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Corporate Governance

orporate governance as defined in
ctionary terms broadly 1o the
mechanisms, processes and relations by

m
which corporaions ar cotrolled and dieced
with the intentio conflicting
increts f ls sakcbolders. It Includes the
processes through which corporations
objectives are set and pursued in the context of
ihesoca rgalatory and market cnisonmen
However, in simpler terms, corporate
DNA to run itslf; so that even when there is no
regulator or higher body governing the
organization, it runs on the same norms that it
has set itself to run, That is why we see certain
Comgenle o e prcelved 2 o eical
and upright in its business dealings, have a
Higher e image and Miket Cpiaznion,
204 s fiongh might be hav
Socumented sct Of guidolines for Public
consumption, are not that well respeced.

e s how an organization wi

s its

Good corporate govemance is tantamount 10 an
acceptance by the management that the
sharcholders are the owners of the corporation
and the Management is mere trustees on behalf
of the sharcholders. Management therefore
needs a high commitment to values, not just of
themselves, but of the entire organization,
commit themselves to an ethical business
conduct and move towards creating a healthy
and sustainable business organization for the
long term benefit of not only shareholders but
alsostakeholders.

The impartance of corparate goverasace
following the hig!
Drorilc collepass f » Sumber of lutge
corporations especially during the past 10
years, as Corporations and ry to drive
Volumes and profits even at the cost of various
stakeholders and general public. Ethical profitis
nota dirty word. But accounting frauds, inflated
profis, violation of regulatory norms, have all
led 10 a situation of deficit of a trust in the way
certain corporations are governed. And this

s have increased,

means a_ requirement of stronger regulatory
bodies. We have had recent disclosures on
Automobile companies who have, for the sake
ain, endangered not only the
environment, but actually perpetuated fraud on
the buyers, Governments and public at large.
This might not have happened had there been a
stronger code of ethics and corporate
govermnce, Bt e regalaions wilbot
internal code of conduct are not ever going to
i et o e Sopepis el
with all it competition and huge body o
analysts and financial experts dissecting every
actionand move. Itis not an casy survival.

self-

Corporate Governance has been moving from
voluntary to mandatory and from mandatory
back o voluntary and then back to mandatory, as
Regulators and Governments sce Corporates
slipping and denying stakeholders as well

eholders their rights especially
inrelation to transparcncy and cthical behavior.

In'contest: - Tndl; e typla) Iseve of
contestation has been the distinctive line
Vetween disciplising sad regulating
dominant sharcholder who generally manages
and coizos the Commpany.to protctng the
interests of the minority sharcholders, who have
invested into the Company.

With more and more joint ventures and foreign
collaborations fakin;
more complex and contentious, as ther
encraly 3 blocks of sharcholders, one with 8
51% or more stakes and the other with a 49% or
lesser staks

Place, the issues become

The issue and complexity in aligning a foreign
corporategovernance structure in the Indian
corporate and business environment, is further

compounded with the Indian legal framework
andwesk enfrcement f corportc goverane
uidelines. Not surprisingly, a lot of such

ventures are fightis
vernance issues.

lege1 batdles over

Moreover, though MNCs are generally
perceived to have better Corporate Governance
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I i the Compy
d Tocal laws Tocal

managers of the Company, which is not an ideal situation for the

organization. i

MNCi

light,

Furthermore, Corporate Governance s basically a soft issue, whose
ssencecamno b capured by quaniaive and st fctorssone.
e whol isue s aboutaceepting and intemalizing the guidlins, o

2 them ecklist o be ticked when required, is an issue
iierqpiten ot o mestorngand nabing ot

Corporate Govemance s basically about:

e gl s by sk o o iy

audit commitice, management, and other personnel to pr

wexsousble assurance of the entlty achicvieg its sbieotves

related 10 relablc fnancil reporting, operating eficiecy. and
o Tnternal

within who test
enity's itemma control procedures and the elsbiliy of it P
reporting.

Balance of power: The simplest balance of power is very common;
" s e

fpower s f ped in companies

« Interests of other stakeholders

* Disclosure and transparency
n view of the above principles of Corporate Goverance, certain
‘ompany:

« The board is responsible for the successful perpetuation of the
corporation, which cannot be relegated to the management.

* The boud s esporsiiy fr: CEO selestion nd scossins
providing o anagement on th sgalians sicay
compensating senior executives; monitoring fina

performance and rik; and ensuring sccsimtab]
raation S eelorsand itbot

+ Board members should be informed and act ethically and in good
faith, with due diligence and care, in the best interest of the company
‘andthe sharcholders.

