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UNIT 11

CONCEPTUAL FRAMEWORK OF CORPORATE GOVERNANCE

Structure
11.0 Learning Objectives
11.1 Introduction
11.2 Meaning
11.3 Definition
11.4 Why corporate governance?
11.5 Need for Corporate Governance
11.6 Features of Corporate Governance
11.7 Objectives of Corporate Governance
11.8 Importance of Corporate Governance
11.9 Factors influencing the quality of Corporate Governance:
11.10 Elements of Good Corporate Governance
11.11 Mechanism of Corporate Governance
11.12 Principles of Good Corporate Governance
11.13 Role of securities and exchange board of India in corporate governance
11.14 Secretarial Standards
11.15 List of good governance companies in India
11.16 Models of corporate governance
11.17 Theory of corporate governance
11.18 Summary
11.19 Key Terms
11.20 Self-Assessment questions
11.21 Further Readings
11.22 Model Questions
11.0

LEARNING OBJECTIVES

Going through the chapter carefully, we could
 Understand the importance and need for corporate governance
 Be familiar with factors, mechanisms and principles of corporate governance
 Understand the assumptions and criticisms of corporate governance
 Be familiar with the theory and models of corporate governance
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11.1

INTRODUCTION

A company is a congregation of various stakeholders, namely - customers, employees,
investors, vendor partners, government and society. A company should be fair and
transparent to its stakeholders in all its transactions. With the opening of the economy
towards globalization, our corporate world requires a world-class governance system.
The essence of the corporate world lies in promoting compliance with the law in letter
and spirit, with transparency and accountability, and above all, fulfilling the fair
expectations of all the stakeholders. Unless a corporation embraces and demonstrates
ethical conduct, it will not be able to succeed. Corporate governance is one such tool to
achieve this goal. Corporate Governance is a combination of the strong commitment of
the management to safeguard the interest of various stakeholders, openness to ideas,
fresh air for enterprises and corporate ethics. Therefore, it provides broad parameters of
accountability, control and reporting system by the management and it encompasses the
interactive relationship among various constituents in determining the direction, and
performance of the corporate. It is an indisputable fact that scams and scandals are
increasingly undermining our lives. Therefore, one of the most urgent tasks of our times
is to understand the implications of corporate degradation and failures that we witness
today. The issues and challenges, before the corporate sector, have never been as
turbulent and unpredictable as they are today. The proper governance of companies is
as crucial to the world economy as the proper governing of countries.

11.2

MEANING

Corporate governance, in plain terms, refers to the rules, processes, or laws by
which businesses are operated, regulated, and controlled. The term can refer to internal
factors defined by the officers, stockholders or constitution of a corporation, as well as
to external forces such as consumer groups, clients, and government regulations.
However, an enforced corporate governance provides a structure that, at least in
theory, works for the benefit of everyone concerned by ensuring that the enterprise
adheres to accepted ethical standards and best practices as well as to formal laws. To
that end, organizations have been formed at the regional, national, and global levels.
In recent times, corporate governance has received increased attention because of
high-profile scandals involving abuse of corporate power and, in some cases, alleged
criminal activity by corporate officers. An integral part of an effective corporate
governance regime includes provisions for civil or criminal prosecution of individuals
who conduct unethical or illegal acts in the name of the enterprise.
Corporate governance refers to the set of systems, principles and processes by
which a company is governed. According to Milton Friedman “Corporate Governance
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is to conduct the business following owner or shareholders’ desires, which generally
will be to make as much money as possible while conforming to the basic rules of the
society embodied in law and local customs” It is the responsibility of the board of
directors to ensure good corporate governance. This involves a set of relationships
between the management of a corporation, its board, its shareholders and other relevant
stakeholders. Good corporate governance requires that the board must govern the
corporation with integrity and enterprise. While the board is accountable to the owners
of the corporation (shareholders) for achieving the corporate objectives, its conduct
regarding factors such as business ethics and the environment for example may have an
impact on legitimate societal interests (stakeholders) and thereby influence the
reputation and long-term interests of the business enterprise.

Corporate governance can be defined narrowly as the relationship of a company to its
shareholders or, more broadly, as its relationship to society It is palpable these days that
a company’s relationship to society, is often blurred by the distinction between
corporate governance and corporate social responsibility. Corporate Governance is not
just legal compliance but is a need to have a balance between economic and social
goals and between individual and communal goals. Corporate governance is about
promoting corporate fairness, transparency and accountability. Corporate governance is
about working ethically and finding a balance between economic and social goals. It
includes the ability to function profitably while obeying laws, rules and regulations.
The traditional analysis of corporate governance focused on the allocation of power and
duty among the Board of Directors, management, and shareholders. As the sole residual
claimants on company assets, shareholders were presumed to have the most incentive to
maximize company value. According to that perspective, the Board of Directors acted
as the shareholders’ agent and management was responsible for daily operations. In
today’s scenario, the Board and the Management play the role of trustees.
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11.3

DEFINITION

According to the Institute of Company Secretaries of India
“Corporate Governance is the application of best management practices,
compliance of law in true letter and spirit and adherence to ethical standards for
effective management and distribution of wealth and discharge of social responsibility
for sustainable development of all stakeholders.”
The Cadbury Committee has defined Corporate Governance as the system by
which companies are directed and controlled. Boards of directors are responsible for the
governance of their companies.
Confederation of Indian Industries says “Corporate Governance deals with laws,
procedures, practices and implicit rules that determine a company’s ability to take
informed managerial decisions vis-à-vis its claimants – in particular; its shareholders,
creditors, customers, the state and employees.”
According to Standard and Poor: “Corporate Governance is the way a company
is organized and managed to ensure that all financial stakeholders receive a fair share of
the company’s earnings and assets.”
Corporate governance broadly refers to the mechanisms, processes and relations by
which corporations are controlled and directed. Governance structures and principles
identify the distribution of rights and responsibilities among different participants in the
corporation (such as the board of directors, managers, shareholders, creditors, auditors,
regulators, and other stakeholders) and include the rules and procedures for making
decisions in corporate affairs. Corporate governance includes the processes through
which corporations' objectives are set and pursued in the context of the social, regulated
and market environment. Governance mechanisms include monitoring the actions,
policies, practices, and decisions of corporations, their agents and affected stakeholders.
Corporate governance practices are affected by attempts to align the interests of
stakeholders. Interest in the corporate governance practices of modern corporations,
particularly about accountability, increased following the high-profile collapses of
several large corporations during 2001–2002, most of which involved accounting fraud;
and then again after the recent financial crisis in 2008. Corporate scandals of various
forms have maintained a public and political interest in the regulation of corporate
governance.
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11.4

WHY CORPORATE GOVERNANCE?

In recent years, there has been considerable concern in India and other countries
about the standards of corporate governance. According to Company Law, directors are
obliged to act in the best interests of shareholders, but there have been many instances
where we find a contradiction to such obligation. There have been many cases of
excessive debt financing laced with fraud, and a disproportionate rise in payments for
executives, which have been less than transparent. The latest imbroglio involving one
of India’s largest IT companies, Satyam Computer Services has virtually discredited the
concept of corporate governance. Satyam sought to invest in another company i.e.
Maytas, involving a conflict of interest for its promoters. This in turn involved a change
in the fundamental character of the company and utilization of virtually its entire cash
balance.
Satyam was also accused by the World Bank of bribing its employees to get certain
contracts awarded in the company’s favour. While these are allegations at this point, it
may be noted, that the company had earlier approached suitable independent
professionals to get the necessary clearances under the law of the land as well as
appoint independent directors. Ostensibly, the idea is to ‘comply’ with the code of
corporate governance on paper. Ironically, this same company won the prestigious
Golden Peacock Global Award for excellence in Corporate Governance as well
as World Council for Corporate Governance. The ‘Satyam fraud’ is symptomatic of the
Economy of shock and surprise that we live in. Satyam allows India to lead the world
by better enforcement of Clause 49 through proper selection, training, evaluation and
monitoring of directors.
Corporations are created as legal persons by the laws and regulations of a
particular jurisdiction. These may vary in many respects between countries, but a
corporation's legal person status is fundamental to all jurisdictions and is conferred by
statute. This allows the entity to hold property in its own right without reference to any
particular real person. It also results in the perpetual existence that characterizes the
modern corporation. The statutory granting of corporate existence may arise from
general-purpose legislation or from a statute to create a specific corporation, which was
the only method before the 19th century.
Governance describes the overall management approach through which senior
executives direct and control the entire organization, using a combination of
management information and hierarchical management control structures. Governance
activities ensure that critical management information reaching the executive team is
sufficiently complete, accurate and timely to enable appropriate management decision
making and provide the control mechanisms to ensure that strategies, directions and
instructions from management are carried out systematically and effectively.
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11.5

NEED FOR CORPORATE GOVERNANCE

The significance of corporate governance is to create a corporate culture of
transparency, accountability and disclosure. It refers to compliance with all the moral
and ethical values, legal framework and voluntarily adopted practices. Corporate
governance is important for the following reasons:
 It lays down the framework for creating long-term trust between companies and
the external providers of capital.
 It improves strategic thinking at the top by inducting independent directors who
bring a wealth of experience, and a host of new ideas
 It rationalizes the management and monitoring of risk that a firm faces globally
 It limits the liability of top management and directors, by carefully articulating the
decision-making process
 It has long term reputational effects among key stakeholders, both internally
(employees) and externally (clients, communities, political/regulatory agents).

11.6

FEATURES OF CORPORATE GOVERNANCE

 It is a concept rather than an individual instrument
 It aims at maximum welfare of the maximum number
 It is also concerned with the ethics, values and morals of a company and its
directors
 It includes the interface between the company and other shareholders
 It hinges on complete transparency, integrity and accountability of management
that includes executive and non-executive directors
 An effective corporate governance system should provide mechanisms for
regulating the director’s duties
 It is a process or a set of systems and processes to ensure that a company is
managed to suit the best interests of all
 Corporate governance relates to laws, procedures, practices and implicit rules
that determine a company's ability
 Corporate governance is a system of making directors accountable to
shareholders for effective management of the company
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11.7

OBJECTIVES OF CORPORATE GOVERNANCE

Corporate Governance is aimed at creating an organization that maximizes the wealth
of shareholders. It envisages an organization in which emphasis is laid on fulfilling the
social responsibilities towards the stakeholders in addition to earning profits. The
objectives of Corporate Governance are to ensure the following:
 Properly constituted Board capable of taking independent and objective decisions.
 Board is independent in terms of non-executive and independent directors.
 Board adopts transparent procedures and practices.
 Board has an effective machinery to serve the concerns of the stakeholders.
 Board to monitor the functioning of the management team.
 To generate accurate and reliable information
 Board remains in effective control of the affairs of the company.
 It inspires and strengthens investors’ confidence by ensuring the company’s
commitment to higher growth and profits.

11.8

IMPORTANCE OF CORPORATE GOVERNANCE

 It provides a means to assist in decision making and to improve accountability
 It also provides a structure through which the objectives of the company are set
 It improves the economic efficiency of a firm
 It increases market confidence as a whole
 It protects the welfare and interest of a wide range of constituencies and
communities nearby
 It enhances the long term value of the company for its shareholders and all other
patrons
 It ensures purity and quality of the product after the product leaves the factory
 Boards are accountable to the company and shareholders, so society as a whole is
benefited
 It integrates all the participants involved in an economic process, at the same time
social
 It prepares a small enterprise for growth and helps to secure new business
opportunities when they arise
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11.9

FACTORS INFLUENCING
GOVERNANCE:

THE

QUALITY

OF

CORPORATE

The quality of corporate governance primarily depends on the following factors:  The integrity of the management;
 The ability of the board;
 Adequacy of the process;
 The commitment level of individual board members;
 Quality of corporate reporting
 Participation of stakeholders in the management.

11.10 ELEMENTS OF GOOD CORPORATE GOVERNANCE
Role and powers of Board Good governance
personal beliefs and values, which configure the
actions of its Board. The foremost requirement
identification of powers, roles, responsibilities and
and the Chairman of the Board.

is decisively the manifestation of
organizational values, beliefs and
of good governance is the clear
accountability of the Board, CEO,

Legislation
Unambiguous legislation and regulations are fundamental to effective corporate
governance. Legislation that requires continuing legal interpretation or is difficult to
interpret on a day-to-day basis can be subject to deliberate manipulation or inadvertent
misinterpretation
Management environment
Management environment includes setting-up up clear objectives and appropriate
ethical framework, establishing due processes, providing for transparency and clear
enunciation of responsibility and accountability, implementing sound business
planning, encouraging business risk assessment, having the right people and right skills
for the jobs, establishing clear boundaries for acceptable behaviour, establishing
performance evaluation measures and evaluating performance and sufficiently
recognizing individual and group contribution.
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Board independence
Independent Board is essential for sound corporate governance. This goal may be
achieved by associating a sufficient number of independent directors with the board.
Independence of directors would ensure that there are no actual or perceived conflicts
of interest.
Code of conduct
The organization’s explicitly prescribed norms of ethical practices and code of
conduct must be communicated to all stakeholders and are clearly understood and
followed by each member of the organization. Systems should be in place to
periodically measure adherence to the code of conduct and the adherence should be
periodically evaluated and if possible recognized.
Strategy setting
The objectives of the company must be documented in a long-term corporate
strategy and an annual business plan together with achievable and measurable
performance targets and milestones.

