UNIT:3 CORPORATE GOVERNANCE
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= Need and Significance of Corporate Governance
= Principles of Corporate Governance,

= SEBI Code on Corporate Governance

= Corporate Governance in India.

1. INTRODUCTION: \

Corporate governance is the system of rules, practices, and¥processes®by which
companies are directed and controlled. It encompass he Wmechanisms and
relationships through which the objectives of the €ompany et,” monitored, and
pursued. The primary aim of corporate governafice enSure accountability,
transparency, fairness, and integrity in the way a operates and makes
decisions.

4+ Key components of corporate goveéknance typic include:

Board of Directors: The board of rSWs entrusted with overseeing the company's
management and ensuring“thaggit,act e best interests of shareholders and other
stakeholders. Directors are_r: |C¥for setting strategic goals, appointing senior
management, and , ®verdgein ompany's financial performance and risk
management.

nsparency and Disclosure: Companies are expected to provide transparent and

urate information to shareholders, regulators, and other stakeholders about their
financial performance, business operations, risks, and governance practices. This helps
to build trust and confidence in the company and enables stakeholders to make informed
decisions.

Ethical Behavior and Compliance: Corporate governance promotes ethical behavior
and compliance with laws, regulations, and ethical standards. Companies are expected
to uphold high standards of integrity, honesty, and fairness in their dealings with
stakeholders, employees, customers, suppliers, and the broader community.




Risk Management: Effective corporate governance involves identifying, assessing,
and managing risks that may affect the company's ability to achieve its objectives. This
includes financial risks, operational risks, strategic risks, legal and regulatory risks, and
reputational risks.

Stakeholder Engagement: Companies are encouraged to engage with a wide range of
stakeholders, including employees, customers, suppliers, communities, and regulators,
to understand their interests and concerns and to incorporate their feedback into
decision-making processes.

aspect of modern business practice and is increasingly recogniz
of corporate performance and reputation.

CONCEPT OF CORPORATE GOVERNANCE:
Corporate governance is a fundamental
corporations are managed and controlled phasizin
transparency, and fairness. At its core, @rpotate governance ensures that decision-
making processes within organizati
the interests of stakeholders. Central to%his conégpt is the role of the board of directors,
which serves as the governing ponsible for overseeing the company's
management, setting straegic objec , land safeguarding shareholder interests.
Through effective governa h s, companies aim to maintain integrity,
uphold ethical standa‘ds, te [dgg-term value for shareholders and stakeholders

set of principles, processes, and practices that guide
and control the a ecisions of corporations. It provides a framework for
how condpanies are dir , managed, and monitored to ensure they operate in the best
interests akeholders. The concept of corporate governance is built on several key

princip, Q

ility: Corporate governance emphasizes the importance of holding
ividuals and entities within the corporation accountable for their actions and
decistons. This includes management, directors, and other stakeholders who have a
ole in the company's operations.

2. Transparency: Transparency is essential for corporate governance. Companies are
expected to provide accurate, timely, and relevant information to stakeholders,
including shareholders, employees, customers, and the public. Transparent practices
help build trust and confidence in the company.

3. Responsibility: Corporate governance promotes ethical behavior and responsible
decision-making. Companies are expected to consider the interests of all




stakeholders, including shareholders, employees, customers, suppliers, and the
community, when making decisions.

4. Fairness: Fairness is a fundamental principle of corporate governance. Companies
should treat all stakeholders fairly and impartially, without favoritism or
discrimination. This includes fair treatment in matters such as compensation,
opportunities, and access to information.

5. Integrity: Integrity is essential for corporate governance. Companies should
operate with honesty, integrity, and professionalism in all aspects of their business
dealings. This includes adhering to legal and ethical standafids avoiding
conflicts of interest.

6. Board of Directors: The board of directors plays a criti le orporate
governance. The board is responsible for overseeing th. n anagement,
setting strategic objectives, and ensuring ac i ransparency. It
represents the interests of shareholders and p and oversight to
management.

7. Risk Management: Effective risk ma
Companies should identify, assess,
stakeholders, including financial, rationa

8. Compliance: Corporatg governan quires companies to comply with applicable
laws, regulations, and%“ ncludes financial reporting requirements,
| régula

ent is integral to corporate governance.
nad® risks to their business and

labor laws, envir@me s, and corporate governance guidelines.