Board has to:

* Review and guide corporate strategy, objective setting, major plans
of action, risk policy, capital plans, and annual budgets; Oversee
majoracquisitionsanddive

« Ensure the integrity of the corporations accounting and financial
reporting sysems, including heindependent audi

+ Overseethe process of disclosure and communications.
* Whers commitees of the boacd re stabihed, tei mandute
composition and working procedures should be well-de
disclosed.
Monitoring by the board of directors: The board of directors, with its
legal authority to_hire, fire and compensate top management,
safeguards invested capital. Regular board meetings allow potential

directors are thought to be more independent, they may not always
resalt in more effetive corporat govemance and may ot ncrase

company-wide administrative changes, nother group review and can
7be change, sl Ui gty hesk e ettt of pple
(customers, sharcholders, employees) outside the three groups are being

What has changed in the Indian Context?

‘The Companies Act, 2013 have cast upon certain obligations on the
Directors of the Company, 0 as o ensure transparency and good
‘govemance.

Section 166- Duties of Directors:

® P
objectsof the company for the benefit ofits members as a whole, and
in the best interests of the company,its employees,the sharcholders,

* A direson of » company shll exrese i dutis with due

oo cae, il and dilgemos nd sl s nkpendent

Judgme

Adirector of a company shall not involve in a situation in which he
adirect orindircct interest that conflicts, or possibly may

conflic, with the interest ofthe compar

+ Adirector of a company shall not achieve or a

mpt to achieve any

gain, he shall be liable o pay an amount equal to that gain to the
company.

Section 134(5)- Directors Responsibility Statement:

“The Report of the Board of Directors i required to contain the following
Responsibility Statemen:

Mﬂmmcr ihe ability of the board o morito he fimis executives is a
n of its access to information. Exccutive ssess
supmor inoviedss of the deciionmating geocess aid Grclors

) that in the preparation of the annual financial statements for the
year, the applicable accounting standards have been followed
along with proper explanation relating to material departures, if
any:

b that such accounting policies as mentioned in Note 2 of the Notes
to the Financial Statements have been selected and applied
reasonable and prudent so as to give a true and fair view of the

P
©  thatprop

Tead to financial performance outcomes. It could be argued, therefore,
that executive directors look beyond the financial criteria. However,
Executive Directors also have their remunerations linked to the

winwiodglobal.com

f:
p
of the Companies Act, 2013 for safeguarding the assets of the
Company and for preventing and detceting fraud and other
imegularities;
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concembasis:

That system to ensure compliance with the provisions of all
applicable laws was in place and was adequate and operating
effectively.

Formation of the Committees of the Board of Directors
The Board of
specificissues:

1) Audit Committee:

“The scope of work of Audit Committee is defined in Section 177(4)
ofthe Companies Act, 2013:

i) i ippointment,

Crores.
“There should be minimum one Resident Director.

The Listed Companies may have one Director elected by small
sharcholder i

thousand rupees.
“There should be at least one third of the total number of Directors as
independent Directors for listed public Companies and at least two
100
Coores o outsandingomts exoediog Rs, 50 Croves o st captl of
Rs. 10Cro

Rotation of Auditors:

TheC 01
as Auditors of the Company for maximum period of 10 years, subject to

i) review and monitor the auditor's independence and
performance, and effectiveness ofaudit process;

i) examination of the financial statement and the auditors' report
thereon;

i¥)approval o any subsequent modification of ransactions of the
‘company with elated partes;
V) serutiny of nt

valuation of undertakings or assets of the company, wherever it
sary;

rporate loans and investments;

vii) evaluation of interal financial controls and risk management
systems;
viil) Monitoring the end use of funds raised through public offers
andrelated matters.

of 5 years. After the period of 10 years, the Company has to change its
Audit Firm.

Pursuant 1o Section 144 of the Companies Act, 2013, Auditors arc

services to maintain their independence of mind and to avoid conflict of
interost.

Section 177(9)- Vigil Whistleblower mechanism:
As per Sec.177 of the Companies Act, 2013, certain companies have to
establish Vigil/Whistle-blowing mech: rt any unethical
behavior or other concerns (o the management and Section 177(10)

el i Chairperson of Audit
Committee

Corporate Sustainability

2) Nomination uner: it eholders
%) Nomisaton and Rervaerailon Conmifiee-and Sakeholders i i, compornt susanabilfy i on altmative o the
elationship Committee u/s traditional gmmh and profit-maximization model. While corporate
“This Committeeisresponsible for following functions: sustainability recognizes that corporate growth and profiability are
+ Identify persons who are qualified o become directors and who  IMPortant, it also requires the corporation to pursue societal goals,
‘may be appointed in senior management in accordance with the c relating to i
criteria laid down, e
. C te Social ibility (CSR)
. c terms, CSR deal
« Formulate the criteria for determining qualifications, positive
atributes and i jence ofa director and Recormmend 1o consider and address he needs of socey, no Just (0 act sy fn e
Board a policy, relating o the remuneration for the directors, key ~ interests of . SR
‘managerial personneland other employees. e i Ingusin s 0
i . corporate managers have an obligation to consider the needs of society,
3) Corporate Social Respansibility Commiice (CSR Commitee: byt hextentio which hey should considerhese necs.
CSR Poli h h
on CSR activities and monitor CSR policy of the Company from
timetotime

Section 188- Disclosure of Related Party Transactions
This section requires the Company to make disclosure of all the
transactions entered into with the partcs in which the Dircctors are
interested. be

“any group ocis
affected by the achievement of the organization's objectives.” The basic
premise of stakeholder theory is that the stronger your relationships are
with other external partes, the easier it will be to meet your corporate:
business objectives: the worse your relationships, the harder it wil be.
Strong relationships with stakeholders are those based on trust, respect,

's Length Price.