Business and community consultation
Though the basic activity of a business entity is inherently commercial yet it must
also take care of the community’s obligations. Commercial objectives and community
service obligations should be documented after approval by the Board. The
stakeholders must be informed about the proposed and ongoing initiatives taken to meet
social responsibility obligations.
Financial and operational reporting
The Board requires comprehensive, regular, reliable, timely, correct and relevant
information in a form and of a quality that is appropriate to discharge its function of
monitoring corporate performance.
Audit Committees
The Audit Committee is inter alia responsible for liaison with the management;
internal and statutory auditors, reviewing the adequacy of internal control and
compliance with significant policies and procedures and reporting to the Board on the
Odisha State Open University, Sambalpur
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key issues. The quality of the Audit Committee significantly contributes to the
governance of the company.
Risk management
Risk is an important element of corporate functioning and governance. There
should be an established process of identifying, analyzing and treating risks, which
could prevent the company from effectively achieving its objectives. For this purpose,
the company should subject itself to periodic external and internal risk reviews. The
above improves public understanding of the structure, activities and policies of the
organization. Consequently, the organization can attract investors, and enhance the trust
and confidence of the stakeholders.

11.11

MECHANISM OF CORPORATE GOVERNANCE

In our country, there are six mechanisms to ensure corporate governance
1. The Companies Act:
 To ensure corporate governance, the Act confers legal rights to shareholders
 To vote on every resolution placed in an annual general meeting
 To elect directors who are responsible for specifying objectives and laying
down policies
 There will be a Removal of directors
 Determine remuneration of directors and the CEO
 Take an active part in the annual meetings
2. Securities Law
 The primary securities law in our country is the SEBI act
 It has taken several initiatives toward investor protection
3. Discipline of the Capital Market



The capital market has a significant impact on corporate governance
A depressed share price makes the company an attractive takeover target

4. Nominees on Company Boards
 Development banks hold large blocks of shares in companies
 The nominees can effectively block resolutions that may be detrimental to their
interests
Odisha State Open University, Sambalpur
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5. Statutory Audit
 It is a mechanism to ensure good corporate governance
 Auditing enhances the credibility of financial reports prepared by any
enterprises
6. Code of Conduct
 They are mandated by law and violation of any provision invites penal action
 But legal rules alone cannot ensure good corporate governance
11.12 PRINCIPLES OF GOOD CORPORATE GOVERNANCE
To provide a timely and balanced picture of all material matters
Equitable treatment can be described as fairness and justice
The rights of the company owners need to be recognized and upheld
Accountability means responsibility for decisions or actions that have been already
taken
Transparency means any operation must be processed with proper evidence
The role should be established with a balance of skills, experience and independence on
the board appropriate to the nature and extent of company operations
Every business decision has an element of uncertainty and carries a risk that can be
managed through effective oversight and internal control
The corporate governance framework should protect and facilitate the exercise of
shareholders' rights
All shareholders should have the opportunity to obtain effective redress for violation of
their rights
11.13 ROLE OF SECURITIES AND EXCHANGE BOARD OF INDIA IN
CORPORATE GOVERNANCE






SEBI has issued guidelines to companies for bringing transparency in their
transactions and for avoiding exploitation of investors
SEBI issues public interest advertisements to enlighten investors on the basic
features of various instruments
SEBI is keen to solve the complaints of investors and wants to protect their
interest
SEBI is aware that investor education is important for his protection
SEBI has also conducted surveys in respect of investment opportunities for the
benefit of small investors
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SEBI has introduced norms for disclosure of half-yearly unaudited results of
companies
SEBI has now issued a code regarding takeovers of companies, mergers and
amalgamations

11.14 SECRETARIAL STANDARDS
The Institute of Company Secretaries of India has issued the following Standards
to maintain the uniformity of procedure regarding the Board Meetings, General
Meetings, Payment of Dividend, Maintenance of Registers and Records, Recording of
Minutes and Transfer and Transmission of Shares. A brief detail of these standards is
given as under: SS1 – Meetings of Board of Directors
The Secretarial Standard –1 deals with the meetings of the Board of Directors. It
deals with the various aspects of conducting the Board Meetings, the frequency of such
meetings in a year, the Quorum required for the meeting, powers of the Chairman in
such meetings, and the recording of minutes of such meetings.
SS2 - General Meetings
The Secretarial Standard –2 deals with the General Meetings. It explains the
procedure of conducting the General Meetings, the frequency of meetings in a year, the
Quorum required for the conduct of the meeting, powers of the Chairman in such
meetings, recording of minutes of such meetings, the procedure of voting, etc.
SS3 – Dividend
This Secretarial Standard pertains to Dividend. It illustrates the calculation of the
Amount payable as a dividend, declaration of dividend, Treatment of Unpaid
Dividends, and Transfer of Dividends to the Investor Education and Protection Fund
(IEPF).
SS4 – Registers and Records
This Secretarial Standard enumerates the various Registers required to be
maintained as per statutory requirements. It requires the following registers to be
maintained:
 Register of members and Debenture holders.
 Register of Contracts u/s 301.
Odisha State Open University, Sambalpur
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 Register of Directors u/s 303.
 Register of Transfer of Shares.
SS5 – Minutes
This Secretarial Standard deals with the recording and signing of Minutes of the
Meetings.
Minutes should contain:
(a) The appointment of the Chairman of the meeting.
(b) The presence of Quorum.
(c) The fact that certain registers and documents were available for inspection.
(d) The number of members present in person including representatives.
(e) The number of proxies and the number of shares represented by them.
(f) The presence of the Chairman of the Audit Committee at the Annual General
Meeting.
(g) The presence if any, of the Auditors, the Practicing Company Secretary who
issued the Compliance Certificate, and the Court appointed observers or
scrutinizers.
(h) Reading of the notice of the meeting.
(i) Reading the report of the auditors.
(j) Summary of the opening remarks of the Chairman.
(k) Summary of the clarifications provided.
(l) In respect of each resolution, the type of the resolution, the names of the persons
who proposed and seconded and the majority with which such resolution was
passed. Resolutions should be written in the present tense.
SS6 – Transfer and Transmission of Shares
This Secretarial Standard deals with the procedure of Transfer and Transmission of
shares held singly and jointly. The register and records about transmission should be
preserved permanently and kept in the custody of the secretary of the company or any
other person authorized by the Board for the purpose.
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1.15
Rank
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

LIST OF GOOD GOVERNANCE COMPANIES IN INDIA
Name of Company
Intuit India
American Express India
Google India
Lemon Tree Hotels
SAP Labs India
Adobe India
NetApp India
Teleperformance India
Pitney Bowes
DHL Express India
SAP India
Marriott Hotels India
Ujjivan Small Finance Bank
Inter-Continental Hotels Group
Hyatt Hotels & Resorts
Bajaj Finance
Cadence Design Systems – India
Godrej Consumer Products
Federal Express Corporation
Reliance Capital

Corporate governance broadly refers to the mechanisms, processes and relations by
which corporations are controlled and directed. Governance structures and principles
identify the distribution of rights and responsibilities among different participants in the
corporation such as the board of directors, managers, shareholders, creditors, auditors,
regulators, and other stakeholders and include the rules and procedures for making
decisions in corporate affairs. Corporate governance includes the processes through
which corporations' objectives are set and pursued in the context of the social,
regulatory and market environment. Governance mechanisms include monitoring the
actions, policies, practices, and decisions of corporations, their agents, and affected
stakeholders. Corporate governance practices are affected by attempts to align the
interests of stakeholders. Interest in the corporate governance practices of modern
corporations, particularly about accountability, increased following the high-profile
collapses of several large corporations during 2001–2002, most of which involved
accounting fraud; and then again after the recent financial crisis in 2008.
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11.16 MODELS OF CORPORATE GOVERNANCE
Different models of corporate governance differ according to the variety of
capitalism in which they are embedded. The corporate governance structure has certain
basic elements. These elements are the pattern of share ownership, key players in the
corporate sector, the composition of the board of directors, interaction among the key
players, the regulatory framework, and disclosure that requires approval of
shareholders. These elements differ between countries. As a result, there are different
corporate governance models. These models are explained below:
1. Anglo-Saxon Model- (The Outsider Model): The corporate governance model
of the United States and Commonwealth countries such as the UK, Australia,
Canada, and India is known as the outsider model. It is market-oriented and
characterized by a large number of listed companies, wide-spreading
shareholding and a well-functioning capital market
The model is characterized by


A well-developed stock market with considerable depth and liquidity:
In the USA and the UK a vast majority of public companies are listed at
stock exchanges. The capital market in these countries serves as a
disciplinary mechanism, There is a convergence between the interest of
shareholders and managers due to the threat of a takeover



Little role of trade unions: They do not participate in strategic decisions of
the company



The ownership structure of companies is widely dispersed: The
influence of shareholders and management is weak due to widely dispersed
share ownership. The company is owned by individual as well institutional
shareholders



Unitary or single-tier board of directors: Both executive and nonexecutive directors are elected by shareholders who have voting rights in
proportion to their shareholding



Strict laws: These help to protect shareholders. A sound stock market
provides exit routes to shareholders. The threat of replacing
underperforming directors also helps to maximize shareholders' value



Key players: Shareholders, directors and management are the key players.
The company power is distributed between these players. The ultimate
authority lies with the shareholders. the residuary executive authority rests
with the board of directors and managers

Odisha State Open University, Sambalpur

Page 17

2. The Insider Model: This model of corporate governance is prevalent in
Germany, Australia, Netherlands, Switzerland, Japan etc .this is also known as the
Continental Europe model. The main features of the German model are as follows:


Weak stock market: Debt is the major source of finance due to restrictions on
the listing of companies. It is a bank oriented rather than a market-oriented
system. Universal banks supply both loans and equity capital. The concentrated
bank holdings and cross holdings are not traded on the stock markets. Therefore
the stock market is less developed and illiquid. the stock market exercises
insignificant control over companies



Concentrated and cross-shareholdings: In most German companies there are
large controlling block holders of shares. A few big shareholders maintain
control through substantial voting power. Block holders are also form voting
pacts such as multiple or capped voting systems



Dual-class shares: One class of shares has more voting rights than the other
class. Therefore, the principles of one share one note are not applicable



Low legal protection: In the German model reliance is more on large investors
and banks than on legal regulations. The insiders who work through banks
control the disciplinary mechanism. Therefore the German model is called the
insider model. Disclosure standards are comparatively low.



Employee participation: In German companies, employees elect one third to
one-half of directors on the supervisory board.

3. Japanese model:
The Japanese Corporate Governance model is characterized by the following features:


Small dominant groups: There is a small number of dominant groups. These
groups (e.g. Mitsubishi and Mitsui) are linked by cross-shareholding and trading
relationships. Most of these groups are diversified and vertically integrated by
cross-holdings.



Consortium financing: Banks and other financial institutions are the main
sources of funds for Japanese companies. They provide both debt and equity
capital.



Government-industry linkage: The industrial groups employ retired civil
servants and work together on government-sponsored committees. The
government plays a dominant role in supervision and control over corporate
activities.



Employee participation:’ Long-serving and committed employees are offered
membership on the board of directors
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Contingency model: Banks and financial institutions do not exercise any direct
control over a company as long as the company is run successfully in terms of
growth and market share.



The high degree of autonomy: Banks and financial institutions do not exercise
any direct control over a company as long as the company is run as the
computer is run as well in terms of market share and growth.