N nce is essential for ensuring that companies operate
effectively. It helps to protect the interests of stakeholders,

e in the company, and promote long-term sustainability and

ethically, responsi
maintai stand con
success.
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The need for corporate governance arises from the complex and
interconnected nature of modern corporations, which have significant impacts on
various stakeholders, including shareholders, employees, customers, suppliers, and the
community at large. Several key factors underscore the importance of corporate
governance:

1. Protection of Stakeholder Interests: Corporate governance ensures that the
interests of all stakeholders are safeguarded. By promoting transparency,
accountability, and fairness in decision-making processes, corporate governance
helps protect shareholders' investments, employees' rights, custorfiersfiterests, and
the broader community's well-being.

2. Enhancement of Corporate Performance: Effective ate§governance
practices contribute to improved corporate perfomma long-term
sustainability. By fostering responsible manage racticesyethical conduct, and
strategic oversight, corporate governance hel entify and seize
opportunities, mitigate risks, and create value for rs and stakeholders.

standards. By implementing robus e structures and processes, companies
can identify, assess, and managgegni fectively, reducing the likelihood of legal,
financial, and reputational ha

4. rporate governance plays a crucial role in

C any's reputation. By promoting ethical behavior,

N rporate governance helps build trust and confidence

among stakeh whieh is essential for maintaining positive relationships and
sustdifiing business ess over the long term.

5. Ac to'Capital: Companies with strong corporate governance practices are more

tragt investment capital and access financial markets on favorable terms.

lenders, and other stakeholders often prioritize companies with

tramsparent governance practices and robust risk management frameworks,

reducing the cost of capital and enhancing the company's ability to raise funds for
rowth and expansion.

6. Alignment of Interests: Corporate governance ensures that the interests of
management align with those of shareholders and other stakeholders. By
establishing clear roles, responsibilities, and incentives, corporate governance
mechanisms help align the objectives of management with the long-term interests
of shareholders, fostering a culture of accountability and value creation.

Overall, corporate governance is essential for ensuring that companies operate
responsibly, ethically, and effectively. By promoting transparency, accountability, and




integrity, corporate governance helps companies navigate complex business
environments, manage risks, and create sustainable value for shareholders and
stakeholders alike.

» Significance of Corporate Governance:
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1. Enhanced Accountabjlit governance establishes a framework that
ensures the acc bi agement and the board of directors to shareholders
and stakeholders! ccountability is vital for maintaining trust and confidence
in the organiZati leadership, as it ensures that decisions are made in the best

s of the co y and its stakeholders.

isclosure: A key aspect of corporate governance is

y and disclosure. By requiring companies to disclose relevant

bout their financial performance, operations, and governance

ong stakeholders and helps investors make informed decisions.

Management and Oversight: Effective corporate governance structures
include mechanisms for identifying, assessing, and managing risks. By having

obust risk management processes in place, organizations can mitigate potential

threats to their operations, finances, and reputation. Additionally, corporate
governance ensures proper oversight of risk management activities by the board of
directors and relevant committees.

4. Ethical Standards and Conduct: Corporate governance promotes ethical
behaviour throughout the organization. By establishing codes of conduct and ethical
guidelines, companies can ensure that employees, management, and board members
adhere to high ethical standards in their decision-making and business practices.
This helps prevent misconduct, fraud, and unethical behaviour, thereby
safeguarding the organization's reputation and integrity.




5. Long-Term Value Creation: One of the primary goals of corporate governance is
to create long-term value for shareholders and stakeholders. By aligning the
interests of management with those of shareholders and focusing on sustainable
growth strategies, corporate governance frameworks encourage responsible
decision-making that considers the organization's long-term viability and success.

6. Stakeholder Engagement and Protection: Corporate governance ensures that the
interests of various stakeholders, including shareholders, employees, customers,
suppliers, and the community, are considered in decision-making processes. By
engaging with stakeholders and addressing their concerns, companies can build
positive relationships and enhance their reputation. Additionally, corporate
governance mechanisms protect stakeholders' rights and interdsts, @asuring fair
treatment and equitable outcomes.

