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1. COMPANY'S PHILOSOPHY ON CORPORATE GOVERNANCE

Five-Star Business Finance Limited’s (Five Star) philosophy on corporate go-vieman(cief anvisages
adherence to the highest levels of commitment, integrity, transparency, accountszlll.ty and fairness, in
all areas of its business and in all interactions with its stakeholders. These Guidelines on Corporate
Governance are framed in accordance with the requirements laid down in Chflpter - XI (Corporate
Governance) of Master Direction - Non-Banking Financial Company - Systemically Important Non-
Deposit taking Company and Deposit taking Company (Reserve Bank) Directions, 2016 (“RBI Mastfer
Directions NBFC, 2016”), the Companies Act, 2013 and the Securities and Exchange Board of India

(Listing Obligations and Disclosure Requirements) Regulations, 2015 (“SEBI LODR?”), to the extent
applicable to Five Star.

The Internal Guidelines set the framework to achieve the corporate objectives with utmost
transparency and sound disclosure practices.

2. BOARD OF DIRECTORS

The Board of Directors along with its Committees shall provide leadership and guidance to the
Company's management and direct, supervise and review the affairs and performance of the Company.
As per the Company's Articles of Association, the Board of Directors will comprise of a minimum of 6
(six) Directors and a maximum of 15 (fifteen) Directors. The Board of Directors of the Company shall
have at least One-half of the total directors as independent directors including atleast one Woman
Director. All the Directors shall make the necessary annual disclosures regarding their directorships
and shall intimate changes as and when they take place. The independent directors shall make

necessary annual disclosures regarding their independence. The Directors shall abide by the duties
prescribed under Section 166 of the Companies Act, 2013.

The Board shall play a key role in ensuring that the Company adopts good corporate governance
practices. The Board shall have a formal schedule of matters reserved for its consideration and

decision. The Board shall review periodically the Company’s compliance with various statutory and
regulatory requirements.

The day-to-day operations of the Company shall be looked after by the Managing Director under the
guidance of the Board. He will be assisted by KMP with well-defined responsibilities.

Board Meetings

Meetings of the Board of Directors shall be held as per the requirements prescribed under the
Secretarial Standards -1 (SS-1) issued by the Institute of Company Secretaries of India and those
prescribed under the Companies Act, 2013. The minimum information to be statutorily made available
to the Board shall be furnished to the Directors for each meeting of the Board.

3. CODE OF CONDUCT

The Comp

] any shall adopt a Code of Conduct for its senior management including the Managing
Director a

nd also for its Non-Executive Directors.
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4. COMMITTEES OF THE BOARD

To focus effectively on the issues and to ensure exped
shall constitute a sct of Committees with specific terms 0
operate as empowered agents of the Board as per their terms of re
meetings of all Committees of the Board shall be placed before the Board for review / noting.

The following committees have been set up with specific terms of reference as approved by the Board:

ient resolution of diverse matters, the Board
f reference / scope. The Committees shall
ference / scope. The minutes of the

Audit Committee

The Audit Committee shall have the same powers, functions and duties as laid down in section 177
of the Companices Act, 2013. The composition of the Audit Committee shall be as prescribed under
the Companies Act, 2013 and the SEBI LODR (to the extent applicable) and the Committee shall
function as per the terms of reference laid down by the Board of Directors.

Nomination & Remuneration Committee

The Nomination & Remuneration Committee shall have the same powers, functions and duties as

laid down in section 178 of the Companies Act, 2013 to ensure 'fit and proper’ status of proposed/
existing directors. The composition of the Nomination & Remuneration Committee shall be as
prescribed under the Companies Act, 2013 and the SEBI LODR (to the extent applicable) and the

Committee shall function as per the terms of reference laid down by the Board of Directors.
Corporate Social Responsibility Committee

The composition of the Corporate Social Responsibility Committee shall be as prescribed under
the Companies Act, 2013 and the Committee shall function as per the terms of reference laid down

by the Board of Directors.

Business & Resource Committee

The Business & Resource Committee shall function as per the terms of reference laid down by the
Board of Directors.

Asset Liability Committee

The Asset Liability Committee shall be as prescribed under RBI Master Directions NBFC, 2016
and function as per the terms of reference laid down by the Board of Directors.

Risk Management Committee

The Risk Management Committee shall be as prescribed under RBI Master Directions NBFC,

2016 and SEBI LODR (to the extent applicable) to manage the integrated risk and function as per
the terms of reference laid down by the Board of Directors.

