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From the

editor’s desk

Dear Reader,

We have had a spate of high profile conferences these last few months. In fact, one of the
conferences, ‘Corporate Governance in Emerging Economies: Are We There Yet?’ gave the
editorial team of the ISBInsight interesting opportunities to speak to a number of movers
and shakers leading the Corporate Governance movement in India. Indeed, we discovered,
it is a movement, and hence the cover story on the topic.

The other Conferences included topics such as Logistics and Supply Chain issues,
entrepreneurship initiatives in new areas, and international research in finance. They
attracted a large number of senior executives and academic researchers from India and
abroad. But the one that added a different hue was ‘The Editors’ Roundtable’ which had
editors from leading publications discuss the involvement of India’s youth in politics. The
animated discussions clarified several misconceptions and opened up possibilities for every
individual to participate actively in the development of modern India.

Several professors, both resident and international, have contributed generously to this
issue. Professor Freeman’s bold comments, Professor Vasudeva’s award winning dissertation,
Professor Puranam’s thoughts on rural education, Professor Ramachandran’s experience
with Family Businesses, Professor Chowdhry’s report to the World Bank, and many others:
they have all made this issue extremely valuable. It is contributions such as these that is
making the ISBInsight a sought after publication. We are proud that it is creating a niche
for itself among readers with several articles being reproduced (with our permission) in
reputed newspapers and magazines.

The ISB has taken several initiatives to expose students to creativity through the Business
& Art programme. Students found the session on ‘Ad filmmaking’ with Kailash Surendranath
an eye opener. Speaking of ‘ads’, you will find a number of corporate advertisements in this
issue, which takes the 1SBInsight to its next logical step in its evolution — that of becoming
self sustaining, much like the internationally reputed B-school publications. We hope that
this encouraging beginning will help us to spread India’s management thought leadership
across the world.

I look forward to your feedback as always. The email addresses for getting in touch with
us are: subscribe_insight@isb.edu and editor_insight@isb.edu

S at

Bhuvana Ramalingam
Editor
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Kalpana Morparia, Joint Managing
Director, ICICI Bank, heads the Corporate
Centre at the ICICI Bank Limited, India’s
second largest bank. She shares her views
on corporate governance in India with

Sanjay Kallapur, Associate Professor of

Accounting, ISB.

“India has done pretty well in

Corporate Governance

We didn’t need a Sarbanes-Oxley Act to get us there.”

Kalpana Morparia, Joint Managing Director, ICICI Bank

Sanjay Kallapur: What role does corporate
governance playincapital markets, specifically
in your case, in lending decisions?
Kalpana Morparia: The maximum
impact is really in the capital markets. As
far as lending is concerned, we have access
to far more information about a company.
The information asymmetry is much lower
in the banker-borrower relationship than
in the capital markets.

When it comes to valuations of
companies, companies with almost the
same EPS number, and belonging to the
same sector, should rightly command the
same PE multiples. But you could see
a big divergence because a company is
perceived as being better run, and follows
governance practice. When the governance
of a company is conducted in a transparent
manner, there is far more information and
analysis available.

In the capital markets, other than the bald
numbers that come out every quarter or in the
annual analysis, one does not know how the
company business is really functioning — the
ethical standards, the compliance framework
within the company; etc.

Do you think that corporate governance in
India compares with corporate governance
with the rest of the world?
I think India has done pretty well. One
of the key differences you see between
India and the developed markets is that
in India, a large number of businesses are
still family owned. Since the dominant
shareholder is the family, the malpractices
within the company would be much less.
Celebrated instances like ENRON would
be fewer in India.

However, India is susceptible to some
other forms of malpractices. Because of

dominance in shareholding rather than a
distributed configuration, there could be
a lot of connected transactions, and that is
something to guard against in terms of the
overall governance structure.

Of course, you have small companies,
fly-by-night operators, who are quickly
going in, taking capital, and then getting
out. But the larger companies would see
less of the problems that you see in other
developed markets.

In terms of practices, India already had
the audit committee framework, and the
accountability of the Board is very well laid
down by the Companies Act. Several statutes
in India fix a whole lot of responsibilities on
to the Board. India always had these good
practices. We didn’t need a Sarbanes-Oxley
Act to get us there.

What would you attribute that to? Your
experience in the capital markets goes back
alongway. Historically, how has this evolved,
and what made the Indian legislation as
good as the best in the world?

Our inheritance was very good in terms
of the Company Law framework. In the
last 10 years we have seen a heightened
awareness in governance structure. Earlier
it was more statute bound. Now, given
the overall impact of good governance
practices in the capital markets, you see
the directors themselves taking a keener
interest in the company’s working. The
Board now gets into far greater details
about the running of the company and
raises the right questions.