7. Compliance with Laws and Regulations: Compliance with la
corporate governance standards is essential for organization
ethically. Corporate governance frameworks help co

g requirements.

This reduces the risk of legal and regulatory and reputational

damage.

8. [Effective Leadership and Board Oyersight: Co governance promotes
effective leadership and oversight by4d g the roles and responsibilities of the
board of directors, managementgqand ot dlders. By ensuring that decision-
making processes are transparent, i d accountable, corporate governance
helps prevent conflicts of inter s effective governance practices.

Investor

9. Access to Capital a nce: Companies with strong corporate
governance practices are to investors and creditors. Investors value
transparency, accgunt 1 ical conduct, and are more likely to invest in
hese qualities. Additionally, strong corporate
of capital by reducing the perceived risk associated

governance is essential for ensuring the adaptability and resilience of
s. By promoting strategic planning, risk management, and crisis
corporate governance helps companies anticipate and respond
to changes, challenges, and disruptions.

In summary, corporate governance plays a crucial role in ensuring the
integrity, accountability, and long-term success of organizations. By promoting
transparency, ethical behaviour, risk management, and stakeholder engagement,
corporate governance fosters trust, enhances reputation, and creates value for
shareholders and stakeholders alike.

4. Principles of Corporate Governance:

Corporate governance is guided by a set of principles that serve as the
foundation for effective governance practices. These principles are intended to ensure




transparency, accountability, fairness, and ethical conduct within organizations. While
there may be variations in specific principles depending on regulatory frameworks and
industry standards, some commonly recognized principles of corporate governance
include:

1. Accountability: The principle of accountability establishes that directors,
officers, and management are responsible for their actions and decisions. They
are accountable to shareholders and stakeholders for the performance and
conduct of the organization.

2. Transparency: Transparency requires companies to provide cleargé€curate, and
timely information about their financial performance, operatfens, and
governance practices. This includes disclosing releva N n to

ecision-making.

3. Fairness: Fairness encompasses the fair 1 shareholders,
regardless of their size or influence. It involv areholders' rights
are respected, and that decisions are made i i without favoritism or

discrimination.

4. Responsibility: The principle of
social responsibilities of c anie
customers, suppliers, and thesgommunities in which they operate. It requires
companies to consigder the imp ir actions on stakeholders and to conduct
business in a respon S able manner.

refers to the need for independent oversight and

rganizations. This includes having independent

ho are not affiliated with management and can provide
es and oversight.

izatiens. It requires directors, officers, and employees to act with honesty,
, and professionalism in all aspects of their roles and responsibilities.

7. hical Conduct: Ethical conduct is a fundamental principle of corporate
governance, requiring companies to adhere to high ethical standards in their
business practices. This includes avoiding conflicts of interest, acting in the best
interests of shareholders, and complying with applicable laws and regulations.

8. Risk Management: Effective risk management is critical for ensuring the long-
term sustainability and success of organizations. This principle requires
companies to identify, assess, and manage risks effectively, including financial,
operational, legal, and reputational risks.




9. Board Effectiveness: The principle of board effectiveness emphasizes the
importance of having a competent, independent, and diverse board of directors.
This includes establishing clear roles and responsibilities for the board,
providing ongoing training and development for directors, and conducting
regular evaluations to assess board performance.

10. Shareholder Rights: Shareholder rights are fundamental to corporate
governance, ensuring that shareholders have a voice in key decisions affecting
the company. This includes the right to vote on important matters, such as the
election of directors, executive compensation, and major corporate transactions.

®
These principles of corporate governance provide a framework“for
to establish and maintain effective governance practices that pro trapsparency,
accountability, and responsible stewardship of corporate res B ering to
these principles, companies can build trust, enhance reputati d create long-term
value for shareholders and stakeholders.

5. SEBI Code on Corporate Govern

e The SEBI Code:
The Committee on

by the Securities and Exchange dia (SEBI) under the Chairmanship
of Shri Kumar Mangalam mote and raise the standards of corporate
governance.

