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Enhancing Corporate Governance through 
Implementation of Effective Whistleblower 
Mechanism

Introduction
The role of whistleblowers is as old as that of fraud  
and malpractices themselves. Whistleblowers 
are very important for the effective corporate  
governance and they have existed in one form or 
the other since ages. India has a comprehensive 

India has a comprehensive Whistle Blowers Protection Act, 2011, which has received the assent 
of the President on 9th May 2014, but yet to be notified. Hence, it has not been implemented by 
various stakeholders. The Act has brought out a detailed investigation procedures pertaining to 
disclosures and protection of whistleblowers. The Act is applicable to various bodies or Government 
and Government-funded institutions. As the act is subject to notification, amendment and in light 
of restricted application, we base our discussion on broad principles of Whistleblower policies.
Whistleblowers are very important for corporate governance that aims to promote best management 
practices towards compliance with law and adherence to ethical standards. Whistleblowers in spirit 
also promote the discharge of social responsibility towards sustainable development. Existence of 
whistleblowers is as old as that of fraud and malpractices. The author duo explains in this article 
as to how whistleblowers play a key role towards effective corporate governance of organisations, 
in the context of the yet-to-be-notified Act. Read on…

CA. Durgesh Pandey and 
Dr. K. N. Seth
(The former is a member of the 
Institute and the latter is Director 
(Operations) at Adani Institute 
of Infrastructure Engineering in 
Ahmedabad. The author duo may 
be contacted at durgesh.pandey@
gmail.com.)

564



Corporate Governance

www.icai.org 121THE CHARTERED ACCOUNTANT    october 2016

Whistle Blowers Protection Act, 2011, which has 
received the assent of the President on 9th May 2014. 
However, the Act is yet to be notified thereby not 
being implemented by the stakeholders. The Act 
has brought out a detailed investigation procedures 
pertaining to disclosures and protection of whistle 
blowers. The Act is applicable to various bodies or 
Government and Government-funded institutions. 
As the act is subject to notification, amendment 
and in light of restricted application, we base our 
discussion on broad principles of Whistleblower 
policies. 

The emergence of whistleblower can be traced 
back to the age-old Ramayana where Vibhishana, 
brother of Ravana, blew the lid off Ravana’s 
misdeeds and weaknesses. Chanakya (also called 
Kautilya) in his famous treatise Arthashastra 
mentioned several principles for governance 
which hold water even in the present context. 
Though the methods may sound old, the principles 
remain as relevant and effective as when those 
ideas germinated. Chanakya was concerned about  
bribery, corruption and conflict of interest. He  
had a remarkable sense of understanding, for 
the detection of corruption is very difficult. He 
stated, “Just as it is impossible to know when a fish 
moving in water is drinking it, so it is impossible 
to find out when government servants in charge  
of undertakings misappropriate money.” He added,  
“It is possible to know even the path of birds flying  
in the sky but not the ways of government 
servants who hide their [dishonest] income.” He 
suggested heavy penalties on such erring officials, 
who misappropriated the revenue. He further 
suggested, “Those officials who have amassed  
money [wrongfully] shall be made to pay it back; 
they shall be transferred to other jobs where 
they will not be tempted to misappropriate and  
be made to disgorge again what they had eaten.”  
On the other hand according to Chanakya, 
“An officer who accomplishes a task as ordered  

It appears that Chanakya did not recommend 
any punishment for bribing. Since he considered 

such people more like victims, he suggested 
compensating them for their losses. He wrote, “A 

proclamation shall then be issued calling on those 
who had suffered at the hands of the [dishonest] 

official to inform [the investigating officer].

or better shall be honoured with promotion and 
rewards.”

It appears that Chanakya did not recommend  
any punishment for bribing. Since he considered 
such people more like victims, he suggested 
compensating them for their losses. He wrote, “A 
proclamation shall then be issued calling on those 
who had suffered at the hands of the [dishonest] 
official to inform [the investigating officer]. All 
those who respond to the proclamation shall be 
compensated according to their loss).” That could 
be an effective way to combat corruption since  
the person, who is forced to bribe might be more 
than willing to provide some solid evidence  
against the corrupt officials. The current law by 
treating both the giver and the receiver of bribes as 
criminals may unnecessarily protects the corrupt 
officials.

The teachings of Chanakya can be mutatis 
mutandis applied to contemporary times. 
Traditionally, the power centres were segregated 
between kings and merchants. Now, the Government 
has taken position of king and the private sector 
has taken place of the merchants. A whistle blower 
policy is needed for both government and private-
sector entities as part of good corporate governance 
practice and also as statutory compliance brought in 
by the new Companies Act, 2013.

