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- nteeprencurship Development and Business Ethics =

19.8 CORPORATE GOVERNANCE IN INDIA "

" India has progressed significantly in rerms of adopting more robust governance: standards and its mmll
standing in the world for designing effective policies and procedures happens to be guite high.

* Several companies have rranscended the mandatory requirements for fulfilling the ohjectives of corporats
gavernance, and have established rabust governance practices thar have significantdy enhanced the image
as well as the quality of corporate governance in India.

® Some of the contemporary echical governance practices e1-::|n|'rtrd [‘l‘.r’ nrg-mimiuﬁi include separation
of the Chair and the CEQ, canstitution of boards, representation of independent directors, disclosure
theough a wide range of media and company sources etc.

= India currently i ranked 3 in Asia and 20™ in the world for the overall quality of corporate governance.

19.8.1 Features of Corporate Governance Practices in India =

5 I:.-:-nirmr:;[:: governance deals-with how colporate organizations are 5:]1-'L:ll'lr.'d. and are concerned about

promoting carporate fairness, transparency and accountability.

* The corporate governance framework in India requires listed companics o have independent direcrars
ﬁmFﬂﬂg one-third of their Board, disclose all associated peary deals, disclose cOmparative memrcs on
managerial pay, appoine audit and nemination commirttees, and require the CEQ and CFO o sign off
on the governance norms being fulfilled in the fnancial staremenrs.

= Minority sharcholders with 10 per cent voring righes also have the righr ro drag companies to Courr for
‘oppression and mismanagement .

= Some of the relevane features which define the current practices of corporate governance in India are as
follows:

& Proactive role of SEBL in developing world-class governance systems: Requirements pertaining to
corparice governance in India are largely based on the recommendations of the Cadbury and Hipgs
Reports and the Sarbanes—t Ixley Act. In face, the SEBI has played a proactive role in sustaining ehye
Indian corporate governance riles and regulations in line with the best pracrices in the world,

& Risein ﬂdﬂpﬁﬁﬂ nf‘{_-nrpumm governance mechanisms: The adirpiinn Gles ui_r;_'urj'm'rm;r_r EOVEENANCE
in India has i:u[_n'{:.'.';'d over the lase few Vears, :.':|:-l:4.'i:l:E]_1,r among the tarE:: cap lndian Eumpﬂniﬁ [i.:.,
the stocks with a marker cap of TL0,000 crore or more).

o Role of globalization as a catalyst in fast adeption of governance mechanisms: Globalization has
served as a4 caralyst for the fast-paced adoprion of corporate povernance hest practices, instead of the
regulatory practices,

o High market preminms of companies with good corporate governance measures; The stocks
of companies that abide by good corporate governance measures comimand high' market premiums,
which in turn, has reinforced the belief among Indian investors and has provided greater Access Lo
cheaper capital.

o Valuntary improvements: The growth and improvements in corporate governance mechanisnis in
Indian companies are largely voluntary in nature and are driven by the forces of globalization,

o Trickle-down impact on smaller companies: Companies thar seek 10 access capiral mq_:[-:ﬂs m*rh::
seck to become leading global supplicrs to corporarions in advanced markets are becoming incre: s
transparent, They are wﬂ]mg o adopt SIronger corpordle povernance Smnr!:mis which i in nu‘_u m
trickle-down effect on smaller Indian companies,
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Act), various regulations notified under the SERI Act.
Disclosure Requirements) Regulations, 2015 {Lﬁ[}ﬁ} it
| # Companies are also bound by the standard i '
Ex.changc{ESE} or the National Stock Exchs
. ?ﬁﬁmp&ntc_s are also required 1o adhere to o4
Accountants of India (ICAL), and comply
‘Company Secretaries of India (ICSI).

'® The Ministry :IJ'F E:nrpmam Affaies of the Gavernment of India had prescEibed e oo B %
ﬁr‘?l‘mmf}" Guidelines 2009, in light of the global financial crisis and mni'm'.mrpﬂ;-.i.;: EII!JIES“II'U b
# Overall, the Indian framework on corporate governance has bee:n |afgé‘5}.f'..in aceord. Mrhdw’ﬂﬁ?ial
standards. Broadly, it can be described in the context of the following ﬂlgﬂﬂimﬂﬁn;ﬁt.rﬂ_d:iﬁ:: Lk
o The E““‘P‘“—“_iﬂ Act, 2013: It offers provisions concerning Independent Dircerors, Board
Constitution, General meerings, Board meetings, Board processes, Related Party Transaceions, Audic
AZommittees, e SR
o SEBI Guidelines: The SEBI Guidelines have ensured the protection of investors anid Have mandated
companies to adhere o the best practices specified in the guidelines. '
& Accounting Standards issued by the 1CAL: The ICAI is the national professional *;!tttunﬁmﬂu;
accounting body of India that issues accounting standards. The disclosure of financial mtﬂmmﬁ-jﬁ :
made mandatory by the TCAT as well, and is backed by the Sec. 129 of the Companies Act, 2013,
¢ Standard Listing Agreement of Stock Exchanges: It applies to those companies whese shares are
listed on various stock exchanges.
e} ﬁﬁnmﬁﬂ Standards issued by the ICSI: The [CS] issues standards on MEE{mggnf&i'-’-: xv
Directors, General Mectings, erc. The companies Act, 2013 empowers this aumnnmqu;l:q:sﬂym
provide standards, which every company is required to adhere to, so that punitive measures are not