4. Family-based model:
Family-based model of corporate governance exists in several underdeveloped and
emerging countries of East Asia. The main characteristics of this model are as follows:
 Closely held companies: In most of the listed companies, the promoter’s family
is a dominant shareholder according to more than 50 per cent of the issued share
capital
 Family control: The family exercise full control due to ownership, crossholding, inter locking directorships. Business families are held in high esteem,
the regulatory framework is weak and outside shareholders have apathy
 Unitary board of directors: There is a single board of directors. the controlling
family appoints most of the directors and the chief executive. The board is
staffed with family members, friends and business associates. Outsiders are
appointed to meet the regulatory requirements

11.17

THEORY OF CORPORATE GOVERNANCE

1. Agency Theory
The owners are the principals and the managers act as agents of the corporation.
Managers are responsible for carrying out the objectives of the corporation. Corporate
governance is the control of management through designing the structures and
processes. The owners may not have the knowledge or skill for getting the objectives
executed. Managers as an agent should act in good faith in achieving the organisation’s
objectives. Thus, the agency theory is based on eth concept of separation between
ownership and control
Assumptions
 An effective board consists of the majority of independent directors
 The Board of directors must act independently in the best interests of
shareholders
 Governance mechanisms are needed to restrict the self-serving behaviour of
managers
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 Managers are inspired by self-interest
 Efficient capital and labour markets can check the self-serving behaviour of
managers
Criticism of agency theory
 It over stresses wealth maximization for shareholders and overlooks other
stakeholders
 The agency problem is not acute in India and other developing countries
 The background and skills of directors rather than their being insiders or
outsiders determine their behaviour.
2. Stewardship Theory
A person who manages another’s property is called a ‘Steward’. The managers and
employees are to safeguard the resources of the corporation. They have to take utmost
care of the corporation not using the properties for their selfish ends. This theory
motivates managers to act as stewards by taking the social approach to human nature. It
signifies the following assumptions and propositions
 Managers are trustworthy and attach significant value to their reputation,
 Managers are stewards whose motives are aligned with the objectives of
principles,
 Steward behaviour will not depart from the interests of his/her organization,
 Control can be counterproductive because it undermines the pro-organizational
behaviour of the steward by lowering his/her motivation.
 Auditing and financial reporting is the main mechanism to regulate managerial
behaviour
3. The Stakeholders Theory: This theory puts the company as an input-output model
and all the interested parties i.e. Creditors, Employees, Customers, Suppliers, the
Community and the Government as stakeholders. The company is not for the
shareholders alone. The interest of stakeholders should be protected by taking different
interests this theory suggests that a company must be run in the interests of all the
stakeholders. It adopts a broader approach than the agency theory. A company exists
not just to maximize shareholders' wealth but to maximize the value of the company.
Assumptions and propositions of the theory
 There exists a social contract between a company and its stakeholders
 The ultimate purpose of a company is to create value for all stakeholders groups
Criticisms of the theory
 There are several stakeholders groups and their interests may be contradictory
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 If the directors and managers attempt to serve several groups they may fail to
satisfy those who have a genuine claim on the company
 The theory undermines private property by denying the owners the right to
decide how their property will be used
11.18 LET US SUM UP
“Corporate governance involves a set of relationships between a company's
management, its board, its shareholders and other stakeholders. Corporate Governance
is concerned with holding the balance between economic & social goals and between
individual and communal goals. The CG framework is there to encourage the efficient
use of resources and equally to require the stewardship of those resources. Generally,
Corporate Governance refers to practices by which organisations are controlled,
directed and governed. The fundamental concern of Corporate Governance is to
ensure the conditions whereby the organisation's directors and managers act in the
interest of the organisation and its stakeholders and to ensure how managers are held
accountable to capital providers for the use of assets. To achieve the objectives of
ensuring fair corporate governance, the Government of India has put in place a
statutory framework.
11.19











KEY WORDS
Outsider model: The corporate governance model of the united states and
commonwealth countries such as the UK, Australia, Canada, and India is known
as the.
Continental Europe model: The insider model of corporate governance is
prevalent in Germany, Australia, Netherlands, Switzerland, Japan etc.
Block holders: Which holders is also form voting pacts such as multiple or
capped voting systems
German: In the model reliance is more on large investors and banks than on
legal regulations.
Corporate Governance: The significance is to create a corporate culture of
transparency, accountability and disclosure.
Business Ethics: It refers to compliance with all the moral and ethical values,
legal framework and voluntarily adopted practices.
Risk: It is an important element of corporate functioning and governance.
SEBI: It has issued guidelines to companies for bringing transparency in their
transactions and for avoiding exploitation of investors
SEBI: It issues public interest advertisements to enlighten investors on the basic
features of various instruments.
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11.20 SELF-ASSESSMENT QUESTIONS
1. What is Corporate Governance?
2. State two features of Corporate Governance?
3. Define corporate governance according to S&P?
4. What is board independence?
5. What is strategy-setting?
6. Why there is a need for corporate governance?
7. What s an insider’s model?
8. What is the outsider’s model?
9. Define agency theory?
10. State the necessity of stakeholder theory?
11. What is stewardship theory?
12. State two assumptions of agency theory?
13. State two criticism of agency theory
14. State two assumptions of stakeholder’s theory?
15. State two criticism of stakeholder’s theory?
16. Explain the family-based model?
17. Discuss any two fundamental elements of corporate governance.
18. What are the objectives of corporate governance?
19. Why corporate governance is so important?
20. State the reason for adopting corporate governance.
21. State two factors for adopting corporate governance.
22. Highlights the secretarial standards.
11.21










FURTHER READINGS
Auditing and corporate governance, A. Sharma, V.K. Global Pvt. Ltd., New
Delhi
SATHISH KUMAR Corporate Governance, Oxford University Press.
Shikha, N. and Sharma, G. Corporate Governance in India: Principles and
Policies, CENGAGE Learning
Jha, Aruna. Auditing. Taxmann.
Tandon, B. N., S. Sudharsanam and S. Sundharabahu. A Handbook of Practical
Auditing. S. Chand and Co. Ltd., New Delhi.
Ghatalia, S.V. Practical Auditing. Allied Publishers Private Ltd., New Delhi.
Singh, A. K. and Gupta Lovleen. Auditing Theory and Practice. Galgotia
Publishing Company.
Alvin Arens and James Loebbecke, Auditing: an Integrated Approach
MC Kuchhal Corporate Laws, Shri Mahaveer Book Depot. (Publishers).

Odisha State Open University, Sambalpur

Page 22

11.22

MODEL QUESTIONS

1. Briefly explain the concept of corporate governance.
2. Discuss the concept, meaning and definition of corporate governance.
3. Explain briefly the elements of corporate governance.
4. Give a brief idea of secretarial standards of corporate governance.
5. Discuss the factors affecting corporate governance in detail.
6. What do you mean by corporate governance? Describe the significance of
corporate governance.
23. Explain the different theories of corporate governance?
24. Discuss different models of corporate governance?
25. Differentiate between agency theory and stakeholder’s theory?
26. Differences between the Japanese model and the family-based model?
27. Explain the differences between insider and outsider models of corporate
governance?
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UNIT 12

CORPORATE GOVERNANCE REFORMS IN INDIA

Structure
12.0 Learning Objectives
12.1 Corporate governance reform in India
12.2 Whistle blowing
12.3. Features of whistle blowing
12.4 Advantages of whistle blowing
12.5 Limitations of whistle blowing
12.6 Credit Rating
12.7 Features of credit rating
12.8 Board Committees and their functions
12.9 Types of committee reports on corporate governance
12.10 Features of insider trading
12.11 Disadvantages of insider trading
12.12 Steps to stop insider trading
12.13 Indian experiences
12.14 Let us Sum up
12.15 Key Words
12.16 Self-assessment Questions
12.17 Further Readings
12.18 Model Questions
12.0

LEARNING OBJECTIVES

Going through the chapter carefully, we could
 Highlight the genesis of corporate governance
 Know the role of committees and different aspects of reforms in corporate
governance

12.1

CORPORATE GOVERNANCE REFORM IN INDIA

Approval of all material related-party transactions by independent shareholders
(i.e., related parties have to abstain from voting) is standard in many markets around the
world and considered a best practice. Now, listed companies in India will abide by this
rule beginning in October 2014 as part of a slew of corporate governance
reforms announced recently by the Securities and Exchange Board of India (SEBI).
Will these new measures bring much-needed relief to minority shareholders, or is it just
old wine in a new bottle?
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SEBI consulted industry participants in January 2013 to revise and overhaul Clause
49 of the Equity Listing Agreement that deals with the corporate governance norms for
listed companies in India. CFA Institute, in conjunction with the Indian Association of
Investment Professionals (IAIP), officially responded to the consultation by
highlighting our policies and global best practices. The recently revised SEBI norms are
expected to enhance the corporate governance framework to reflect global best
practices. The requirements in certain areas, including independent directors and
related-party transactions, are more stringent than the new Companies Act 2013.
Some of the significant changes are discussed below.
 Aligning Listing Agreement with the Companies Act 2013
Companies Act requirements on issuing a formal letter of appointment,
performance evaluation, and conducting at least one separate meeting of the
independent directors each year and providing suitable training to them are now
included in the revised norms of SEBI. Independent directors are not entitled to any
stock option, and companies must establish a whistle-blower mechanism and disclose
them on their websites.
 Restricting Number of Independent Directorships
Per Clause 49, the maximum number of boards a person can serve as an
independent director is seven, and three in the case of individuals also serving as a fulltime director in any listed company. The Companies Act sets the maximum number of
directorships at 20, of which not more than 10 can be public companies. There are no
specific limits prescribed for independent directors in the Companies Act. Although
SEBI reforms seem to be moving in the right direction, these limits may initially pose
challenges in sourcing qualified independent directors for listed companies.
 Maximum Tenure of Independent Directors
Based on the Companies Act as well as the new Equity Listing Agreement, an
independent director can serve a maximum of two consecutive terms of five years each
(aggregate tenure of 10 years). These directors are eligible for reappointment after a
cooling-off period of three years.
Can a director who has served two five-year terms be considered independent after
a cooling period of three years? CFA Institute recommends that board members limit
their length of service on a specific company board to no more than 15 years to ensure
new board members with fresh insights and ideas are elected.
 Board-Mix Criteria Redefined
Per Clause 49 of the Equity Listing Agreement, 50% of the board should be made
up of independent directors if the board chair is an executive director. Otherwise, onethird of the board should consist of independent directors. Additionally, the board of
directors of a listed company should have at least one female director.
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While it is a welcome change that SEBI mandates a female director, will it make a
huge difference to the effectiveness of boards? CFA advocates that diversity should be
embraced from all angles, such as diversity of backgrounds, expertise, and perspectives,
including an increased investor focus to improve the likelihood that the board will act
independently and in the best interest of shareholders.
 Role of Audit Committee Enhanced
The SEBI reforms call for two-thirds of the members of the audit committee to be
independent directors, with an independent director serving as the committee’s
chairman. While the Companies Act requires the audit committee to be formed with a
majority of independent directors, SEBI has gone a step further to improve the
independence of the audit committee.
The role of the audit committee also has evolved to incorporate additional themes
from the Companies Act, such as reviewing and monitoring auditor independence,
approval of related-party transactions (RPTs), scrutiny of inter-corporate loans,
valuations, and evaluations of internal financial controls and risk management systems.
 More Stringent Rules for Related-Party Transactions
The scope of the definition of RPTs has been broadened to include elements of the
Companies Act and accounting standards:
 All RPTs require prior approval from the audit committee.
 All material RPTs must require shareholder approval through special resolution,
with related parties abstaining from voting.
 The threshold for determining materiality has been defined as any transaction
with a related party that exceeds 5% of the annual turnover or 20% of the net
worth of the company based on the last audited financial statement of the
company, whichever is higher.
Since SEBI Clause 49 requires shareholder approval for all material RPTs, with no
exception for transactions in the ordinary course of business or at arms-length,
companies feel that this will result in practical difficulties (i.e., compliances costs and
delays), particularly for those that regularly transact business with subsidiaries.
The ultimate effectiveness of such legislation will depend upon the degree and
quality of enforcement or the monitoring capabilities of the regulator.
 Improved Disclosure Norms
In certain areas, SEBI resorts to disclosure as an enforcement tool. Listed
companies are now required to disclose in their annual report granular details on
director compensation (including stock options), directors’ performance evaluation
metrics, and directors’ training. Independent directors’ formal letter of
appointment/resignation, with their detailed profiles and the code of conduct of all
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board members, must now be disclosed on companies’ websites and to stock
exchanges.
 E-voting Mandatory for All Listed Companies
Until now, resolutions at shareholder meetings in listed Indian companies were
usually passed by a show of hands (except for those that required a postal ballot). This
means votes were counted based on the physical presence of shareholders. SEBI also
has changed Clause 35B of its Equity Listing Agreement to provide an e-voting facility
for all shareholder resolutions.
We think this is a pertinent change as it will allow minority shareholders to express
their voices at shareholder meetings without having a physical presence. CFA Institute
has advocated for company rules that ensure each share has one vote.
 Enforcement
SEBI is setting up the infrastructure to assess compliance with Clause 49 to ensure
effective enforcement. Companies need to buckle up and assess the impact of these
reforms and step up compliance.
 Industry Impact
SEBI is boosting investor confidence through these sweeping changes, especially
the potential to empower minority shareholders through e-voting, enhanced disclosures
on remuneration that is aligned with global best practices, and requiring independent
shareowner approval for related-party transactions. Given India’s humongous need for
risk capital, regulatory reforms and better enforcement are critical for market integrity
and building investor trust.
12.2