Another development has been the
advent of specialised committees of the
Board, some mandated and some evolved.
You see committees such as the governance
committee, the nominations committee or



the compensation committee, spend almost
the entire day on dedicated areas. For example,
in the banking sector, you have a dedicated
Risk Committee, a Credit Committee, or a
Customer Service Committee.

The Chairman of the committee takes
the full onus of the particular function of
his/ner committee. He then becomes the
lead director at the Board, giving guidance,
inputs, and feedback. This, in terms of
practice, has further honed the overall
governance framework. The evolution of
best practices came about because of the
rapid growth of the Indian economy, the
reliance on capital markets for funding, and
of course, the influence of what happened in
the USA, UK, some of the other developed
markets, and Clause 49.

Some of the good practices you mention
are fairly recent even in the US.

At ICICI bank, the company | know
well, in 1996 we came up with the idea of
having dedicated committees, which would
be chaired by independent directors. They, in
turn, would take the onus in respect of avery
key functional and a risk area for the entity.
And this was way before the Sarbanes-Oxley
or Clause 49 came in. I’'m sure companies
like Infosys or Wipro, would have similar
experiences. Though in the case of Wipro,
you have a very large dominant shareholder,
in terms of governance practices, they have
always upheld some of the best.

In India, is it true that private lending is a
greater proportion than in the US, and would
you attribute that to information asymmetry?

Of course, it is. | would attribute it to two
things primarily: the lack of an investor base
andthe lack of good transparent benchmarks.
On the investor base, if you look at the
US, or any other developed markets, there

are large pools of capital, pension funds,
insurance companies, provident funds, very
large mutual funds — all of which have a lot of
appetite for fixed income securities. And they
also have transparent benchmarks, whether it
is US Treasury, or LIBOR, or others.

In India, if you look at the long term
appetite of fixed income securities, it
is largely the provident funds that are
mandated to invest the bulk of their capital
exclusively in government securities. There
is so much pre-emption of resources by the
Government of India for their own funding
that the appetite for corporate paper is
much less. Moreover, provident funds can
invest exclusive 10% of their incremental
corpus into corporate debt. So it’s a held-
to-maturity strategy. For pensions too,
until the pension reforms happen, it would
remain unfunded. Mutual funds are of a very
short term kind, and therefore, they largely
invest in short dated securities and short
term papers. Insurance used to be one large
entity, though that is changing now. But a lot
more changes need to take place.

When your company, along with other
Indian companies, went in for ADR and
GDR issues, was there a problem for you to
establish your credibility?

Not really. The only requirement was that
we had to do up our accounts under the US
GAAP rather than the Indian GAAP. You had
to file a registration statement with the SEC
which required enhanced disclosure. But if
you look at the disclosure levels that SEBI
mandates now, they are similar.

What are your views on the Sarbanes-Oxley
audit requirements and to what extent do
you have to comply with it?

We have to fully comply with it. There are

= = N LN

Kalpana Morparia, Joint Managing Director, ICICI Bank, and Sanjay Kallapur, Associate Professor of Accounting, ISB
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no distinctions for foreign issuers; they are
just given a longer time for compliance
with what is called Section 404. This is the
same as that given to a US company. India
has also brought about an internal control
certification requirement under the new
Clause 49. The difference is that under
Section 404, in addition to the CEO and
the CFO giving a certification, you also need
a statutory auditor to give their opinion,
whereas in India that is not mandatory.

Many US companies as well as foreign
companies have complained that these
requirements are onerous. In fact, there
have been some de-listings after the
Sarbanes-Oxley act.

The certification requirements also
entail some costs for hiring consultants
to advise you on how to do it, buying
software to make the various statements,
to capture the data, etc. But more and
more companies are now used to it.
Listing in the US is attractive because
it is a market with the largest pool of
investments today, and obviously, you
are getting a huge investor base which
you can tap for your debt and equity.
Secondly, you also have a regulator which
is a watchdog.

What role do you see institutional
investors playing in emerging markets?
My experience of a foreign institutional
investor is that if they find a company
with poor governance practices, they
vote with their feet. They dump their
stocks, which is the best way of saying
that we are disappointed with what
the company is doing. Private equity
investors play a much bigger role, which
is more interventionist; they want to get
elected to the Board or want nomination
rights. There are other kinds-mutual
funds, hedge funds insurance companies,
pension funds — who prefer to do their
own research, are not interventionist,
and buy and sell stocks depending on the
value realisation.

In my experience, Indian institutions
have intervened only when they have found
some problems. They let the management
and the Board run the companies so long as
there are no issues.

Do you have nominee directors on boards
of debtor companies? What is the role
of nominee directors in protecting the
interests of the institutions they represent,
and the public generally?

