for the most part, today 
there seems to be a dangerous trend of whistle-blowers using media to 
get attention. Even so, while whistle-blowers get protection under law, the 
use of media to raise questions on management has severe 
repercussions. In a regime where defamation laws are weak, an event of 
this nature is essentially out of boards’ control. Boards can only react, and 
not pre-empt this. Regulations must consider removing protection 
afforded to whistle-blowers that directly access media, a practice followed 
in other geographies.  
 
All these issues tested the governance practices of corporate India in 
2019. Companies that had institutionalized their governance practices 
were better able to navigate the onslaught the myriad issues. In 2019, 
Institutional Investor Advisory Services (IiAS) evaluated the governance 
practices of 150 companies - S&P BSE 100 index constituents (BSE 100) + 
50 companies listed between April 2015 and March 2017 (IPO companies) 
- on the Indian Corporate Governance Scorecard framework1. This 
scorecard has been developed jointly by International Finance 
Corporation (member of the World Bank Group), BSE, and IiAS.  
 
The 2019 study, “Stability despite headwinds” showed that the larger 
companies have taken their governance practices seriously, resulting in 
median scores of S&P BSE SENSEX constituents (SENSEX companies) 
increasing to 61 from 60 in 2018. BSE 100 companies maintained median 
scores at 58. Yet, at the higher end, the scores of most companies had 
increased, just as much as at the lower end, the scores had decreased over 
the previous year. The institutionalization of governance practices led to 
greater stability of scores for the larger listed companies. IPO companies 
were not been able to hold ground – median scores for IPO companies 
declined to 54 from 55 last year, with the lowest company scoring a mere 
29.  
 
The study shows that markets have rewarded the more stable and better 
governed companies. At a portfolio level, well-governed companies (those 
with a score of 60% or more) outperformed the rest of the pool over a two 
and three-year period. The analysis holds true for stock Beta too; stock 
Beta signifies the volatility in stock price movement. Well-governed 
companies tend to, at a portfolio level, be less volatile than the residual 

 
1 As all evaluation frameworks do, the methodology of the Indian Corporate Governance Scorecard also has its own limitation. A high score on the 
scorecard is not an indicator of current or future financial performance, or stock price performance. The scores also do not indicate the permanency 
of governance practices: a company’s governance practices may improve or deteriorate from the date of the scoring. The scorecard is based on 
publicly available information, which has its limitations and cannot predict corporate behaviour – especially during contentious or divisive situations.  
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pool of companies. This analysis is not a back-testing of current scores, 
but an assessment of companies scored in IiAS’ earlier studies. Therefore, 
the assessment on the Indian Corporate Governance Scorecard 
framework has predictive value.  
 
At a company-specific level, there will be exceptions. Stock-prices of well-
governed companies may not outperform the index and vice-versa. Even 
so, at a portfolio level, the argument of a direct correlation between price 
performance and stock beta vis-à-vis corporate governance standards 
holds true. 
 
Investors have a strong role to play in improving the corporate 
governance practices of companies. This is reflected in the correlation 
between institutional holding and governance scores: median 
shareholding of institutional investors is higher for BSE 100 companies at 
34%, compared to IPO companies at 24%. 2019 also witnessed an increase 
in investor engagement levels. With the growing number of issues that 
companies faced during the year, investors from both the debt and equity 
side increased their interaction with companies. Lenders took unique 
positions – some ruthlessly calling in pledges and selling down the equity, 
others taking on board seats and establishing control. In one instance, 
lenders refused to accept the promoter’s resignation, ensuring that the 
promoter continues to shoulder the responsibility of finding a resolution 
for the company instead of walking away.  
 
With both equity markets and credit markets being affected by corporate 
governance practices in 2019, responsible investing is likely to see 
renewed focus in 2020.   
 

Exhibit 1: Top 10 performers on the BSE 100 (in alphabetical order) 
 
 
 
 

 
 
 
 
 
 
 
 
 
 

    

Notes and Disclosures:  
1. Based on the scores effective 30-Sep-2019; assessment based on the Indian Corporate Governance 

Scorecard  
2. HDFC, through its subsidiary HDFC Investments Limited, is one of IiAS’ shareholders.  
3. Tata Investment Corporation Limited, a fellow subsidiary of Tata Motors Limited and The Tata 

Power Company Limited, is one of IiAS’ shareholders. 
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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 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. Some of the 
companies named in this report have subscribed to IiAS’ services and IiAS has received remuneration from these subject companies in the 
past twelve months. 
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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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