IT Strategy Committee

The IT Strategy Committee shall be as prescribed under RBI Master Direction — Information

Technology Framework and function as per the terms of reference laid down by the Board of
Directors.

. e
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e Stakcholders Relationship Committee : ;
The Stakeholders Relationship Committee shall be as prescribed under the Companies Act, 2013

and SEBI LODR (to the extent applicable) and function as per the terms of reference laid down by
the Board of Directors.

Board may from time to time formulate, terminate, the constitution of committees, modlfy the terms of
reference, as per the requirements of rules, regulations applicable to the Company and in accordance

with changes to the internal processes adopted by the Company.

. INDEPENDENT DIRECTORS

The Company shall appoint Independent Directors as per the provisions of the Companies Act, 20_13
and in compliance with the SEBI LODR. Independent Directors shall be required to comply with
criteria for independence prescribed under Companies Act 2013 & SEBI LODR.

Every Independent Director, at the first meeting of the Board in which he/she participates as a Director
and thereafter at the first meeting of the Board in every financial year, shall give a declaration that
he/she meets the criteria of independence as required under Section 149 of the Companies Act, 2013.

All Independent Directors shall abide by the Code prescribed in Schedule IV to the Companies Act,
2013.

The Company shall issue a letter of appointment to all Independent Directors and the independent
directors should be well aware of the terms and conditions of their appointment.

A separate meeting of the Independent Directors will be held annually in accordance with Schedule IV
of the Companies Act, 2013 to:

a) review the performance of non-independent directors and the Board as a whole;

b) review the performance of the Chairperson of the company, taking into account the views of
executive directors and non-executive directors;

c) assess the quality, quantity and timeliness of flow of information between the company
management and the Board that is necessary for the Board to effectively and reasonably perform
their duties.

. FIT AND PROPER CRITERIA

Five Star has put in place a policy laying down the Fit & Proper Criteria on the lines of the guidelines
contained in the RBI Master Directions NBFC, 2016 with the approval of the Board of Directors for
ascertaining the fit and proper criteria of the directors at the time of appointment and on a continuing
basis.

All Directors shall adhere to the Deed of Covenant signed by them pursuant to the RBI requirements.
They shall at all times comply with the “Fit & Proper” criteria prescribed by RBI.
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ratings assigned by credit rating agencies and mj gration of ratings during the year;

penalties, if any, levied by any regulator;

* information namely, area, country of operation and

joint venture partners with regard to joint
ventures and overseas subsidiarjes and

* Asset-Liability profile, extent of financing of parent company products, NPAs and movement
of NPAs, details of all off-balance sheet ex

posures, structured products issued by them as
also securitization/ assignment transactions and other disclosures.

c¢) The Managing Director, CEO and CFO, shall make the necessary certifications regarding the

Annual Financial Statements, Internal Controls, etc. to the Board as laid down under the
Companies Act, 2013 & SEBI LODR (to the extent applicable).

d) A report on Corporate Governance shall be

prepared and form part of the Annual Report of the

Company.
) Any other details as may be mandated by any of the Statutory regulations including RBI
) guidelines, Companies Act, SEBI guidelines, etc

8. ROTATION OF PARTNERS OF THE STATUTORY AUDITORS AUDIT FIRM

i hartered Accountant firm conducting the audit
S e et mmm:ﬁ ct’f;;}:;fcp;:rltfgsd?)g;hlfo?conduct the audit of the company contin110u§ly
once imievony Lres 4 earsfsc}:} ‘a ears. However, the partner so rotated may be elggtble fpr conducting
i T s rf“-lc yan i;llcrval of three years, if Five Star so‘dccnldcs. Five Star shz.xll
the audit of the corpp any a -cr.n the letter of appointment of the ﬁrm'ol m.ldltors and cnSL.lre its
incorporate app mpnmch;ﬁr:;:olcnsurc that the Statutory auditors are appointed in accordance with the
co?p}!l?:rczi,;gsus;::;tsof Statutory Auditors of the company.
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10.

COMPLIANCE OFFICER

The Company Secretary shall act as the Compliance Officer of the Company.
CHIEF RISK OFFICER (“CrRO”)

The CRO shall function independently so as to ensure highest standards of risk management with
clearly specified role and responsibilities as per the instructions given in RBI Master Directions
NBFC, 2016.