Meaning and Annotation
Whistleblowing involves exposure of alleged 
wrongdoing. It is observed that whistle blowing 
is sensational in character and whistleblower has 
considerable media coverage. Whistleblowing can 
theoretically be defined as:

“Whistleblowing is a deliberate non-obligatory 
act of disclosure, which gets onto public record and 
is made by a person who has or had privileged access 
to data or information of an organisation, about 
non-trivial illegality or other wrongdoings whether 
actual, suspected or anticipated which implicates 
and is under the control of that organisation, to 
an external entity having potential to rectify the 
wrongdoing.”

However, the above definition also needs to 
exclude disclosure made under duress and under 
legal obligations. Whistleblowing can more 
summarily be told as overcoming the ethical 
dilemma of preferring right to wrong. Though the 
concept has been in place for some time and is  
part of best corporate governance practice, with 
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advent of the Companies Act, 2013, whistleblowing 
has got a legal backing. The importance of whistle 
blowing cannot be undermined. Once of the most 
far-reaching and comprehensive legislation which 
changed the paradigm of corporate governance 
was brought in a result of Whistle blowing. The 
Sarbanes–Oxley Act 2002 (SOX) was largely due to 
whistle blowing in Enron’s case. 

Statutory Abutment
While non-mandatory requirement of whistle 
blower policy had been provided by the Clause 49 of  
Listing Agreement between Companies and Stock 
Exchange way back in the year 2005, it has got 
statutory tenacity by the Section 177 of Companies 
Act, 2013. Section 177 though not using the word 
whistleblower policy has specifically addressed the 
issue by prescribing a specific class of companies 
to establish a vigil mechanism to report their 
genuine concern and grievances. Further, whistle 
blower cannot be restricted only to employees, 
but can include former employees, members of 
an organisation, vendors, purchasers, clients,  
customers or government agencies. A whistle 
blower may be a person privy to internal affairs, viz. 
employee, auditor, etc., or an external person like 
media, law enforcement or professional watchdog 
agencies.

The US SOX (Sarbanes–Oxley Act of 2002, 
a United States federal law) is applicable to all 
companies including Indian companies that are 
listed on the US stock exchanges. The SOX enacted 
by 107th US congress has brought in stringent 
disclosure norms upon both companies and  
auditors to improve the quality of reporting thereby 
bolstering investor’s confidence. The provisions 
onerous in nature and cast heavy penalty on both 
companies and auditors who fail to discharge 
their duties. Our own exchanges taking a leaf out 
of SOX had recommended the establishment of 
whistleblowers in 2005. The same is now made 
mandatory to specific classes of companies by 
Companies Act, 2013.

Specific classes of companies that have to  
adhere to this under Section 177(9) read with 
Companies (Meeting of Board and its Power) Rules, 
2014 are:
1. All Listed Companies
2. Companies which accept deposits from  

Public
3. Companies which have borrowed money from 

banks and public financial institution in excess 
of R50 Crore.

Setting a Whistleblower Policy
The next step in effective corporate governance  
shall be to establish process and flow for  
establishment and maintenance of effective whistle 
blower mechanism. Broad objective of the policy can 
be summarised as:
1. Encourage various stakeholders like employee, 

vendors, customers and regulators, report 
misdeeds of company officials.

2. To demonstrate seriousness of ethical and 
moral standards in company working and 
harmonisation of employee personal goals with 
company vision.

3. To establish the company willingness to deal 
with such misgivings sternly in eyes of law 
enforcement and regulators there by promoting 
better company image and reduced penalty in 
case of violations.

Creation of Whistleblower Policy
As in all cases, here too, there is no one bill that fits all 
cases, yet there are some standard set of guidelines 
which can be used in establishment of whistle 

Section 177 though not using the word whistle 
blower policy has specifically addressed the issue 

by prescribing a specific class of companies to 
establish a vigil mechanism to report their genuine 

concern and grievances.
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blowers policy. An indicative content of sample can 
be given below:
1) Preface

a) The Company has adopted code of ethics 
and standard to conduct the affairs of the 
company in most transparent and fair 
manner. The company further makes it 
amply clear that any violation whether 
actual or attempted of the said code of 
conduct however insignificant it may be 
shall be taken upon very seriously and 
dealt with sternly within the ambit of legal 
framework and guidelines issued from time 
to time. 

b) Objectives
i) The Objective of introducing this policy 

is that all stake holders after overcoming 
their ethical dilemma of right and 
wrong have a clear and distinct idea 
as to how and to whom should they 
report any wrong or mishappening in 
the company.

ii) To imbibe a feeling in the stakeholders of 
secrecy, confidentiality and protection 
in case of lifting the lid against any 
mishappening.

