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MUMBAI: A person can't be an independent director in more than seven companies and 

cannot accept stock options from them, according to new rules issued by the Securities and 

Exchange Board of India (Sebi). The Sebi board, which met in Delhi on Thursday, also made 

it mandatory for companies to disclose CEO compensation. 

Further, Sebi recommended tax incentives for mutual funds and proposed that the Employee 
Provident Fund Organisation should invest 15% of its corpus in equities and MF schemes. It 
announced higher net worth need for asset management companies, apparently aimed at 
weeding out smaller funds. 
 
The new rules restrict the tenure of independent directors to two five-year terms. Directors 
nominated by the company's promoter cannot be classified as an independent director, Sebi 
said.  
 
Companies will now have to disclose remuneration policies of CEOs and executive directors, 
related-party transactions and appointment and resignations of independent directors. 
 
These rules are aimed at aligning corporate governance norms to best global practices and 
to the new Companies Act of 2013, said Sebi chairman UK Sinha. "We have decided that 
there will be a compensation committee that has to be headed by an independent director. 
The committee will first (have to) put in place a remuneration policy and it will be fixing the 
remuneration of key managerial persons.  
 
We have concentrated on the process of fixing remuneration," Sinha told reporters in Delhi 
after the board meeting. "Sebi's new norms to be effective October 1, 2014 are in the right 
direction and go a long way to change the corporate governance paradigm. The norms 
empower minority shareholders to be more informed and to easily exercise their votes," said 
Shriram Subramanian, founder and managing director, InGovern Research Services, a 
proxy advisory firm. 
 
Sebi said, in case a person is a whole time director in a listed company, then he can only be 
on three boards. "If somebody has already been independent director for more than five 
years, then he can get only one extra term of five years," Sinha said. The regulator has also 
made it mandatory for companies to have an orderly succession plan for appointments to the 
board and senior management, a whistle blowing policy and to appoint at least one woman 
director on its board, besides empowering minority shareholders to approve related-party 
transactions. 
 
Some of these changes may attract criticism. Recently, HDFC chairman Deepak Parekh had 
criticised any move to cap the number of board memberships for independent directors, 
saying there is a paucity of directors. 
 
MF Policy The Sebi board also announced higher net worth requirements for asset 
management companies. "The minimum capital requirement for an asset management 
company has been increased from Rs 10 crore to Rs 50 crore. 
 



"There are 19 companies today who have less than Rs 50 crore of capital and a share of 6% 
in total assets under management. They have been given a time frame of three years to 
reach that particular level," Sinha said. 
 
"Increasing the net worth requirement for mutual funds is not a good idea because you need 
smart managers to manage the portfolios and not the rich managers," said Sandeep Parekh, 
founder, Finsec Law Advisor. 
 
"The Rs 50-crore net worth criteria is a negative step as this does not guarantee greater 
financial inclusion or seriousness. Only larger players will dominate the market, which is not 
good for retail investors," said Jimmy Patel, CEO, Quantum AMC. 
 
Sebi also proposed that EPFO, a government body which manages savings of employees in 
the organised sector, should be allowed to invest up to 15% of its corpus in equities and 
mutual funds. Further, members of EPFO who are earning more thanRs 6,500 a month 
should be given an option that a part of their corpus could be invested in a MF product. The 
regulator has also proposed tax incentives for equity mutual funds. 
 
To encourage MFs to participate in corporate governance of the investee companies and 
exercise their voting rights, the regulator has ordered fund houses to disclose voting data 
along with rationale supporting their decision (for, against or abstain) on a quarterly basis on 
their website.  
 
 