Composition of Board of Directors

‘The Companies Act, 2013 requires that there should be at least one
Women Director in case of listed Companies and Public Companies
having share capital of Rs.100 Crores and tmover of more than Rs.300

winwiodglobal.com

tion. Unlike CSR, which is largely a philosophical concept,
stakeholder theory was originally, and is still p
managsmnt consept. The Goul of siksholder thoury 1 to help
corporations strengthen relationships with external groups in order to
developacompetitive advantage.

&
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There appears 1o be general agreement among companies
groups are stakeholders — shareholders and investors, cmployecs.

customers, and suppliers. Beyond these, however, it becomes more
i eriteria
the term 'stakeholder' i h

economic performance, ot

financial performance.

profshily, it dlMers fom the trditiogall gran s profl.
‘maximization model in that it places a much greater emphasis on

socal i sconumic pertomton n 1 e

mmammy s that it helps define the nature of the relationship.
between corporate managers and the rest of society

Assumiog nt the sin saicholder b boen

ntified, the next

oitiae sl bouii Sesion o GO Sty
hat companies
the
1

e, This s a chllenge because diffrent sakeholde groups car, and
often o,

justice and cquity, and economic development. Corporate social
responsibility contributes ethical arguments and stakeholder theory

kpl

these goals. Corporate accountability provides the rationale as to why

£o0ds and services a fir price: local communities want community
investment full comp
How

muny akeholder groupa, Few groaps woukd ague sgainst 1hese goas
although they may debate the level of priority orurgency.

T oS o sEo oy S O copi R S
the addition of business arzuments s to why co ekt should work

Not all companies currently subscribe to the principles of corporate
sustainabiliy, and it is unlikely that all will, at least not voluntarily.
However, a significant number of companies have made public
commitments to environmental protection, social justice and equity, and
. This trend will
e reinfrced ifsharcholders and other sakeholderssupprt and reward

Ti is the Route to C

the company's own best cconomic interest to work in this siction
which

Corporate Accountability

s the legal or thical resp oy
or reckoning of the actions for which one
s of e e

held responsible.

duty toacti

st dens s 0 k)i

virwament i te comyany 5 well 2 the commeniy wil ingrove
Fofemmmnce il nsraase 1t is an open culture that promotes
Sapliyes lnlveracat 1 the lnabtatio wnd. Srestive. prosiase
Reaching out o the commaunity creates a much bigger tea is c‘ﬂmmdy
rovides evaluation from all angles. Comy
i ealiing chages it be s o Al arirrmpeot e
such as energy efficiency, limiting product waste and toxicity, and

o

an engaging and open

explinjustf,orteportan A hisorheractions.

agency theory and agency law, wherein corporate management is the
‘agent’ and the sharcholders the principal. This rlationship can be
inwhich

Board‘s Mandate for: Suslamabxhly

oud e agent s responsible for using that captal i the principal’s best
‘The agent is also held accountable by the principal for how that
cnplml isusedand the retum on the investment.

Directors of

Took intemally and extemally o understand their environmental and
social impacts. This requires the engagement of stakehol

stand impacts and concerns. A business can address sustainability

model nor only o the reationship between corporate management and
5. C

st educion, cneey cllicecy, ct. Employos engagenent can be 8
by en team,

sharcholders. and implicit)
with these

Asa compwy Jooks. extcrmtly, sakenolders inelude. sustomers

senacal ‘amangements can serve as the basis 0
relationshi s that recei

ippliers. communty,

nships. For example, compani

accountable by the regulators for whether the terms of the approval arc
beisg et Froponeuss of ocal conact ey ofen argue st
conporition e ghve s oenne t Sputie By So0Rty i Sasirgs
5008 behaviou,and s such he cororations shold b aceauntable to
society fortheir performance.

The contribution of corporate accountability theary 1o corporate
sustainability is that it helps define the nature of the relationship between

1o why companies should report on their environmental, social, and

winwiodglobal.com

s of many large C
implementing new creative ideas related 10 s

stainability, such as
ther than

energy, conserve energy and natural resources, improve recycling and
waste redirecting can ultimately reduce costs and increase profis in the
long term. Short term is a it bit more painful especially for new

aiiations g o1 cit, e i L gV compitive
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