WHISTLE BLOWING

It is an employee’s disclosure to the public of alleged organizational misconduct, after a
futile attempt to convince the organizational authorities to take action against the
alleged abuse. It occurs when an employee informs the public or misappropriate
authorities giving on inside the organization
12.3







FEATURES OF WHISTLE BLOWING
It is the act of an individual
It is done for the public good rather than for some selfish motive
It believes that the conduct or activity reported is inappropriate
It means calling the attention of proper authority to something wrong
It expects the organization or the external agency to respond positively
It is voluntary and deliberate as there is no legal obligation to do so
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12.4






12.5




12.6

It judges the costs and benefits of reporting
ADVANTAGES OF WHISTLE BLOWING
An insider may give early warning signals which may help abort corruption.
An insider has first had information compared to an external investigative
agency.
Protecting whistle blower may deter corrupt behaviour by others.
Protection to whistle blowers employees will place honest employees right in
the centre of administration.
The common law expects every citizen to report the occurrence of or attempt to
commit a cognizable offence.
LIMITATIONS OF WHISTLE BLOWING
It breaks the unwritten code of silence
It discourages corrupt behaviour which will also discourage initiative
It leads to blackmailing colleagues or even bosses

CREDIT RATING

It is an expert opinion on the future ability of the issue of a specific fixed-income
security to make timely payments of principal and interest thereon they are usually
expressed in alphabetical or alphanumeric symbols\a credit rating agency is a
specialized institution that evaluates securities and assigns rating symbols to them. In
India, the first credit rating agency to be set up was credit rating and information
services of India limited (CRISIL). It was established in 1987 jointly by ICICI, ADB,
UTI, other financial institutions and banks, thereafter ICRA, CARE, S&P, MOODYS,
and THE FITCH were established
12.7





FEATURES OF CREDIT RATING
It rates the financial strength or creditworthiness of a specific security
Rating is done for debt and hybrid securities rather than equity shares
The rating is a quantitative indicator
The issuer pay for credit rating
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12.8

It considers liquidity, e4arnings, leverage and other relevant factors in their
assessment
It analyses and interprets complex information
A rating agency is a professional group
BOARD COMMITTEES AND THEIR FUNCTIONS

The Board of directors has the power to constitute committees and delegate certain
tasks to them. These committees study the issues in-depth and make recommendations
to the board of directors. Under clause 49 of the listing agreement, the board of
directors is required to constitute statutory committees. The composition functions of
these committees are prescribed. These committees are as follows:
I. Mandatory Committees
1. Audit Committee: It is the most important committee of the board of directors. it is
a statutory requirement under the laws and codes of most countries
Function and Duties: The main function and duties of the audit committee are as
follows
 To evaluate in consultation with the statutory auditors and the internal auditors
 T assess the adequacy of the company’s internal audit system
 T create a procedure for the receipt, retention and redressal of complaints
 To approve any audit and the non-audit relationship between the company and
the statutory auditors
 To review the company’s audited financial statements and reports before their
disclosure to the public
2.
Remuneration Committee: Listing rules of the stock exchange and codes of
corporate governance in various countries require the setting up of a remuneration
committee. The objective of the remuneration committee is to put a check on their
malpractice.
Function and Duties: The main function and duties of the remuneration committee are
as follows
 To determine the total remuneration package of each executive directors
 To establish, administer and review all share option plans
 To make adequate disclosure on executive compensation in the
company's annual report
 To consider and recommend terms of service contracts of executive
directors and any changes in these contracts
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 To establish, monitor and review succession plans fr all ley managerial
personnel

3.
Shareholders Grievance Committee: Shareholders of a company get an
opportunity to express their grievances once a year in the annual general meeting. It is
needed for redressal of shareholders' grievances such as non-receipt of annual reports
and dividend
Function and Duties: The main function and duties of the Shareholders grievance
committee are as follows
 To resolve all complaints of shareholders about share transfer
 To bring to the board notice complaints received by the committee
 To formulate procedures within the statutory framework
 To accept the request of shareholders for dematerialization and rematerialization
of shares
 T5o approves all allotment, transfer, and transmission of company shares
Ii.

Non-Mandatory Committees

1. Nomination Committee: As per the company's act, shareholders appoint directors
at the annual general meeting of the company. However, in practice, directors are
appointed on the recommendations of the board of directors. the nomination committee
consists of two or three independent directors.
Function and duties:
The main function and duties of the nomination committee are as follows
 To ensure that succession plans are in place and to review these plans
 To develop induction and education programmes for new directors
 To identify and recommend to the board, nominees for membership of the board
including the chief executive officer
 To review annually the performance of the board and the chief executive officer
 To interview each candidate and conduct background and reference books
2. Compliance Committee: It consists of independent directors. Its main purpose is
to monitor and recommend to the board policies, practices, and actions relating to
compliance. its job is also to review, identify and when appropriate bring to the notice
of the board of directors broad legal, political and social trends and issues having a
bearing on the business operations, financial performance and public image of the
company.
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Function and duties:
 To judge the suitability of an effective compliance programme
 T review and recommend to the board about company policy
 To investigate alleged corporate wrongdoings and violations and respond to
them
 To assist the board in its oversight of legal and regulatory compliance
 To review and approve the company’s internal audit plans

3. Investment Committee: A company must make investments in fixed and current
assets following its overall goals and operating needs. Its main purpose is t assist the
board of directors in formulating the company’s overall investment policy and in
developing guidelines for the implementation of this policy

Function and duties:
 To periodically review the committee charter and investment policy
 To ensure that due diligence is done while acquiring and disposing of assets
 To consider projects, acquisitions and the disposal of assets in line with the
company’s overall strategy
 To formulate investment policies and guidelines
 To monitor the management of funds and allocation of assets to balance return
and risk

4. Investors Relations Committee:
It is required to improve the relationship between the company and its investors. The
basic purpose of this committee is to ensure that the board of directors meets its
fiduciary obligations to the company’s investors
Function and duties:
 To hold regular meetings with senior management for deciding strategies for the
company's investors' relations
 To monitor the company's strategic direction
 To ensure timely disclosure of statutory and other relevant information to the
prescribed authorities and the general public
 To provide guidance and assistance to 5he board n issues concerning investor
relations
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To identify public issues that are likely to generate expectations of investors and the
public
5. Risk Management Committee: A company must institute effective systems and
processes to identify, evaluate and mitigate the major risks. The basic purpose of the
risk management committee is to establish an agreed risk framework and monitor its
implementation.
Function and duties:
 To establish and review the company’s risk assessment
 To monitor the implementation of these policies and practices
 To make an annual assessment of the effectiveness of the risk management
 To conduct a risk managements development program me
 To ensure that the company system and infrastructure; facilities are adequate for
a satisfactory level of risk management

12.9 TYPES OF COMMITTEE REPORTS ON CORPORATE GOVERNANCE
I. Narayana Murthy's report on Corporate Governance
Corporate Governance is beyond the realm of Law. It stems from the culture and
mindset of management and cannot be regulated by legislation alone. Corporate
Governance is all about openness, integrity and accountability. It is a key element in
improving the economic efficiency of the firm. Credibility offered by Corporate
Governance also helps in improving the confidence of the investors – both domestic
and foreign. It involves a set of relationships between a company’s management, its
Board, shareholders and Stakeholders.
Some of the recommendations made by the committee are as follows:
All audit committee members should be financially literate
 Companies should be encouraged to move towards a regime of unqualified
financial statements
 Procedures should be in place to inform board members about the risk
assessment and minimization procedures
 Companies should be encouraged to train their board members
 Management should also clearly explain the alternative accounting treatment in
the footnotes to the financial statements
 Management should place a report before the entire board of directors every
quarter
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II.KUMAR’s MANGALAM
GOVERNANCE

BIRLA

COMMITTEE

ON

CORPORATE

All companies are required to submit a quarterly Compliance Report to the Stock
Exchanges within 15 days from the end of the financial reporting quarter. The Report
has to be submitted by Compliance Officer or by the Chief Executive Officer after
obtaining due approvals, on the following clauses: Board of Directors
 Audit Committee
 Shareholders/ Investors Grievance Committee
 Remuneration of Directors
 Board Procedures
 Management
 Shareholders
 Report on Corporate Governance
Some of the recommendations made by the committee are as follows:
 A qualified and independent audit committee should be set up by the board of
the company
 The board should have an optimum combination of executive and nonexecutive
directors and at least 50% of the board should comprise nonexecutive directors
 The board meetings should be held at least four times a year
 Management discussion and analysis report should form part of the annual part
to the shareholders
 The financial institutions should under normal circumstances have no direct role
in the decision making of the board of the company
 The half-yearly declaration of financial performance including a summary of
the significant events in the last six months should be sent to each household of
shareholders
 A separate section on compliance with the mandatory recommendations of
clause 49 should form part of the report and details of noncompliance should be
highlighted
III.CII – DESIRABLE CORPORATE GOVERNANCE
Corporate Governance helps in maximizing the long-term shareholder value. It is more
a way of business life than a mere legal compulsion. Four ideals, which should be the
guiding force of the company’s philosophy on Corporate Governance are: Transparency
 Accountability
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 Disclosure
 Value Creation.
The Code of Business Conduct and Ethics helps ensure compliance with legal
requirements and other standards of Business Conduct. All company Employees and
Trainees are expected to read and understand this code of ethics, comply with all
applicable policies and procedures, and ensure that all agents and contractors are aware
of, understand and adhere to these standards.
The Company expects all employees, agents and contractors to exercise good
judgment to ensure all employees, agents and contractors maintain a competitive,
efficient, positive harmonious and productive Work Environment and business
organization.
Some of the recommendations made by the CII Committee on Corporate
Governance are as follows
 Details of any joint venture or collaboration agreement
 Labour problems and their proposed solutions
 No single person should hold directorship in more than 10 companies
 While reappointing members of the board, computers should give the
attendance record of the concerned directors
 Capital budgets, manpower and overhead budgets
 Annual operating plans and budgets together with an updated long term plan
 A transaction that involves substantial payment towards goodwill, brand equity,
or intellectual property
 Internal audit reports including cases of theft and dishonesty of a material nature
IV.INSIDER TRADING
Several types of malpractices and frauds take place in securities markets from time to
time. Insider trading is one such malpractice that is prevalent both in India and abroad.
It means an insider buying or selling the securities of a publicly held company based on
price-sensitive information that is not publicly available
According to the Securities and Exchange Board of India, An insider is “any person
who is or was connected with the company or is seemed to have been connected with
the company, and who is reasonably expected to have access to unpublished price
sensitive information in respect of securities of a company or who has received or has
access to such unpublished price sensitive information’. Directors, secretaries, auditors,
senior executives etc can be insiders
For example, The chairman/president of a company tells her wife that his company is
going to declare bonus shares in the ratio of 1:1 and the wife buys 10,000 shares of the
Odisha State Open University, Sambalpur

Page 34

company. After the declaration of bonus shares the market price of shares increases by
Rs 50 per share. The wife sells her shares thereby making a personal gain of Rs
500000.it amounts to insider trading.
12.10 Features of Insider Trading
1.
2.
3.
4.

It involves buying and selling the securities of a listed company
It is done by insiders connected with the company
It is done based on information that influences the prices of securities.
The motive behind insider trading is the personal gain for the insider trading at
the cost of the company and its shareholders

12.11
1.
2.
3.
4.
5.
6.