The CRO will directly report to the RMC / Board. The CRO shall not have any reporting relationship
with the business verticals of the NBFC and shall not be given any business targets. Further, there
shall not be any “‘dual hatting’ i.e. the CRO shall not be given any other responsibility.

The CRO shall be involved in the process of identification, measurement and mitigation of risks. All

credit products shall be vetted by the CRO from the angle of inherent and control risks. The CRO’s
role in deciding credit proposals shall be limited to being an advisor.

11. CHIEF AUDIT OFFICER (“CAO”)/ HEAD - INTERNAL AUDIT

The CAO / HIA shall be designated as the Chief Audit Executive of the Company and shall be
responsible for preparation / updation of the company’s audit policies and procedures and ensuring
that the company undertakes a risk-based audit approach. His / her roles are detailed in the Risk based
Internal Audit Policy of the company.

The CAO shall directly report to the ACB / Board. The Chief Audit Officer shall not have any
reporting relationship with the business verticals and shall not assume operational responsibilities and
shall not be given any business targets.

The CAO shall be involved in the design of audit processes and procedures, finalising the audit plan
for the company, arrange for periodical internal audit in accordance with the audit plan and present the
audit findings to the Senior Management and ACB.
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DISASTER #

A disaster is g sudden, calamitous ey i

el y disrupts the functioning of a community or

y a_n : causes.human, material, and economic or environmental losses that exceed the
community’s or society’s abilj ing i
disasters can have human ori

2

Corporate Disasters In India

1. Union Carbide Gas Leak Sa-
The gas leak from the Union Carbide plantin 1984 is a catastrophe that has popularly (and

ominously) come to be known as the Bhopal Gas Tragédy. Forty tons of toxic gas accidentally

leaked from Union Carbide’s Blwmmried by the wind to far reaching areas

of Bhopal. [3] Bhopal residents awoke to clouds of suffocating gas and ran desperately through

the dark streets looking for help. The few who could make it arrived in hospitals with severe

breathing problems and blurry vision, while many died before they could get any help. [4] The

health care system was suddenly inundated with patients, and the authorities scrambled to make -
sense of what had happened. The doctors in severely affected regions, predominantly low-

income areas, were mostly underqualified and did not have the resources to cope with such a

disaster.[5] Hospitals and clinics were terribly understaffed and unprepared for the influx of

thousands of victims in the span of a few hours. By sunrise, the destruction was abundantly

visible. The dead bodies of humans and animals blocked the streets, and a faint scent of the toxic
fumes still lingered in the air.

Mass cremations and funerals were done over the next couple of days, and many bf)di_es were
dumped into the Narmada River, as Bhopal’s disposal system was stretched to its ]myt.[6] Close
to 200,000 people were being treated in Bhopal’s hospitals, with scant foo.d and medical i
resources. Thousands of animal carcasses were buried, and the surviving livestock and foliage in
the vicinity became barren. [7] Estimates vary on the death toll. Apprommately 3,800 'pt.:opfle are
said to have died immediately, and more than 15,000 died over time from gasjrelated injuries.[8]
Over 500,000 people were ultimately affected by the gas leak, that caused various tem_polrary
injuries, as well as permanently damaging ones. Survivors sufferec.i fro.m gastro-intestinal, ’
neurological, and reproductive disorders. The_eﬂ:ects of the gas poisoning were se?n in n;:wh orn
babies of pregnant mothers at the time of the incident.[9] Tl.m'ty years later, the gf ects of the
poisoning are still visible in the progeny of those affected directly by the gas.[10]

i i ion, the parent company of UCIL based in the United States,_
'Unmndf:?rlbIc::igjotrgcziri?slgciate itI;e[f‘ from t?[:e disaster. UCC originally claimed that since the
i clynt in Bhopal was wholly managed by its Indian subsidiary UCIL, they were not
pcslmdef[? alhe leak.[11] UCC even went as far as arguing that sabotage by forrper employees
CUIp?ble ]Ord —a c]aim that has been proven false by various independent inwlesp_gators.[lz_]
gasalli;voatv fhe insistence of the Indian Supreme Court, UCC accepted responsibility and paid $

inally,




470 million to the Indian government which would be dis:tributed to the {fictimsz 5550 sel;t;ement.
Ultimately, the families of the dead were compensated with approximately § 2,200. [13]

the Uphaar fire case is generally
mpensation regulation in India. A fire
in 59 cinema-goers suffocating to

