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Board Level Succession Planning

Arun Duggal

In the recent months there have been a lot of issues regarding CEO and Board
members appointments. Based on my experience as board chairman and
independent director of company boards in India and
overseas, I recommend more focus on succession
planning for the CEO, Board Chair, Committee Chair,
Independent Directors (ID's) and other Non-Executive
Directors. At present, in most companies, CEO and
Board level successions tends to be episodical or
accidental which exposes companies to a major event
risk. Besides being essential for good corporate
governance, recent regulatory developments make it
an urgent priority.

Arun Duggal seves on Corporate Boards
in India and overseas As required in the Companies Act 2013, most
companies appointed IDs mostly for a five-year starting
April 2014.In 2019, in most companies, most directors were reappointed for another
five-year term - the maximum permitted under the law. This will create a cliff in 2024
when most IDs, including Committee Chair must retire. They will need to be replaced
by new IDs without the benefit of overlap and orderly succession at Board level.

SEBI has mandated that Boards need to identify Skills and Expertise required and
available among the Board members. Boards must have a Diversity policy, an
Independent woman Director. Directors can serve on maximum of 7 listed company
Boards and appointment of Directors over 75 years age will require a special
resolution. SEBI has also announced its decision that from April 2020, the Non-
Executive Chairman is not related to its MD/CEO

In addition, the Proxy Advisory firms have guidelines which may be more stringent
from the regulatory requirements. For example, some of the proxy firms and
institutional investors consider being on more than 5 Boards as over-Boarding. For
family-controlled companies in India, the issue of having family members as Chair or
MD versus having a professional in one or both positions is another significant
matter.
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Taking these factors into account, it will be prudent for the NRC's to develop a
comprehensive five year Board succession plan to ensure that the CEO, Chair and
NED succession is orderly and there is reasonable overlap between incoming and
outgoing NEDs. It also should provide for the contingency of sudden vacancy of CEO,
Chair or NED position. Not only will such thoughtful planning be in the long-term
interest of the company, but the equity analysts, investors and Proxy Advisory firms
and regulators may require it in future.

Following is a suggested framework for this Board succession planning process:

1. CEO succession planning is most important, and the Board must identify
possible insider successors and implement a development plan for each of
them, as well as be mindful of possible CEO successor from outside the
company.

2. Next to the CEO selection, the selection of the Board Chair is most important
for the company. As per SEBI proposed requirements, the Chairman position
will be non-executive, and the CEO/MD should not be related to Chairman. It
would be extremely important for the Board to spell out in great detail the Role
definition and division of responsibilities between the Non-Executive Chair and
CEO/MD and have Lead Independent director or Chair of NRC available to
resolve any differences if they arise. Since most companies in India are
promoter controlled, choice would need to be made as to how the promoter
Family exercises control.

3. The Board must decide on the mix of skills and expertise that ideally should be
available on the Board. Traditionally, Boards have selected directors with
corporate governance, business, professional, public policy, legal and
academic back grounds. But now additional skills are relevant, including
digital, social media, venture capital and private equity, capital markets,
innovation, business transformation, risk management, cyber security, etc.

4. It may be difficult to have all these skills and expertise on the main Board.
However, the main Board capability can be augmented by setting up an
Advisory Board of experts, and/or getting some of the experts to serve on the
Board subcommittees and/or by retaining experts as consultants to the Board.
For example, the Board may retain a retired government official as an advisor,
the Audit Committee may include an external risk management or cyber
security expert, or the NRC may retain an HR or Compensation professional as
an advisor.

5. The NRC should then prepare an inventory of skills and expertise of current
Directors available on the Board and in various Board committees. This will
help NRC to identify skills and experience gaps to be filled in the main Board,
Advisory Board and by induction of subject matter experts.
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6. Given the coming cliff in director retirals in 2024, companies should plan ahead
and appoint directors on the board well ahead, so that they ensure continuity,
build corporate context at the board level and going forward, retirals and
appointments are staggered.

7. While it is important to have people with diverse skills and experience on main
Board of the company, the most important traits are wisdom, strategic
thinking, and ethical values of Board members. These traits can be best
ascertained by the collective judgement of the NRC members and through
discrete reference checks. They must also make sure that the prospective
Board candidates can work as a well-knit, trusting team in good circumstances
and also if the company faces adversity.

8. Another importantissue to consider if there should be of term limit and/or age
limit for Chair, CEO/MD, and other Board members. The regulations now do
prescribe two five years term limits for IDs, but each company will have to
develop a framework for term and age limit for Chair, CEO and other Board
members. Instead of two five-year terms, a shorter (three to four year term)
may help in adequate overlap.

9. Similarly, Committee Chair succession plan should be developed for Audit
Committee, NRC and other Board committees. It should ensure overlap
between incoming and outgoing committee Chairs.

10.The Boards must also develop a list of potential future Board members of
different backgrounds and refresh the list periodically. This will be very useful
for filling Board vacancies in future particularly if they were to arise suddenly.

11.Gender balance at Board level should continue to be improved beyond the
current requirement of having at least one-woman ID. I recommend that
companies should have at least two-woman Directors. In the UK and in many
European countries most companies are targeting to have 25-30 percent
woman Directors. Norway already has 40 percent.

Arun Duggal is the former CEO, Bank of America India. He now serves on corporate boards in India
and overseas as chairman and as independent director. He can be reached at: aduggal@duggal.in
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Disclaimer
This document has been authored by Arun Duggal. The views expressed in the document are personal to the author and do
not necessarily reflect the opinion of IiAS.

TiAS 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. 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. 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, TiAS 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 TiAS 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.

Other Disclosures

TIAS 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.

This blog by Arun Duggal is a commentary on the general trends and developments witnessed in the securities market.
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About IiAS

Institutional Investor Advisory Services India Limited (IliAS) is an advisory firm, 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
for about 800 companies that account for over 95% of market capitalization.

TiAS provides bespoke research, valuation advisory services and assists institutions in their
engagement with company managements and their boards.

[iIAS has equity participation by Aditya Birla Sunlife AMC, Axis Bank, Fitch Group
Inc., HDFC, ICICI Prudential Life Insurance, Kotak Mahindra Bank, RBL Bank Limited, Tata
Investment Corporation, UTI Asset Management Company Limited and Yes Bank.

TiAS is a SEBI registered research entity (proxy advisor registration number: INHO00000024).
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