Disadvantages of Insider Trading:
It leads to price manipulation and speculation
It regulates the securities market based on price-sensitive information
It offers substantial gain to unscrupulous people
It leads to unfairness in the market
Any inside information is the property of the company
Companies do not have the required resources to monitor and control insider
trading
7. Insider trading involves the breach of trust by those using unpublished
information

12.12 Steps to Stop Insider Trading
1. A corporate code prohibiting insider trading should be prepared and widely
publicized
2. The telephones of persons likely to indulge in insider trading may be tapped
3. Anybody found guilty of insider trading be punished by way of suspension,
dismissal and imprisonment
4. The activities of the employees who may leak price sensitive information should
be monitored through close circuit cameras and advanced technology
5. The company may shred or destroy all vital documents and files to avoid the
risk of their misuse
6. The securities exchange board of India has made the following rules to stop
insider trading in India
 No insider shall
a) Either on his behalf or the behalf of any person, deal in the securities of a
company listed on any stock exchange, when in possession of any published or
unpublished price sensitive information
b) The person to whom such findings are communicated shall reply to the same
in 21 days
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c) SEBI is empowered to inquire, inspect and investigate the books of accounts,
records and other documents of any insider on the bases of a complaint or the
bases of its knowledge and information
d) No company shall deal in the securities of another company or associate of
another company while in possession of any unpublished price sensitive
information.
12.13

INDIAN EXPERIENCES

India has comprehensive laws governing corporate governance. The Companies Act,
1956 covers corporate governance widely through its various provisions such as the
inclusion of directors’ responsibility statement in the directors’ report under Section
217(2AA), the constitution of the audit committee under Section 292A fixing a
maximum ceiling on remuneration that can be drawn by a director under Schedule XIII,
and those relating to oppression, mismanagement, etc. Further, environmental and other
pieces of legislation also protect different stakeholders’ interests, ensuring, in the
process, good corporate governance. The Confederation of Indian Industry (CII)
published India’s first comprehensive code on corporate governance (Desirable
Corporate Governance: A Code) in 1998. This was followed by the recommendations
of the Kumar Mangalam Birla Committee on Corporate Governance, which was
appointed by the Securities and Exchange Board of India (SEBI). The
recommendations were accepted by SEBI in December 1999, and are now enshrined in
Clause 49 of the Listing Agreement of every Indian stock exchange. Another
committee appointed by SEBI under the chairmanship of Mr N. R. Narayana Murthy
recommended enhancements in corporate governance. SEBI has incorporated the
recommendations made by the Narayana Murthy Committee on Corporate Governance
in Clause 49 of the listing agreement. The revised Clause 49 has been made effective
from January 1, 2006. In addition, the Department of Company Affairs, Government of
India, constituted a nine-member committee under the chairmanship of Mr Naresh
Chandra, former Indian ambassador to the U.S., to examine various corporate
governance issues in 2002. Moreover, the Ministry of Corporate Affair actively
facilitates the cause of good corporate governance.
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12.14

LET US SUM UP

Corporate governance reforms in India involved a range of other initiatives
including improvement in the functioning of capital markets, effective minority
shareholder protection, greater transparency & high standards of information
disclosure, reforming board structures and streamlining board processes. Corporate
governance Reforms (CGRs) were defined as deliberate interventions in a country's
Corporate governance tradition by the state, security and exchange commission, or
stock exchanges. The primary or the first phase of India's corporate governance reforms
was focused on making Audit Committees and Boards more independent, focused and
powerful supervisors of management and also aiding shareholders, including
institutional and foreign shareholders/investors, in supervising management.
12.15




KEY WORDS
Insider trading: It is the trading of a corporation's stock or other securities.
Whistle blower: The policy is done for the public good rather than for some
selfish motive.
Credit rating: It rates the financial strength or creditworthiness of a specific
security
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12.16

SELF ASSESSMENT QUESTIONS
1. What is insider trading?
2. What is the whistle blower policy?
3. What is a credit rating?
4. Define corporate governance reforms?
5. What is CII?
6. State two advantages of insider trading
7. State two disadvantages of credit rating
8. State two features of whistle blower policy?
9. Differentiate between insider trading and whistle blower policy?
10. Differentiate between credit rating and whistle blower policy?
11. State two features of insider trading?
12. What is the flow of information?
13. Define the audit committee?
14. State two features of SEBI about reforms?
15. What is Risk Committee?
16. What is Investment Committee?
17. Does state the committee report on corporate governance?
18. State the Indian experiences form point of corporate governance?

12.17
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12.18

MODEL QUESTIONS

1.
2.
3.
4.

Explain the listing agreement as per the Companies’ act 2013?
Discuss The Procedure Adopted For SEBI For Corporate Governance Reforms?
Define insider trading? State objectives, advantages and disadvantages?
Discuss the Role of Credit Rating and Whistle Blower Policy in Corporate
Governance Reforms?
5. Explain the Composition of Committees on Corporate Governance?
6. Explain the Role, Function and Duties of the Audit Committee in Corporate
Governance?
7. Explain the Role, Function and Duties of Remuneration committee in Corporate
Governance?
8. Explain the Role, Function and Duties of Nomination Committee in Corporate
Governance?
9. Explain the Role, Function and Duties of Shareholders Committee in Corporate
Governance?
10. Explain the Role, Function and Duties of Investment Committee in Corporate
Governance?
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UNIT 13

MAJOR CORPORATE GOVERNANCE SCANDALS

Structure
13.0
13.1
13.2
13.3
13.4
13.5
13.6

Learning Objectives
Major Corporate Governance Scandals in India and aboard:
Let us sum up
Key Words
Self-Assessment Questions
Further Readings
Model Questions

13.0

LEARNING OBJECTIVES

Going through the chapter carefully, we could
 Highlight the whistle blower policy and corporate scandals
 To Know the Major Scandals in and Outside India
 To Know the Common Problems in Corporate Failure
13.1 MAJOR CORPORATE GOVERNANCE SCANDALS IN INDIA AND
ABOARD:
1
Junk bond scam (USA)
The first executive corporation was incorporated in the USA in 1969. It was engaged in
the business of life insurance through its two subsidiaries executive life insurance
(California) and executive life insurance (New York). In 1979 the corporation offered
an irreplaceable life policy with low premiums and high yields. By 1982, the
corporation became one of the fastest-growing firms in the life insurance industry in the
USA. The first executive corporation announced losses of $835.7 million in the fourth
quarter of 1990. the cause of its failure is as follows”
 Poor corporate governance
 Investment in junk bonds and there was a paper loss of $74 million in its
stock portfolio
 Fake transactions
2. Bank of credit and commerce international (UK)
It was a major international bank funded in Karachi in 1972 by a Pakistani financer
called Agha Hassan Abedi. The bank was incorporated in Luxembourg and had its
headquarters in London. By 1991; BCCI was having assets worth 420 million with 420
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branches in 78 countries. In terms of assets, it was the seventh-largest private bank in
the world.
BCCI failed on account of the following reasons:


















Faulty business practices: The borrower's status in the community and
relationship with the founder rather than the ability to pay was the criteria used
for lending
Unauthorized deals: The bank lent funds to a group of Arab investors from its
unregistered bank accounts in the Cayman islands
Over expansion: BCCI expanded too fast during the seventies and eighties. It
had 19 branches in five countries in 1973 which increased to 420 branches in 78
countries by 1991
Poor auditing: In October 1985 regulators in England and Luxemburg ordered
BCCI to appoint a single auditor due to reported losses of the bank in financial
and commodity markets?
Poor risk management: BCCI gave huge loans to companies and individuals
without adequate security. There was no proper documentation and monitoring
Non-existent board of directors: The board of directors of BCCI was virtually
non-existent because the founder Abedi and the CEO Naqvi were in full control
Illegal transactions: The bank was implicated in a drug money laundering
operation based in Florida. BCCI also financed and brokered Chinese missiles
sent to Saudi Arabia
Weak regulations: BCCI was structured in such a way that no single country
had overall regulatory supervision over its operations
The sand storm report: Misappropriation of deposits, fictitious profits and
loans, unrecorded deposit liabilities, illegal repurchases, bad investment, and
false transactions are the same examples of these frauds
Dominating CEO: Maxwell ran his companies as his firm acting as both
chairman ad chief executive. he had complete control over his empire.
Ineffective board: The non-executive directors did not discharge their
responsibilities.
Lack of transparency: Pension funds and company assets were mixed. The
shareholders and creditors were unaware of the misdeeds of Robert Maxwell

3. Maxwell Communication Corporation and mirror group newspapers (UK)
British Printing Corporation was established by the hazel sun in 1964. In 1982 Robert
Maxwell acquired full control of the company and changed to Maxwell Communication
Corporation in October 1987. Robert Maxwell abused his power causing a scandal that
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was called the greatest fraud of the twentieth century. The failure was caused by the
following
 Over expansion through debt
 Dominating CEO
 Ineffective board
 Lack of transparency
 Pension fund fraud
 Questionable role of trustees and regulators
 Fake transactions
 Absence of independent directors
 Ineffective audit
4. Kirch group (Germany)
Leo Kirch founded the Kirch group consisting of Kirch media, Kirch pay-TV and Kirch
Beteiligung Taurus holding was the group holding company. In 2002 Kirch realized
that the company would become insolvent in the absence of drastic restructuring .he
called in administrators to help manage the growing crisis. But the firm debt burden
became unmanageable. Kirch media and other firms in the group filed for bankruptcy
in 2002
Kirch group collapsed due to the following reasons
 Over expansion without proper strategic planning
 Lack of transparency with a high degree of secrecy and opacity
 The group's external auditor did not make a proper assessment of the debts
 The state government forced the state-owned banks to give loans to the already
highly indebted Kirch group
 The group purchased firm rights at high costs and misjudged the entry into pay
television
5. Vivendi (France)
A water company called Compagnie General Edes Eaux (CGE) was created on
December 14, 1853, by an imperial decree of Napoleon III. Later on, the company was
named Vivendi which diversified into the media and telecommunication industry.
In July 2002, Vivendi reported that it had a liquidity crisis and disclosed a loss of Euro
23.3 billion. The group collapsed due to the following flaws in governance
 Overexpansion for the acquisition and funding them with the debt
 Board lacked independence and objectivity as the CEO dominated it
 The audit committee failed to warn the board about the risk associated with the
deceptive accounting practices and liquidity problems in its reports
 Senior executives exercised options for personal gains ahead of sensitive news
 The CEO was paid unreasonably high compensation
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 Accounting manipulations arising from the gain on sale of a subsidiary were
accounted for in contravention of the established rules
6. Parmalat (Italy)
Calisto Tanji established Parmalat in 1961 as a small milk-producing firm. Tetra pack
allowed it to brand its milk. A government investigation revealed that from 1990-to
2002. Parmalat forged documents to conceal its issues and deceive banks and
regulators. Tanvi resigned as chairman and CEO and was sentenced to 18 years in jail
in December 2010. The company was liquidated with debts of 414 billion making it the
largest corporate failure in Europe history
Some of the governance flaws that led to Parmalat‘s collapse are as under:
 Tanvi went on buying competitors at high costs and diversified into unrelated
businesses like tourism, television and football
 Company external auditors and lawyers devised and executed the scheme of
fictitious sales and tried to cover up
 Parmalat’s business was sold to private people and was, later on, bought to
show liquidity n the company’s books
 The company adopted a system of double billing Italy’s supermarkets and other
retail customers
 As Chairman and CEO Tanzi dominated the board which failed to exercise
oversight
7. Enron corporation (USA): Enron was formed in 1985 by Kenneth Lay merging
natural gas, and pipeline companies, namely Hoston Natural Gas and Inter North. On
December 2, 2001, Enron filed for bankruptcy. The main reasons for the failure of
Enron are as follows:
 Faculty model of revenue recognition: Enron adopted the merchant model
under which the entire sales value was reported as revenue.
 Specials purpose entities: Enron created limited partnerships and companies to
provide funds or manage risks associated with specific assets./dealings between
earn and these entities were complex and non-transparent
 Mark to mark accounting: Enron adopted mark to market accounting for its
long term contracts under its income was estimated as the present value of net
future cash flows.
 Excessive compensation to executives: To maximize bonuses for executives,
the focus was on short term earnings. Executives stressed high volume deals
with little regard for the quality of cash flows or profits.
Mismanagement of risk: In the energy industry, risk management is due to long term
fixed commitment. It is necessary to hedge for future fluctuations in energy prices
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Ineffective auditing: The management of Enron pressurized the auditors to deviate
from the established accounting and auditing standards
Boards’ failure: Board of directors of Enron consisted mostly of outsiders with
considerable ownership stakes. Enrons audit committee also failed to review related
party transactions with the special purpose entities
Unethical practices: Senior executives of Enron were putting self-interests ahead of
the company's interest and indulged ins elf dealings
Low ethical standards: Employees indulged in self-dealings, extravagance was
rampant and executives indulged in insider trading
No whistle blower policy: The Company had no whistle blower policy.
8. WORLDCOM (USA)
The origin of world com can be traced to 1963 when a small provider of long-distance
telecom services under the name “long-distance discount services”. The name was
changed to world com which expanded fast and became a communications
powerhouse. In 2001 its revenues were $39.2 billion and it was placed 42nd among
fortune 500 companies. WorldCom’s expansion into broadband and wireless services
failed to give returns and sustainable growth. The telecom bubble burst in 2001 causing
a considerable fall in the company's revenue and stock price.
Causes of failure of WorldCom
Oversupply: WorldCom faced reduced demand ad its revenue fell short of
expectations. But the debt raised to finance mergers and build infrastructure remained
Failed merger: In 1999, world com attempted to acquire and merge with Spirit
Corporation
Inorganic growth and poor customer service: It had to increase prices and its
customer service declined leading eventually to a decline in its stock prices
Accounting fraud: underreporting costs and over-reporting revenues through bogus
accounting entries were the main methods of fraud. Worldcom increased both its
income and assets by transferring current expenses to a capital account
Bankruptcy: Eventually, WorldCom’s internal auditors uncovered the accounting
fraud
Flaws in corporate governance
 The board did not exercise oversight and monitoring over management
 A large number of acquisitions by the company were opportunities
rather than a part of a robust long term strategic plan.
 Ebbers dominated the board and discouraged criticism and transparency
 The company’s external auditors failed to detect and disclose the
manipulation
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 Line cost capitalization discrepancies and reserved manipulation
remained undetected for a long period.
 There was a total breakdown in the company's internal control as well as
external control
9. Tyco international (USA)
Tyco International, A US-based conglomerate incorporated in Bermuda was originally
established in 1960 as a holding company for Tyco semiconductor and materials
research laboratory. In 1993 the company’s name was changed from Tyco laboratories
to Tyco international to reflect its global presence.
Flaws in governance
Tyco collapsed due to the following flaws in its governance
On paper, Tyco had eleven independent directors. But in reality, only fur directors were
independent
Kozlowski was paid fabulous compensation which was more than any multiple
achieved for shareholders.
Kozlowski appointed his trusted men as CFO and legal counsel
Price Waterhouse Coopers, the external auditors of Tyco failed to detect the financial
manipulation and abuse of frauds for a fairly long period
The acquisition strategy of Tyco was flawed
Purchases were made very rapidly and financial mainly through debt
The company’s internal control failed to provide an effective check
10. Anderson Worldwide (USA)
Author Anderson was established as a partnership firm in 1913. It became one of the
premier auditing firms with a strong reputation for diligent accounting and auditing
work. In January 2002, Anderson's management admitted that it had destroyed a large
number of documents through its CEO denied any criminal wronging
Flaws in governance
 There were severe conflicts of interest s the firm simultaneously
provided audit and consulting services to the same clients
 In case of high risks, clients the firm did not exercise special care
 The audit quality of the firm deteriorated steadily
 Local partners who managed relationships with clients overruled the
advice of the firm's experts
 There was the absence of a sound crisis management programme
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11. Satyam Computer Services (India)
B. Ramalinga Raju and his brother B.Rama Raju incorporated Satyam Computer
Services on June 24, 1987. It was registered as a Private Limited company with 20
employees to provide software and consultancy services to large corporations. On
January 7, 2009, B.Ramalinga Raju, Satyam Chairman announced that the company
had been falsifying its accounts for years. As per the Confession, the company balance
sheet included Rs 7136 crores in non-existing cash and bank balances rs 373crores
accrued interest, Rs 2160 crores debtors and understated liabilities of Rs1230crores
The main reasons for the collapse of Satyam are as follows:













Ineffective board: Raju had strong clout due to several awards conferred on
him. The board failed to discharge its duty of oversight. The independent
directors were paid Rs 12 lakhs per year for attending six board meetings. They
had a conflict of interest. the board was composed of chairman friendly
directors
Audit committee failure: The audit committee did not act on the whistle
blower's expose. Joseph Abram sent an anonymous email to an independent
director which was forwarded to the chairman of the audit committee. On
external auditors' assurance, no meeting was held to discuss the email
The flaw in the external audit: Price water house coopers did not flow
standard accounting and audit practices. They did not obtain confirmation from
banks for cash balances
Accounting manipulation: Under directions from senior management,
employees created false invoices for services not provided and in some cases,
non-existent customers
Insider trading: The promoters offloaded their shares in Satyam to invest in
real estate. They manipulated share prices to make personal gains
Unwarranted acquisitions: Satyam made acquisitions in India and abroad
without proper planning. Both the chairman and the managing director
concealed the true financial position of the company through these acquisitions
The dubious role of rating agencies: The rating agencies did not investigate
the financial condition of Satyam. Satyam fraud of Rs7800 crores is a total
failure of the corporate governance system which is based primarily on
independent directors

12. Harshad Mehta Cam
Harshad Mehta was a stockbroker at the Bombay stock exchange (BSE).in 1992, he
created a fictitious boom in the stock market through manipulative dealings in equity
shares of some companies and government securities. He recorded huge fictitious
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transactions in government securities by exploiting the poor manual systems of the
reserve bank of India and several other financial institutions. When the scam came to
light on April 23, 1992 stock markets crashed. As a result, a large number of investors,
banks and financial institutions lost more than Rs 4000 crores. The State bank of India
alone was involved to the tune of Rs 600 crores. Speculative funds were diverted to the
capital market. Huge funds were diverted from the multi-government securities to the
stock market
13.
Kingfisher Airlines
Liquor Baron Vijaya Mallya launched kingfisher airlines ltd on May 7, 2005. Mallaya
had grand plans for the airline when he launched it. Mallaya was restless and ambitious
to fly the overseas route. but Indian rules allowed only airlines that have been in
existence for at least five years to do so. Therefore he acquired the crisis-ridden no fills
Air Deccan on June 2, 2007
Causes for failure of kingfisher airlines
 The airline industry is very challenging, demanding and capital
intensive.
 It requires huge investments and returns can be poor or even negative
 Mallaya was over-ambitious and over expended
 The airline discarded the low-cost, no fills model despite the Asian crisis
of 2008
 Kingfisher was grounded for lack of funds to repay lenders, oil
companies, vendors and employees
 High oil prices account for 40 to 50 per cent of the cost

13.2 LET US SUM UP
Corporate scams or scandals arise with the disclosure of misdeeds by trusted executives
of large public corporations. such misdeeds typically involve complex methods for
misusing or misdirecting funds, overstating revenues, understating expenses,
overstating the value of corporate assets or underreporting the existence of liabilities,
sometimes with the cooperation of officials in other corporations or affiliates
Ineffective governance mechanisms, for example, lack of board committees or
committees consisting of few or a single member and Non-independent board and audit
committee members, for example where a CEO fulfilled multiple roles in various
committees.
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13.3






13.4

KEYWORDS
The sand storm report: Misappropriation of deposits, fictitious profits and
loans, unrecorded deposit liabilities, illegal repurchases, bad investment, and
false transactions are the same examples of these frauds
Dominating CEO: Maxwell ran his companies as his firm acting as both
chairman ad chief executive. He had complete control over his empire.
Ineffective board: The non-executive directors did not discharge their
responsibilities.
Lack of transparency: Pension funds and company assets were mixed.

SELF ASSESSMENT QUESTIONS

1. Define scandals?
2. What is corporate failure?
3. What is the sandy storm report?
4. What is accounting manipulation?
5. Define bad corporate governance?
6. What is Poor Risk Management?
7. State the two main reasons for the failure of Enron?
8. What is mark to mark accounting?
9. What is accounting fraud?
10. What is bankruptcy?
11. State two flaws in corporate governance of world come?
12. State two causes of failure of Enron Corporation?
13. What are the common problems of all companies during a corporate failure?
14. Differentiate between good governance and bad governance?
15. Highlight the governance flaws that led to Parmalat’s collapse?

13.5
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Policies, CENGAGE Learning
Jha, Aruna. Auditing. Taxmann.
Tandon, B. N., S. Sudharsanam and S. Sundharabahu. A Handbook of Practical
Auditing. S. Chand and Co. Ltd., New Delhi.
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Ghatalia, S.V. Practical Auditing. Allied Publishers Private Ltd., New Delhi.
Singh, A. K. and Gupta Lovleen. Auditing Theory and Practice. Galgotia
Publishing Company.
Alvin Arens and James Loebbecke, Auditing: an Integrated Approach
MC KuchhalCorporate Laws, Shri Mahaveer Book Depot. (Publishers).

13.6 MODEL QUESTIONS
1.
2.
3.
4.

Explain common governance problems noticed in various corporate failures.
State the case of kingfisher about corporate governance scandals?
Explain the reasons for the failure of Enron Corporation in detail?
Explain the reasons for the failure of corporate governance in the Harshad
Mehta scam?
5. Highlight the important corporate governance scandals in India?
6. Examine the corporate governance scandals outside India?
7. Explain the reasons for the failure of corporate governance in the Kingfisher
airlines scam?
8. Explain the reasons for the failure of corporate governance in the Anderson
scam?
9. Explain the reasons for the failure of corporate governance in the Satyam
Computer services scam?
10. Explain the reasons for the failure of corporate governance in the Tyco
international scam?
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UNIT 14: COMMON GOVERNANCE PROBLEMS NOTICED IN VARIOUS
CORPORATE FAILURES
Structure
14.0 Learning Objectives
14.1 Common Governance Problems Noticed In Various Corporate Failures.
14.2 Common issues that arise in corporate governance
14.3 Reasons for Corporate Failure
14.4 Let us sum up
14.5 Keywords
14.6 Further Readings
14.7 Model Questions
14.0

LEARNING OBJECTIVES

After studying this unit,m you will be able to
 Determine the problems which will occur in corporate failures.
 Analyse the reasons for corporate failures.
14.1 COMMON GOVERNANCE PROBLEMS NOTICED IN VARIOUS
CORPORATE FAILURES
Major corporate fail due to bad corporate governance. But flaws in corporate
governance occur due to low levels of ethics. Greed and lust for power make the
founders, promoters, independent directors, auditors and others who manage and
control the affairs of a company corrupt and dishonest. Some of the steps that can be
taken to improve corporate governance and thereby avoid corporate scams are given
below:
1. Create a mindset of transparency, fairness and accountability to stakeholders.
Such a mind develops in a culture of honesty, with detachment. A code of
ethics, laying down the best governance practices for the board f directors,
independent directors and the audit committee can be helpful
2. Appoint a chief ethics officer who will assess the ethical implications of a
company’s activities and will make recommendations to the chief executive
officer
3. Rotation of auditors should be made compulsory. Every listed company must be
required to change its external auditors every five years
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4. An independent authority is set up to monitor and regulate the work of the
statutory auditor. Stringent penal action must be taken when negligence and
fraud on the part of auditors are proved
5. The external auditor must be required to review the work of internal auditors
6. Accounting and auditing standards should be raised to prevent Satyam like
accounting frauds. The same firm should not be allowed to provide audit and
consultancy services to a company so that conflict of interest does not exist
7. A system of joint audits may be introduced. Under this system, two or more
audit forms check the company’s financial statements and are held responsible
for them. Every listed company may be asked to adopt international financial
reporting standards
8. The Ministry of corporate affairs or SEBI may prepare a panel of reputed and
well-qualified persons. Every company be asked to choose independent
directors. A company promoters/board should not be allowed to handpick their
friends and associates as independent directors. no individual should be allowed
to act as an independent director for more than three years in a company
9. Independent directors who act as whistleblowers should be provided insurance
cover. At the same, they should be held liable in case of gross negligence and
collusion with promoters in fraud
10. The same person should not be allowed to act as chairman and CFO of a
company
11. Clause 49 of listing companies may be amended to require the listed companies
to disclose pledging of shareholding by promoters
12. Norms may be laid down for rating agencies. Internal audits are made
mandatory for them and close supervision of their activities is ne4cessary
13. Every large listed company may be required to install a sound whistleblower
system
14. Provision should be made for class action suits to protect the interests of
stakeholders
15. The electronic early warning system may be expanded. This system is designed
to create alerts on unusually high jumps in profits, huge cash and bank balances
for a long period, suspected third party transactions etc. The ministry of
corporate affairs is running electronic surveillance of 50 companies on a pilot
basis by scanning the data available with the registrar of companies
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14.2

