[PO Rush Amid Market Rally Boosts
Demand for Independent Directors

Former bureaucrats & regulators are valued as independent directors and are highly sought after
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ET Intelligence Bureau: Rallying
markets augur well for those inter-
ested in becoming independent di-
rectors. The companies making a be-
eline to roll out [POs amidst the ral-
lying stock market have spurred a
demand for independent directors.
As per data sourced from Prime
Database, 166 companies that have

listed inthe last threefiscal years ha-

vealtogetherappointed 513 indepen-
dent directors in the two vears lea-
ding to their 1PO.

For instance, Zomato appointed
two independent directors in
March 2021 and three independent
directors in April 2021 ahead of its
[PO in July 2021. Doms Industries
appointed four independent direc-
tors in July 2023 ahead of its [PO in
December 2023,

Similarly, Bharti Hexacom appoin-
ted three independent directors last
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December - four months ahead of its
[PO in April this vear.

“Currently, 65% of the companies
that we are engaging with for onbo-
arding independent directors are
pre-IPO companies,” said Shweta
Rao, head of Vahura OnBoard, who
recently facilitated the appointment
of three independent directors for
the IPO-bound Hyundai Motors.

“Companies have to ensure they es-
tablish a robust board before filing
the draft red herring prospectus
(DRHP). Onboarding of indepen-
dent directors tvpicallv commences
anywherefromeight monthstojusta
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few months before filing the DRHP.
Pre-1PO companies often engage pro-
fessional search firms to assemble
their entire board, while other times
they seek specific skill sets crucial
for their growth and rely on specia-
list search firmstoidentify and onbo-
ard such professionals. Former bu-
reaucrats and regulators are valued
as independent directors and conti-
nue to be highly sought after: Women
independent directors are often pre-
ferred to chair the nomination and
remuneration committees and the
CSR committees.” Rao elaborated.
Listing regulations demand that

the board of most listed companies
must have not less than six direc-
tors with half of them being non-
executive, At least one independent
director must be a woman. Besides,
one-third of the audit committee
and its chairperson must be inde-
pendent. Given such legal require-
ments, medium tosmall companies
gearing up for listing typically sco-
ut for one female and twomale inde-
pendent directors.

“Small and medium sized compa-
nies typically onboard independent
directors from their network just a
few months before the PO when
merchant bankers start their due di-
ligence”, said Divva Momaya, foun-
der of startup Mentor My Board.
“The directors are not necessarily
identified based on their skill sets
and competencies. It is generally se-
en that merchant bankers, auditors
or existing directors play an impor-
tant role in nominating independent
directors for the IPO-ready compani-
es. Asaresult, the new pool of people
whoare trained and ready to be inde-
pendent directors are not able to get
board seats based on their capabiliti-
es and competencies”, she said.