The victims’ families united to form “The Association of Victims o

f Uphaar Fire Tragedy’
(AVUT) demanding punishment for the owners of Uphaar Cinema

and filed a civil

the fire also displayed
» including the absence of an insulator and fire extinguisher. The

transformer did not undergo periodic maintenance. [18] The AVUT soug

ht, and won the case
against Sushil and Gopal Ansal — the owners of the cinema hall

» and the Delhj Vidyut Board.
On November 20, 2007 the final verdict on the case was released
Ansal brothers and officials from the DVB were convicted of causing death by negligence.[19]

Gopal and Sushil Ansal were sentenced to two years imprisonment and fined 1000 rupees ($20)

each for violating Section 14 of the Cinemalography Act. The DVB officials, cinema gatekeeper
and former Uphaar managers were sentenced to seven years in prison and paid fines of 5000

and 12 people including the
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3. AMRI Hospital Fire rg/ o V :
Despite the history, fire safety is not considered

events prove the inattention. In the early mornin
the Advanced Medical Reseach Institute (AMR
of 95 people including patients and staff.]
medical waste and chemicals inappropria
circuit in the electric system.[23] A First
and its license was revoked. The owners
were taken into police custody on the ch

announced a compensation of 5 lakh ru
deceased. [25]

of primary importance in India, and recent

g of December 9, 2011, a fire in the basement of
1), a private hospital in Kolkata caused the deaths
22] The fire was allegedly caused by negligence, as
tely stored in the basement caught fire after a short
Information Repoit (FIR) was filed against the hospital
of the hospital RS Goenka, SK Todi and other directors
arge of culpable homicide.[24] The hospital later

pees (approximately $8,300) for the kin of each of the

Not a month after the incident, the Federation of Indian Chambers of Commerce and Industry

(FICCI) came to the defense of the arrested AMRI Board members. It urged the West Bengal
government to release the directors who were not responsible in

to appease investors. This FICCI action caused great public outr
West Bengal, Mamata Banerjee rejected the request. The city ¢
decision with a rejection of the bail plea by the accused. The h
December 30, 2013, and became fully functional in July 2014

“day to day operations”, in order
age.[26] The Chief Minister of
ourt followed the Chief Minister’s
ospital was partially reopened on
[27]

Lessons not Learned: The Aftermath of Corporate Negligence

Corporate negligence is a term used when a company breaches legal norms and regulations

resulting in damage to a third party. Moreover, the concept of vicarious liability holds liable not
only the person who committed the negligent act, but the company itself and its directors. Of all
the “‘man-made’ disasters that have occurred in India,

corporate negligence has probably caused
most of them — and the Bhopal Disaster, the Uphaar
exceptions.

fire and AMRI Hospital fire are not

In November 1984, most of the safety systems in the Uni
functioning or in poor condition. Additionally,
contained 42 tons of the chemical —

on Carbide plant in Bhopal were not
is the disaster was caused by a com

a major issue was the tank of methyl isocyanate
more than safety rules permitted.[28] The general consensus
bination of badly maintained facilities, an undertrained staff,
and a careless attitude towards safety. This mix culminated in procedures that allowed water to
enter the MIC tanks creating a reaction that led to the gas leak. According to the operators, the
MIC tank pressure gauge had been malfunctioning for ro

ughly a week and had not been
repaired.[29] The faulty pressure gauge could have led to the build-up inside the tank that
contributed to the intensity of the gas leak.

Faulty equipment aside, the plant’s safety features were nearly non-existent. Those that did exist
were in sub-par conditions. Four of the five vent gas scrubbers used to treat MIC were not
operational, and the tank alarms had been out of service for over four years before the
incident.[30] UCC admitted in their report that most of the available safety features were not
operational on the night of the leak. Furthermore, past safety audits revealed a
hazards in the methyl isocyanate plants in Bhopal and substandard worker
While some of the hazards were temporarily fixed in 1982, conditions

pproximately 61
1984, Investigations also revealed the plant had no emergency

performance.[31]
had deteriorated again by
action plans to deal with such



, , ; tial hazards and
disasters. UCIL and UCC were clearly guilty of knowingly disregarding potentia

' i workers’ and nearby
chose to skirt legal safety measures to save money, thereby putting their w
residents’ lives in danger.