COMMON ISSUES THAT ARISE IN CORPORATE GOVERNANCE

Corporate governance is the term used to describe the balance among participants in the
corporate structure who have an interest in the way in which the corporation is run,
such as executive staff, shareholders and members of the community. Corporate
governance directly impacts the profits and reputation of the company, and having poor
policies can expose the company to lawsuits, fines, reputational damage, and loss of
capital investment. Here are five common pitfalls your corporate governance policies
should avoid.
1) Conflicts of Interest
Avoiding conflicts of interest is vital. A conflict of interest within the framework of
corporate governance occurs when an officer or other controlling member of a
corporation has other financial interests that directly conflict with the objectives of the
corporation. For example, a board member of a solar company who owns a significant
amount of stock in an oil company has a conflict of interest because, while the board he
or she serves on represents the development of clean energy, they have a personal
financial stake in the success of the oil industry. When conflicts of interest are present,
they deteriorate the trust of shareholders and the public while making the corporation
vulnerable to litigation.
2) Oversight Issues
Effective corporate governance requires the board of directors to have substantial
oversight of the company’s procedures and practices. Oversight is a broad term that
encompasses the executive staff reporting to the board and the board’s awareness of the
daily operations of the company and how its objectives are being achieved. The board
protects the interests of the shareholders, acting as a check and balance against the
executive staff. Without this oversight, corporate staff might violate state or federal
law, face substantial fines from regulatory agencies, and suffer reputational damage to
the public.
3) Accountability Issues
Accountability is necessary for effective corporate governance. From the top-level
executives to lower-tier employees, each level and division of the corporation should
report and be accountable to one another as a system of checks and balances. Above all
else, the actions of each level of the corporation are accountable to the shareholders and
the public. Without accountability, one division of the corporation might endanger the
success of the entire company or cause stockholders to lose the desire to continue their
investment.
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4) Transparency
To be transparent, a corporation must accurately report its profits and losses and make
those figures available to those who invest in the company. Overinflating profits or
minimizing losses can seriously damage the company’s relationship with stockholders
in that they are enticed to invest under false pretences. A lack of transparency can also
expose the company to fines from regulatory agencies.
5) Ethics Violations
Members of the executive board have an ethical duty to make decisions based on the
best interests of the stockholders. Further, a corporation has an ethical duty to protect
the social welfare of others, including the greater community in which they operate.
Minimizing pollution and eschewing manufacturing in countries that don’t adhere to
similar labour standards as the U.S. are both examples of a way in which corporate
governance, ethics, and social welfare intertwine. » 10 reasons for corporate failure
14.3

REASONS FOR CORPORATE FAILURE

Global business has been marred by a series of major corporate failures in recent years.
Nash Riggins tracks the downfall of several major organisations and explores ten
symptomatic issues they all had in common.
Decades of emerging technologies, regulatory convergence and multinationalism have
redefined the global business space – enabling businesses to scale, cross borders and
evolve to become integral cogs within their respective industries. Yet the bigger these
organisations become, the harder they fall. That’s why the last two decades have been
marred by a flurry of corporate failings and catastrophic collapses.
From Enron and WorldCom in the early 2000s to AIG and Royal Bank of Scotland,
Société Générale, BP, Kodak and dozens in between, markets have been hit repeatedly
by huge corporate failings – and while many of those failures appear starkly different,
they contain a worrying number of shared symptoms. To help financial leaders learn
from these failures and avoid repeating them, we’ll delve into 10 of the most common
reasons behind corporate failure.
1. Ineffective boards
One of the most obvious reasons for corporate failure is the lack of an effective board –
and there are plenty of warning signs to indicate when boards are in over their heads.
Clear skills limitations, an absence of experience in core business areas and the
inability of non-executive directors (NEDs) to hold senior executives to account have
repeatedly paved the way for collapse.
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The cataclysmic fall of Enron in 2001 poses a chilling example. According to the US
Senate’s investigation into the role of Enron’s board in the energy conglomerate’s
collapse, directors were inexperienced and the board was riddled with conflicts of
interest. The board committed repeated fiduciary failures by knowingly allowing Enron
to engage in high-risk accounting, interest transactions and extensive undisclosed and
off-the-books activities.
Toss excessive executive compensation and a complete lack of independence through
the presence of NEDs, and US lawmakers ultimately ruled it was Enron’s ineffective
board that was responsible for running America’s seventh-largest public company into
the ground.
2. Complexity
Intricate processes are certainly necessary at times – but the truth is, excessive
complexity is often a root cause of corporate failure. When flaws begin to appear in
even the best-oiled complex system, it can be incredibly difficult to correct, often
initiating a domino effect that impacts all aspects of a project or company.
For lessons on how it’s worth taking a look at Airbus and its ill-fated A380 project.
Billed as the world’s largest superjumbo jet, the Airbus A380 was meant to be a
phenomenal feat of human engineering – but everything about the project was
complicated, from the intricate design to the IT, procurement process and cross-border
supply chain, manufacturing, assembly and political balance between duelling CEOs in
France and Germany.
The A380’s innovative wiring system was too challenging for engineers to deploy, and
the plane’s development was spread across 16 sites and four different countries.
German, Spanish, French and British design teams were using incompatible software –
delaying completion by over two years and ballooning the project budget to more than
$16bn.
3. Poor Communication
The requirement for an organisation to maintain clear lines of communication should be
relatively obvious to most FDs. Yet time and time again, the corporate collapse has
been spearheaded by communication lapses. After all, even the most effective board
cannot lead an organisation if it’s not kept in the loop.
Again, Airbus and its colossal A380 failure offer insight into how poor communication
can cause disaster. As part of the company’s complex supply chain, engineers realised
there were nonmatching aircraft sections that didn’t adhere to the project specifications
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six months before they alerted senior management. For a project that spiralled over
budget by $1m per day, Airbus could have saved itself a whole lot of time, and money
and, potentially the entire project, had the organisation integrated better lines of
communication.
“The most frequent challenge corporations face is finding out about things too late—
whether it’s the data breach, product quality failures or ethical issues,” says Simon
Baker, a managing partner at Blue Moon Consulting Group.
“Having a supportive culture is key, but so is having the right process to escalate issues
appropriately, to assess the risk in the context of other events, and to quickly get the
leadership team to understand the potential impact and consequences of the issue or
event.”
4. Risk of blindness
Crucial reason boards often fail is their inability to engage with risk in the same way
they engage with opportunity and reward. According to author Margaret Heffernan, this
so-called risk blindness perpetuates a wide range of problems for companies. “Risk
blindness means that problems are ignored – which gives them time to grow and to
fester,” she says.
“Blindness is insidious because it bestows a sense of comfort (‘if I ignore it, it will go
away), whereas it makes everything worse. Most problems are a great deal easier to
tackle when they’re small.” Risk blindness was a huge reason behind the collapse and
subsequent bailout of the AAA-rated AIG in 2008.
AIG didn’t experience rapid growth until the early 2000s – but after a series of
ambitious mergers and acquisitions rose to become the globe’s biggest insurance group.
By the third quarter of 2007, AIG boasted shareholders’ equity of more than $104bn
and consolidated assets of over $1trn. Fast-forward to 2008, and AIG had racked up
annual losses of almost $100bn and was effectively nationalized as part of a
government rescue deal.
What happened? AIG’s leadership was blind to the risk and was compelled by an
overambitious strategy to increase profits by 15% per annum in an impossibly
competitive industry space. The company ended up producing misleading accounts and
used false reinsurance policies to inflate its profits.
It cost AIG $1.6bn to make things right after it was held to account – and while the
board’s eye was fixed on one problem, issues posting collateral destroyed AIG’s
derivatives business and the subprime crisis obliterated AIG’s credit swap portfolio.
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5. Unhealthy Company Culture
Poor company culture is another major culprit in terms of corporate failure. Businesses
that place a hyper-intensive focus on driving profits often foster cultures of double
standards – which go on to facilitate questionable risk-taking. The terrifying losses
sustained by Société Générale in 2008 pose the ultimate cautionary tale. When junior
French trader Jérôme Kerviel was promoted to a spot on Société Générale’s trading
desk, he was disappointed to find his remit was limited to arbitrating price differences
between derivatives swaps.
That’s when Kerviel got bored and started taking bets on market decisions. After
winning big gambling, Kerviel’s supervisors forgot what the junior trader’s true remit
was – and using that praise as his cue, Kerviel then disarmed the bank’s safeguards so
he could take huge positions betting against the market.
He ended up hiding the positions by filing loads of tiny, fake hedge trades elsewhere –
and while the bank claims it had no idea what was going on, Kerviel says managers
were aware of the situation and turned a blind eye because he was generating so much
profit. The way Kerviel tells it, Société Générale’s poor company culture was to blame
for his rogue trades – and after the trader’s luck finally ran out, a single miscalculated
bet ended up costing the bank €4.9bn in losses, its CEO and forced an emergency rights
issue.
6. Technological disruption
Technological innovation has been fantastic in advancing the industry and simplifying
supply chains – but it’s also posing huge challenges for market incumbents. Company
leaders who fail to leverage new tech to remain competitive often live to see their entire
organisation crumble because of complacency.
The 2012 bankruptcy of iconic brand Kodak offers a textbook example. Founded in the
1880s, Kodak held a monopoly over the global photography industry for almost a
century. But when the sector went digital in the 1980s, Kodak refused to acknowledge
the disruptive technology. The company was eventually (and grudgingly) a late adopter,
but even then tried to repurpose digital as a channel to drive sales for analogue
products.
Sales continued to wither with the rise of smartphones – and desperate, eleventh-hour
acquisitions like Kodak’s purchase of photo-sharing site Ofoto were too little, too. The
film pioneer filed for Chapter 11 at the start of 2012 with $6.8bn worth of debts.
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7. Not enough working capital
If an organisation is undercapitalized, it’s probably going to fail. Periods of financial
distress often mean boards struggle to source liquidity and maintain high enough levels
of working capital to continue operations. Undercapitalized firms can’t buy relevant
fixed assets or invest income in generating assets, leading to underutilization of
capacity and ultimately failure.
Undercapitalization is one of several core reasons behind last year’s collapse of cake
shop chain Patisserie Valerie, which was forced into a major selloff and borrowing
spree in a desperate bid to raise capital after a £20m black hole emerged in the
company’s finances. The rescue deal ultimately fell flat – and at the start of 2019,
Patisserie Valerie fell into administration.
8. Information glass ceiling
Corporate failure is often facilitated by the presence of a so-called ‘information glass
ceiling’, in which internal audit teams or those responsible for risk management fail to
report on risks that are coming from above in terms of an organisation’s hierarchy.
When an information glass ceiling is present, executives tend to overrule red flags
generated through audit processes, or information is heavily sanitised by the time it
reaches the board level.
The refusal of managers to report and act upon internal compliance red flags raised at
Société Générale during Jérôme Kerviel’s wild ride demonstrates how an information
glass ceiling can lead to corporate failure. Yet this same issue is also woven into the
fabric of Enron’s inevitable collapse. Because the board opted to use its consultancy
firm to audit financial results, Enron’s auditors had an obvious incentive to avoid
issuing unfavourable reports.
At best, this was a conflict of interest – at worst, it prevented the board from developing
a true understanding of the organisation’s dire position.
9. Systemic Failures
Systematic failures also present a huge external barrier for corporates. After all, when
government policy is stacked against the interests of a company or existing regulation
facilitates reckless decision-making, those systematic failures pave the way for disaster.
The meteoric rise and fall of the Royal Bank of Scotland (RBS) offers a harrowing case
study. It can’t be denied much of RBS’s failure came from an ineffective board that
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repeatedly demonstrated risk blindness. That said, the real nail in the coffin for RBS
was systemic.
Inadequate global frameworks for the capital regulation of financial institutions
alongside a flawed supervisory approach from regulators like the Financial Services
Authority (FSA) effectively facilitated RBS’s collapse. The FSA’s supervision didn’t
place enough emphasis on the core prudential issues of capital, liquidity and asset
quality. Likewise, regulators weren’t obligated to challenge management judgements or
risk assessments.
10. Economic Distress
Finally, even the shrewdest board cannot control every element of business success –
and an economic downturn is one of the elements beyond a company’s control.
Environmental economic instability can decimate sales and adversely affect the
activities and performance of organisations, often facilitating failure or even collapse.
At the start of 2016, a 70% tumble in oil prices and economic slowdown in China led to
a 17% spike in the number of UK businesses suffering significant financial distress.
According to Begbies Traynor’s Red Flag Alert, a perfect storm of bad economic
conditions pushed more than 268,000 UK companies into distress – with many of the
hardest-hit sectors also being those most influential to the UK’s overall economic
growth
14.4 LET US SUM UP
Corporate governance is the term used to describe the balance among participants in the
corporate structure who have an interest in the way in which the corporation is run,
such as executive staff, shareholders and members of the community. Corporate
governance directly impacts the profits and reputation of the company, and having poor
policies can expose the company to lawsuits, fines, reputational damage, and loss of
capital investment.
14.5 KEY TERMS



Clause 49: The term refers to clause number 49 of the Listing Agreement
between a company and the stock exchanges on which it is listed.
Economic Distress: A condition in which a company or individual cannot
generate sufficient revenues or income, making it unable to meet or pay its
financial obligations.
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14.6










14.7
1.
2.