taken against them, under the Companies Act icself.

19.9 CORPORATE GOVERNANCE AND BUSINESS ETHICS

* For the ‘majority of organizations across the world, the ﬁm.da_memﬂj Smanf'ﬂf' m:gm;m_ .
starts with the shareholders voting for, and hence empowering .a_.bﬂ_:-;.rd of :_hr.m;m::lf ,Ehﬂ, oy s
Eduﬂiil}-' responsibility to guard the best interests of the sharEhch_ldErs:_g.m.:l dwﬁrmi -

® With the introduction of the Sarbanes-Oxley Act and the secting up of various commistee
orpora w become legally obligarory for corporations across T
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undEFralu:a-:uvmes which are not necessarily ethical or in the best interests of stakeholders, burare
within the confines of legal guidclines and frameworks.
= Business ethics and COTPOIALE FOVETTEANGE of an organization go hand in hand. In fact, ﬂfﬁaﬂlﬂrmﬂﬁ' Ihﬂ:
abide by ethical practices in their activities happen o follow best corporate governance Pm";“':“ﬂ”"::“
" Corporate goavernance may be regarded as oueright. a matter of ethics, since it indicates who is respansible
w0 whom, and for what, and under whart conditions.
" They must hence distinguish berween legal corporate governance. which is obligatory in nature and
ethical responsibilicies in corporate governance,

= Mtﬁl.fﬂ{EDfﬂIﬂ'EﬂF&fl]mtt an'kl:fﬁ'l'l::ll‘ilij ACTOSS The w.;.ﬂd F]ac.: the ruspﬂnsi;}iﬁt}r .FI:_J.I:' S[ﬁCIiDECDI’FDi"ﬂTf
governance firmly on the board of dirscrors and the top management,
= The law imposes three clear-cur duties on the hoard members, in the context of corparate g'r__'i?'ErﬂEﬂEE;_,

They are briefly discussed hereunder:

© The duty of care: [t invalves the practice of reasonable care by 3 board member 1o ensure thar
the employces and corporarc execurives working in the organization execure their management
responsibilities and comply with the legal frameworks in the best interests of the nrg'ﬁnizmi-nri..

o The duty of good faith: 1t is one of obedience, which requires hoard members to be faithful o the
ofganization's mission and other broad-based objectives. Pur differenaly, they ate not permitted roact
in a manner that is inconsistent with the ceneral goals of the organizations,

2 The duty of loyalty: It requires faithfulness on the part of hoard members, who must provide.
undivided allegiance when making decisions :J.’r'f-:n:fsng the organization. It implies thar conflicts of
interest must always be resolved in favour of che organization,

Wﬂ."‘?ﬁﬂtﬁpﬁ! ‘of Ethical Corporate Governance

[nicomplex business situations, it may take years for ru-_g|:||*1mr;, legislacure and courts o Jdupt thernselves.
to the changing business practices. The answers to echical dilemmas may not abways be easily found
within the context of rules and regulations governing an industry,

R bt i ncontlice i the rarkees aed industry, which may or may not be resolved
rhn;:ugh t]'u: 5|mpli: Fnrm:mn;ln o riles and I:guhnmm

* There are several fundamental principles and responsibilities thae the top management and board:
members -ahuuid fallow in order to ensure appropriace and echical corporare BOVEITANGE:

2} Standards: The prmuples of governance, created by the independent directors: should be puabli c]-}r.