, ; santific inf tion that can
Since the incident, UCC has attempted to manipulate and withhold scientific informa

be of use to the victims. Thirty years later, the company has not released an ofﬁclal hstilteil’ﬂ;?t[n]
disclosing the exact composition of the gas cloud that caused so mucl.1 devastation that night.
Moreover, UCC’s withdrawal of their original statement recommending the use of soc.llum o
thiosulfate for treating victims has prompted discussion that it tried to cover up the evidence 0

hydrogen cyanide in the gas leak.[33] These actions on the part of the UCC display corporate
negligence and deliberate malfeasance after the fact.

The fire in the Uphaar cinema hall escalated due to negligence of the cinema owners as well as
the DVB officials. Had certain safety procedures been in place, and standard procedures been
followed, the fire would not have caused destruction of the magnitude it did. Firstly, the DVB
officials who installed the transformer that sparked the fire displayed serious negligence by not
insulating the transformer from the surrounding area, and not periodically looking after its
maintenance.[34] Secondly, the cinema hall had various safety breaches that led to the deaths of
59 people. The addition of unauthorized seats in the hall to make a few extra bucks caused the
pathways to become very narrow, hindering safe exit. Against standard procedures, the exit

doors were locked. Serious violations in the Uphaar hall had been reported 14 years prior to the
incident, yet none had been corrected.[35]

The AMRI Hospital fire of 2011 again displayed a gross violation of standard safety protocols.
The corporate negligence argument holds true for this case because all health-care facilities are
responsible for the well-being of their patients and staff. Any hospital that fails to maintain a safe
environment, hire competent employees and oversee safety procedures is liable for any damages
that occur. There are strict procedures and guidelines about the safe disposal of medical and
chemical waste at health care institutions. These procedures were evidently disregarded in

AMRYI, causing the fire to spread. Had the flammable medical waste been disposed in a safe
manner, the fire would not have spread to such magnitude.

Clearly, corporate negligence is a way of life in many Indian companies. The lack of strict laws,
a lackluster attitude towards safety, and perhaps most importantly, corruption and cost-cutting
actions of companies increase the threat of such disasters occurring. To save money,

companies in India invariably end up compromising on safety. The mild punishmen

many
to offenders do little to deter other companies from improving safety.

ts meted out

Punishment and Compensation: Too Little, too Late?

The judicial system rarely acts as a deterrent against crime in India as there s little punishment
involved in most cases. Most companies, especially high profile ones, tend to get away with
almost no punishment for breaking the law. Ironically the victims suffer the wrath of the judicial
system, if unintentionally. The Bhopal Gas Tragedy is the poster child for big COmpaniesJand 13
powerful people avoiding consequences for their wrong doings in India. Although emplo f
UCIL were convicted in 2010 of causing death by negligence, this verdict came too.1 ployees o
considered an appropriate punishment. Moreover, the guilty,

: / ate to be
including the Chairman of UCIL at




o

t;11e time, \iver? sentenced to a mere t.“'!o years in prison with a petty fine of $2000 each.[36] After
ong v.van of 1.6 years, such a humiliatingly small sentence does not offer justice to the victims
and their families. Warren Anderson, the Chairman of the.UCC, fled to the United States and
refused to come back to India for the case of manslaughter pending against him. He has been free

living in his three homes in New York, Connecticut and Florida since Bhopal.[37] Anderson died
on September 29,2014 ina Florida nursing home at the age of 92.

The Uphaar fire case too, is evidence of the inefficiencies of the Indian judicial system. The final
verdict convicting the Ansal brothers and the other guilty parties came out 10 years later, in
November 2007. The Ansal brothers both received an inadequate prison time of two years.[38]

If unsatisfactory punishments are not humiliating enough for victims, the compensation they are
promised (and sometimes never even provided) more than make up for the shortfall. The victims
of the Bhopal gas disaster were awarded only $2,200 each as compensation. Although the $470
million UCC paid as compensation was greater than those paid by their Indian counterparts, it
was still a meagre sum compared to the $3.3 billion they were previously asked to pay but
refused.[39] UCC was insured for, and worth more than US $10 billion at the time, and a
payment of $472 million to be divided among more than 500,000 people was shameful.[40] The
Ansal brothers and the DVB too, were originally supposed to pay the victims of the Uphaar fire
close to $6.1 million collectively; which was eventually halved by the Supreme Court.[41]
Obviously, the compensation that eventually reaches the aggrieved is either too little to make any
difference, or t00 late, and sometimes both. While preventing these disasters from happening is
another issue, the least that can be done to mitigate the damage and suffering is to fairly and
speedily compensate victims.