Corporate Failure: Discontinuation of the company's operations leads to an
inability to reap sufficient profit or revenue to pay the business expenses.
FURTHER READINGS
Auditing and corporate governance, A. Sharma, V.K. Global Pvt. Ltd., New
Delhi
SATHISH KUMAR Corporate Governance, Oxford University Press.
Shikha, N. and Sharma, G. Corporate Governance in India: Principles and
Policies, CENGAGE Learning
Jha, Aruna. Auditing. Taxmann.
Tandon, B. N., S. Sudharsanam and S. Sundharabahu. A Handbook of Practical
Auditing. S. Chand and Co. Ltd., New Delhi.
Ghatalia, S.V. Practical Auditing. Allied Publishers Private Ltd., New Delhi.
Singh, A. K. and Gupta Lovleen. Auditing Theory and Practice. Galgotia
Publishing Company.
Alvin Arens and James Loebbecke, Auditing: an Integrated Approach
MC Kuchhal Corporate Laws, Shri Mahaveer Book Depot. (Publishers).

MODEL QUESTIONS
Explain the common governance problems noticed in various corporate failures?
Discuss the reasons behind it.
What are the common issues that arise in corporate governance?
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UNIT 15

CODES AND STANDARDS ON CORPORATE GOVERNANCE

Structure
15.1 Codes and standards on Corporate Governance
15.2 Principles of Corporate Governance
15.3 Let us sum up
15.4 Key Words
15.5 Self-assessment Questions
15.6 Further Readings
15.7 Model Questions
15.0

LEARNING OBJECTIVES

After studying this unit, you will be able to
 Highlight the role of different committees.
 Know the codes and standards on corporate governance
15.1 CODES AND STANDARDS ON CORPORATE GOVERNANCE
1. Sir Adrian Cadbury committee (UK) 1992
The failure of Maxwell publishing group, BCCI bank and Polly pack caused a
movement for better corporate governance in the United Kingdom. The bank of
England and the London stock exchange constituted a committee under the
chairmanship of Sri Adrian Cadbury in 1991 to look into the financial aspects of
corporate governance. the committee submitted a report which contained a code of
corporate governance. This code is known as a code of best practice which is given
below
 The board should include non-executive directors of sufficient calibre and
number for their view to carrying significant weight in the board's decisions
 Non-executive directors should be appointed for a specified term and
reappointment should not be automatic
 Directors' service contracts should not exceed three years without shareholders’
approval
 The board must present a balanced and understandable assessment of the
company's position
 The board should ensure that an objective ad professional relationship is
maintained with the auditors
 There should be an accepted division of responsibilities at the head of the
company
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 The board should meet regularly, retain full and defective control over the
company and monitor the executive management
 The directors should report on the effectiveness of the company's system of
internal control
 The directors should report that the business is a going concern with supporting
assumptions or qualifications as necessary
2. Green bury committee (Uk)-1995
The confederations of business and industry in the UK appointed a committee in
1999 under the chairmanship of Sri Richard Greenburg to examine the
remuneration of directors and his recommendations are given below:
 A compensation committee consisting exclusively of independent
directors be constituted
 New long term incentive plans should be replaced, not supplement the
existing plans
 Executive remuneration should not be excessive
 The company's annual report should contain a compliance statement
3. Calpes global corporate governance principles (USA) 1996
California pension employee’s retirement section is the biggest pension fund in the
USA. The main principles of corporate governance of this fund are as under
 The board of directors should consist of a substantial majority of independent
directors
 No director shall serve as a consultant or service provider to the company
 Directors must commit adequate time to the company
 There should be a mix of skills, experience and diverse perspectives on the
board of directors
4. Hampel committee (UK) 1997
The Hampel committee was appointed in 1995 to review and revise the
recommendations of the Cadbury Committee and Greenbury committee. The
committee submitted its report in 1997. It endorsed most recommendations of the
earlier two committees. The main recommendations of the Hampel committee are as
follows:
 The Board of directors should maintain a sound internal control system to
safeguard the investment of shareholders
 The board should provide a balanced and understandable assessment of the
company's position and prospects
 The board should develop formal and transparent arrangements to maintain an
appropriate relationship with the company auditors
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 The board should be held accountable for all aspects of risk management rather
than just financial accounts
 The audit committee should consist of at least three non-executive directors
5. Combined code of best practices (London Stock Exchange) -1998
Based on Hampel committee recommendations, the combined code was made
applicable to all the listed companies in the UK with effect from December 31, 1998.
The main guidelines contained in this code are as follows:
 Every company should have an effective board that is collectively responsible
for the company's success
 There should be a clear division of responsibilities between running off the
board and running the company business
 Remuneration should not exceed the level that motivates good directors
 The board should every year make a formal and rigorous evaluation of its
performance and that of its committees and individual directors
 No individual should be given unfettered decision-making powers
 Merit and objective criteria should be used for the appointment of directors
 Appropriate and timely information should be provided to the board so that it
can discharge its duties
6. Blue ribbon committee (USA) 1999
The Securities and Exchange Commission appointed the blue ribbon committee to
improve the effectiveness of the audit committee and the committee recommended the
following
 Audit committee to consist of at least three directors, all of them being
independent of the company
 All the members of the audit committee to be financially literate
 The audit committee reports every year on its activities
 The audit committee to discuss the accounting principles with the external
auditors
 The company to publish the charter of its audit committee
 The external auditors to report every year on their independence from the
company
 The external auditors to review critically the company’s quarterly financial
statements
7. CACG guidelines for corporate governance:
 Ensure that a company complies with all the relevant laws, regulations and
codes of best business practices
 Ensure every year that the company will continue as a going concern
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 Review all processes and procedures on regular basis to ensure the
effectiveness of the internal control system
 Ensure that a company effectively communicate with its shareholders and other
stakeholders
8. Euro shareholders corporate governance guidelines-2000-As the confederation
of European shareholders association, Euro shareholders represent the interest of
shareholders in the European Union
 Non-executive directors should be appointed for a maximum period of twenty
years
 The company should provide price-sensitive information to its shareholders
through electronic media
9. Sarbanes Oxley Act (USA) 2002
The public accounting reform and investor protection act are popularly known as the
Sarbanes 0xley Act (SOX) Act was passed in the USA in 20012. The main purpose of
this always is to increase the confidence of investors by preventing fraud and ensuring
transparency in disclosure. Major features of the Sarbanes Oxley act are given below:
 Personal loans to company executives are prohibited
 Financial analysts are not allowed to market securities
 Audit partner and second review partner to be rotated every five years
 The audit committee must develop procedures to deal with complaints
relating to accounting, auditing and internal controls
 All members of public companies are required to register with the
PCAOB and t disclose the prescribed information
 Auditors are allowed to do only restricted and prescribed consulting
work for their audit clients
 The CEO and the CFO to certify the company's financial statements
 Criminal penalties for corporate fraud and document shredding are
prescribed
 Legal protection to any employee who helps investigating authorities
 Management and auditors to annually certify internal controls and
review changes every quarter
10. Smith Report (UK)-2003
The financial reporting council appointed under the chairmanship of Sri Robert Smith
submitted its report on January 20, 2013. The objective of the thesis report was to
enable the audit committee to probe and challenge the executive management and
auditors of companies. It also aimed at rectifying poor financial reporting
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Derek Higgs also submitted a report in 2003 on the role of non-executive directors.
Most of the recommendations of this report were incorporated in the revised combined
code in July 2003 for companies listed on the London stock exchange
A summary of the smith report is given below:
 The committee should consist of at least three members all of them being
independent non-executive directors
 No one should be a member for more than nine years
 Adequate financial and human resources are made available to the committee
 The company chairman should not be a member of the committee
 At least one member to have significant recent and relevant financial experience
 Monitor integrity of accounts
 Monitor and review effectiveness of internal audit
 Review findings of the external auditor
 Approve auditor's remuneration and terms of appointment
 The director's report contains a report on the audit committee consisting of the
following such as role, responsibilities of the committee, qualification,
experience and expertise of members, number of meetings, remuneration of
committee members etc.
11. OECD principles of corporate governance -1999
The organization for economic cooperation and development formulated
principles of corporate governance in 1997 which were adopted in 1999. These
principles became benchmarks for policymakers, investors, companies and
other stakeholders. OECD steering group on corporate governance reviewed
these principles. The revised OECD principles are given below:
15.2

PRINCIPLES OF CORPORATE GOVERNANCE

Principle 1: Ensuring the basis for an effective corporate governance framework
The corporate governance framework should promote transparent and efficient markets,
be consistent with the rule of law and clearly articulate the division of responsibilities
among different supervisors, regulatory and enforcement authorities
Principle 2: The rights of shareholders and key ownership functions
The corporate governance framework should protect and facilitate the exercise of
shareholders' rights. Basic shareholder's rights include the right to secure methods of
ownership registration, convey or transfer shares, obtain relevant information on the
cooperation on a timely and regular basis, participate and vote in general meeting
shareholders meetings, elect members of the board and share in the profits of the
cooperation
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Principle 3: The equitable treatment of shareholders
The corporate governance framework should ensure the equitable treatment of all
shareholders, including minority and foreign shareholders. Insider trading and abusive
self-dealing should be prohibited.
Principle 4: Role of stakeholders in corporate governance
The corporate governance framework should recognize the rights of stakeholders
established by law or through mutual agreements and encourage active cooperation
between corporations and stakeholders in creating wealth, jobs and the sustainability of
financially sound enterprises
Principle 5: Disclosure and transparency
The corporate governance framework should ensure that timely and accurate disclosure
is made on all material matters regarding the corporation, including the financial
situation, performance, ownership and the governance of the company
Principle 6: The responsibilities of the board
The corporate governance framework should ensure the strategic guidance of the
company by the board, the effective monitoring of management by the board, and the
board's accountability to the company and the shareholders
The board should ensure compliance with applicable law and take into account the
interests of stakeholders.
15.3 LET US SUM UP
Five pillars of good corporate governance make up the corporate governance code.
Much like the pillars of good corporate governance in the United States, the corporate
governance code in the United Kingdom comprises the pillars of leadership,
effectiveness, accountability, remuneration and shareholder relationships. Corporations
and shareholders across the globe have concerns about good corporate governance and
the types of best practices that support good governance.
15.4 KEY TERMS




Per clause 49: The maximum number of boards a person can serve as an
independent director is seven, and three in the case of individuals also serving
as a full-time director in any listed company.
The companies act:-It Sets the maximum number of directorships at 20, of
which not more than 10 can be public companies.
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15.5
a)
b)
c)
d)
e)
f)
g)
h)
i)
j)

Adrian Cadbury: Successor to and chairman of the Cadbury Schweppes
confectionary group.
Mr Cadbury -Visit and interactions with the Indian industry triggered the first
serious discussions on the subject of corporate governance.
Corporate governance: It is the system by which companies are directed and
controlled."
Enron: It is an excellent example where those at the top allowed a culture to
flourish in which secrecy, rule-breaking and fraudulent behaviour were
acceptable.
SELF ASSESSMENT QUESTIONS
What are Euro agreements?
Define corporate scandals?
What is SOX act?
What is a code?
Define standards?
Define CACG?
Highlights the types of committee reports on corporate governance?
Discuss the three important guidelines of OECD?
Define smith's report?
State two features of the blue ribbon committee?

15.6 FURTHER READINGS










Auditing and corporate governance, A. Sharma, V.K. Global Pvt. Ltd., New
Delhi
SATHISH KUMAR Corporate Governance, Oxford University Press.
Shikha, N. and Sharma, G. Corporate Governance in India: Principles and
Policies, CENGAGE Learning
Jha, Aruna. Auditing. Taxmann.
Tandon, B. N., S. Sudharsanam and S. Sundharabahu. A Handbook of Practical
Auditing. S. Chand and Co. Ltd., New Delhi.
Ghatalia, S.V. Practical Auditing. Allied Publishers Private Ltd., New Delhi.
Singh, A. K. and Gupta Lovleen. Auditing Theory and Practice. Galgotia
Publishing Company.
Alvin Arens and James Loebbecke, Auditing: an Integrated Approach
MC Kuchhal Corporate Laws, Shri Mahaveer Book Depot. (Publishers).

Odisha State Open University, Sambalpur

Page 66

15.7

MODEL QUESTIONS

1. Briefly explain the concept of Calpes Principles?
2. Discuss the various provision of the corporate Greenbury Committee?
3. Explain briefly the Elements of the Hampel committee?
4. Give a brief idea of standards of corporate governance?
5. Discuss in detail the committee on corporate governance?
6. Discus the codes on corporate governance.
7. Explain the role of OECD on corporate governance.
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