We do have nominee directors on a few
companies. These are largely companies
where our exposure is significant, or
companies that are under some amount
of financial stress. The philosophy we
follow is that under the Company Law,
there is no difference between a nominee
director and a shareholder elected director.
For that matter, a Managing Director too
is no different in terms of the fiduciary
responsibility that he owes to the
shareholder. The Company Law makes no
distinction at all.

What is your view of the quality of
intermediaries in the Indian market,
activists  like Calpers, the Investor
Responsibility  Research  Centre, the
corporate library, or the proxy monitor
in the US, which researches the issues
and gives institutions advice on how they
should vote their shares?

If you look at the Indian Nifty companies,
it's the MNC, the government, or the
industrial family which is the predominant
shareholder, except for 5 or 6 of us such as
ICICI, HDFC, Larsen & Toubro, etc. Some
of the comparisons that we do with the US
would have to factor in this difference in
the ownership structure.

As the Indian companies raise more capital,
will this structure of shareholding continue,
or do we need to make the shareholding
more broad based?

We have seen very little change happen in
the last decade. But over the next 10 to 15
years it will have to change because of the
sheer capital required. In the near term,
the difference between the ownership
structures will remain. The government is
not talking about diluting its holding in any
of its public sector undertakings.

Do you think that India’s performance in
the banking services has developed well
since 1991, and how does it compare with
other emerging markets?



We have seen a huge change, particularly
from 1994, when new private sector banks
were given licenses. Indian banks could then
leapfrog the whole technology platform. The
developed market banks had started three
or four decades before we had and had the
mainframes to go through, whereas India
got the full advantage of all the advances of
the IT revolution. So, in terms of customer
convenience and in bringing down the
intermediation costs, the Indian banks did
very well. Certainly, they have been big
contributors to the growth that you see in
the Indian economy.

As India opens its banking sector even
more, you will see a lot more consolidation
happening, alot more foreign players coming
in. If the overall credit to GDP ratio in India
is lower than other emerging markets, it is
because 30% of all deposits mobilisation in
India gets pre-empted one way or the other
by the government, so you have only 70%
available. But with more fiscal responsibility
coming in, the Government will be bringing
down its overall borrowing programme
and getting its finances into shape. This
will mean that more investable surplus will
be available and banks will go out and give
more credit.

Indian nationalised banks lag behind in the
adoption of internet and other technologies.
Even a large bank like the SBI, which is
probably one of the largest banks in terms
of customer reach, is still not very tech-
sawy. Do you see that changing?

This is a skill and a business process issue.
Merely buying computers does not mean
you will become a technology bank. You
have to reengineer all your processes around
the technology. Hiring a software company
or a consultant to give you your technology
platform will never work, it has to be
business driven.

All the technology initiatives that we
have in ICICI Bank have been spearheaded
by the businesses because that’s what the
customer wants. This is similar to what you
would find in any of the foreign banks or
the new generation banks. For public sector
banks, this will take some more time.

Even though the public sector banks
reach out to a much larger section of

people, private banks are seen as offering
much better services.

Again, technology has played a very big
role. For instance, the ATM has brought in
so much convenience. The internet made it
even better, the call centres made it midway
between the internet and going to an ATM.
Being customer-friendly attracts customers,
even though you don’t have a large customer
base to sit on.

Which area of growth holds the
maximum promise?

Strange as this may sound, | think
all the areas of banking hold a huge
promise. Corporations are on a huge
investment cycle right now, so there is
potential pertaining to syndication and
trade finance. Consumer credit boom
continues, given the rapidly rising middle
class wanting home loans, car loans,
credit card, and personal loans. With
the thrust on trying to integrate the rural
markets with the urban market, organized
retail is coming in; we are getting into
contracts with farmers, giving inputs and
linking farmers with urban and exports
markets. Today all rural and agricultural
lending are for productive purposes. With
wealth generation, you will see a consumer
led credit growth happening in the rural areas.
People will buy homes and personal vehicles.

How can companies attract and retain women
in leadership roles, like ICICI has done?
One of the things that ICICI has done
assiduously over the years is not have any
gender bias at all. If you follow a merit
based policy at the time of recruitment,
compensation, career progression, job
fitment, you will find as many women as
there are men.

The ISB has continuously made efforts to
attract women to management education.
At 20% we probably have the largest
women student group. How can we attract
more women into the programme?

I think it has just got to do with information
dissemination more than anything else.
Probably women, even in this day and age,
are not informed about what management
education can do for their careers.

“So, in terms of customer
convenience and in bringing
down the intermediation costs,
the Indian banks did very well.
Certainly, they have been big
contributors to the growth that
you see in the Indian economy.”