In February 2 ities and Exchange Board of India issued a

roposing that 'a new clause, namely clause 49,

be incorpo n listing agreement'. Clause 49, called 'Corporate
Govern ta ight sections dealing with the Board of Directors, Audit
Committee, uneration of Directors, Board Procedure, Management,

on Corporate Governance, and Compliance, respectively.

eBoard of a company has an optimum combination of executive and

nonh-executive directors with fifty percent of the board comprising the

non,...executive directors.

A non-executive Chairman should be entitled to maintain a chairman's

office at the company's expense and also allowed reimbursement of

expenses incurred in performance of his duties. This will enable him to

discharge the responsibilities effectively.

= A qualified and independent audit committee should be set up by the
board of a company.

= The board should set up a remuneration committee to determine on their
behalf and on behalf of the shareholders.

= [t is important for the shareholders to be informed of the remuneration
of the directors of the company.

* Board meetings should be held at' least four times in a year, with a
maximum time gap of four months between any two meetings.




= The companies should be required to give consolidated accounts in
respect of all its subsidiaries in which they hold 51 o/o or more of the
share capital.

= The board should clearly define the role of the management.

= Disclosures must be made by the management to the board relating to
all material financial and commercial transactions.

= There should be a separate section on Corporate Governance in the
annual reports of companies, with a detailed compliance report on Code
of Corporate Governance.

6. Corporate Governance in India.

some key aspects of corporate governance in India:

1. Regulatory Framework: The regulatory fram
India is primarily governed by the Securities an
SEBI has introduced various regulations, gui
corporate governance practices amo
Obligations and Disclosure Requ
comprehensive Code on Cofporate
requirements for listed entities.

governance in

d of India (SEBI).
nd codes to enhance
es. The SEBI (Listing
ts) Regulations, 2015, includes a
nce, which mandates specific

2. Board Composition epe e®Indian companies are required to have a
balanced board compo mix of executive, non-executive, and
independent diregtors t directors play a crucial role in providing

diverse perspectives to board deliberations. SEBI

dependent directors based on the company's size and

sfieh as the Audit Committee, Nomination and Remuneration
takeholders Relationship Committee, and Risk Management
@6. These committees play key roles in overseeing specific aspects of
comporate governance and providing recommendations to the board.

4. WDisclosure and Transparency: Transparency and disclosure are critical elements
of corporate governance in India. Listed companies are required to disclose various
information, including financial statements, related-party transactions, board
meeting minutes, and details of corporate governance practices followed by the
company. Enhanced disclosure requirements promote transparency and enable
stakeholders to make informed decisions.

5. Related-Party Transactions: Indian regulations include stringent requirements for
the approval and disclosure of related-party transactions. Companies are required
to establish frameworks for identifying, monitoring, and reporting related-party




transactions to prevent conflicts of interest. Transparent disclosure of related-party
transactions enhances accountability and mitigates the risk of abuse.

6. Compliance and Enforcement: Compliance with corporate governance
regulations is closely monitored by regulatory authorities such as SEBI and stock
exchanges. Non-compliance can result in penalties, fines, and reputational damage.
SEBI conducts periodic inspections and audits to ensure that listed companies
adhere to corporate governance standards and guidelines.

7. Investor Protection: Corporate governance reforms in India aim to protect the
interests of shareholders and other stakeholders. Measures s@ich enhanced

disclosure, transparency, and independent oversight help safeguardSmvesgor rights
and promote investor confidence in the capital markets.

8. Corporate Social Responsibility (CSR): The Compani
mandatory CSR provisions for certain categories mpani
specified criteria are required to spend a portio i
aimed at social and environmental development.
to corporate governance and responsible.business pr

, introduced
panies meeting

on CSR activities
ives are seen as integral
in India.

9. Stakeholder Engagement: Indi

importance of stakeholder engage 1 orate governance. Companies engage
with shareholders, employee suppliers, and the community to

understand their concegns, addréss es, and build trust. Effective stakeholder
i arency, and sustainable business practices.

10. Continuous I
evolving figld.

rporate governance in India is a dynamic and

igs¢’are encouraged to adopt global best practices,
s against international standards, and continuously improve
works. Regular training and capacity-building initiatives for

entyears, driven by regulatory reforms, market dynamics, and a growing emphasis

responsible business practices. While challenges remain, the commitment to
strengthening governance standards and promoting transparency and accountability
bodes well for the long-term sustainability and success of Indian companies.