available for the board members, "

o Ind:ptm:lanﬁet The beard should ensure their independence by requiring thac the majority of their

members be independent,

o Sdr.rﬂq:m ‘Board members should be selected based on their value SErUCTUres and not m:mly,b}i t‘h:‘ltb

txpem-n:ﬂ or roles plaved in other firms,

o E:hmtﬂwsﬂsmna. The independent directors should meer regularly in executive sessions 1o pr&bﬂ-ﬁ
et f_lt}'-a.nd l:rﬁﬂlhlltt'r' E}:F[hﬂr Communications.
ces: The hu:tld mist iu,v: sepatate audir and finance committess that arc _,'.aﬂﬁq o
m;ml:-:rs mt}l extensive expertise in such :11:|-lrm|,t::s4 3 i




mﬂﬂﬂl culeure: The board should nor onl
‘culture that welcomes challenges and em
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control management through relevane Overnance processes. A
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o The I:h;:urn:mm" CjED as well as the top ma agement of an organization have a special responsibilit
?mmﬂ:.m.g. ml:&gnrg.r throughour the departments of an organization, and assigning rﬁi:fmﬁtﬁ T
stakeholders, both internal and external 1o the e i .ﬂﬁ"ﬂ; 5 10

F uﬂin:.'t_r[galmiz_at'iun that has a strong governance mechanism in every aspect, and ensures the maintenance of
fgluba_‘lﬂ}r prescribed and accepted corporate covernance norms, would b:;'mqu_[il'iéd'td impl-cmml:c?::.r}ﬁ;;@
ethical practices. ; : i e et

. ghm: af the ethical principles and practices, which make corporate governance more mmmngﬁ.tlm ke
context of the organization are discussed as follows; 1
o Actwith honesty and integrity: The members of an organization are required to ace with ﬂpr[g;h'm&'a&‘;
and integrity, by avoiding definite or apparent conflicts of intercst in their personal as well H.Ei their
professional relationships. -
Provide comprechensive information: The board members are expectedmpmvuicmfmm:[ﬁ’mﬂ@t
is clear, precise, comprehensive and timely o ensure transparent and logical disclosure in reports and
documents thar companies file with, or submir to regulagors. o
o Ensure legal compliance: Ethical practices in corporate governance includes mmplian'ce.with'.;-tﬁ':ﬂ::
laws of the land, rules and regulations that are set forth by the governments and :egpl-almgl:ﬁ:dﬂ«
associated with the business venture. N :
& Maintain responsibility and care: The members of an ethical organizarion hﬂpp-:n mﬁmﬁ:m{
faith, fﬁpunsib!}', with due care and compertence. They do nor distort. rlj&_[f_l'm ﬁﬂ[ﬁ,ﬂl’g&'m:ff an
individual's independent judgement to be subordinated. R L
o Protect confidentiality: The board members seek to uphold and PIOL the ’:ﬂnﬁd&n"mﬁnﬁg
information provided in the context of the workplace and do not atempt o d.BSEiDEI:-.J.Ef[ﬂ-:EIIﬂﬁI]Eﬁ
S - ¢ lezally bound to do 3o NPT
D B ot ke e to et i any confidenal nfomaion that s
made available in the workplace is not used to promote personal benefit of any employec :
stak , . ]
© Sjiai:il.ficn:?ladgﬂ and preserve skills: It is important to share kniowledge and preser/e s
~are relevanr ro the needs D_F‘-‘_‘?I'i.'l?‘ﬁ_-'f s_tgkehﬂidm:grﬂupf-_ , ity
19 Lead by cxampls The bossd must prosciscly promote and edsviont
‘ethical behaviour, by being a responsible parter among GRS
3 in the community. o
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competitars, the socicry and Em::mmtnu}a.rzﬂddrrii’:‘d
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distriburors, suppliers, customers, employees,
in a fair and transparent manner.

o Develops self-discipline: Corporate governance
regulators must impose on an orgahization's top management
they should come from within, - :

& Builds dedication: There are several provisions in the Companies ACT such as-disclosing the interest

of ‘directors in contracts in which they are intcrested, ahstaining from cxefcising VOUIRE rights in
hers and the top managenent

d not merely for legal

measures by nature are not something, which
for enforcing ethical conduct. In facr,

matters they are incerested ete, It is the responsibiliy of the board mem
to ensure thar emplovees abide by such regulations with absoluge dedication an
compliznce. .
5 Deters manipulation of the law: There are mulsiple grey areas where the law is silent or “il.':lf."l.'f the
regularory framework is weak. For example, a new form of corporare fraud may erop Up, .wmc.h i
to be covered technically under any: existing law and hence, cannot be inte rpreted as violating any
of the existing laws. Care must be taken 1o cnsure thar organizations do not ”mni[-"Lti““: such Icgﬂl

frameworks and bypass regulations for their personal gain.

Recent Corporate Scandals that have Shaken the Werld
Company | What happened : How they did it Key players Penalties
Shareholdars Lery died_befﬂral .
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+ accounis, and Wik h:u._lnd gmll-?-l
many employees of hedging Enron's
lost their jobs aceounts
A||Egedly zold oxic
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