2) Definitions
a) Code–Refers to code of conduct established 

by the company, which serves as guide 
to conduct the affairs of the company  
and to overcome the moral and ethical 
dilemma.

b) Employee–includes all the employees in the 
companies 

c) Protected disclosure–Means any 
communication made in good faith that 
discloses and demonstrates information 
that may be evidence of unethical or  
improper activity. Effort to be made not 
to make unsubstantiated or speculative 
complaints.

d) Subject–means a person against whom 
protected disclosure is made or evidence 
has been collected during investigation.

e) Whistle Committee–Means a committee 
established for the purpose of dealing 
with complaints under this policy more 
specifically Audit committee constitute u/s 
177(1) of the Companies Act 2013.

f ) Whistleblower–Means a person making 
protected disclosure under this policy. 

3) Scope
a) This policy is an extension of code of conduct 

of the company and shall be read with 
keeping in mind the ethical consideration. 
By and large all stake holders including 
but not restricted to employees, agencies, 
contractors, vendors, suppliers etc., can 
use the channel to make complaint against 
any employee including directors of the 
company.

b) It is also clarified that the complainant 
whistleblower shall not conduct enquiry or 
investigation suo moto about the alleged 
misdeeds. Further, the whistleblowers shall 
not have any right to participate in the 
investigation at any stage. The committee if 
necessary shall call for the whistleblower to 
depose in an inquiry.

4) Anonymous Allegation
a) In ordinary course anonymous complaints 

shall not be investigated. Identification of 
whistleblower is altogether more important 
to raise follow-up question during course of 
investigation.

5) Protection to whistleblowers
a) Notwithstanding anything contained in 

this policy, the company shall provide 
utmost protection to the whistleblower and 
shall ensure there is no victimisation and 
vengeance express in any form against him/
her subject to his complaint based on good 
faith and reliable information.
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b) No abuse of authority shall be made against 
the whistleblower in any form or else 
disciplinary action may be initiated against 
such person who abuses the authority.

6) Accountabilities – Whistleblowers
a) The whistleblower is expected to bring to 

notice any improper practice as soon as 
they are aware of. Possession of evidence 
is not mandatory, however the concern 
expressed shall be based on reliable and 
genuine grounds.

b) The whistleblower is advised to refrain 
from anonymity and follow the designated 
procedure enlisted in this policy.

c) The whistleblower is expected to maintain 
confidentiality about the investigation and 
cooperate with the investigator when called 
for follow-ups.

d) The whistleblower is entitled to protection 
from retaliation, but shall not have such 
privilege where the subject matter involves 
allegations and confrontations.

e) The whistleblower if not satisfied with the 
outcome or modalities of investigation 
may escalate the matter to Chairman and 
Managing Directors through his personal 
mail. 

7) Accountabilities–Audit/Whistle Committee
a) Maintain complete confidentiality and 

conduct and enquiry in fair, just and 
impartial manner.

b) Decide the outcome of investigation within 
ambit of law and company policies.

c) Recommend the appropriate course of 
action like reprimanding, suspending or 
terminating the concerned employee subject.

d) Document and report the number of whistle 
blower’s complaints handled. 

8) Rights of the Subject
a) Subjects have right to be heard diligently 

and be provided adequate time which he or 
she can refute the allegation or present his 
side of story.

b) The outcome of investigation shall be 
invariably informed to the subject in writing 
by the company.

9) Management Action on False disclosures
a) An employee or any stake holder make false 

and frivolous disclosure to harass or malign 
anybody’s character or to have personal gain 
shall be subject to stringent disciplinary 

action by the company. The Vigil mechanism 
established by the company is to instill faith 
in the company and should not be used as 
a weapon to prevent legitimate business 
behaviour.

10) Detailed procedure for reporting
a) Disclosure can be made by writing email 

to complaint@company_name.com or 
can be escalated to chairman/MD at 
md@company_name.com. Any disclosure 
against any employee at strategic post or 
key position shall preferably be made to 
Chairman and MD.

b) Disclosure can be made through physical 
mail by putting the documents in sealed 
cover clearly marking “Whistleblower’s 
Complaint”

c)  While there is no specific format minimum 
of following information is necessary in the 
application
i) Name, address and contact details of 

the Whistleblower (If employee, please 
mention employee number, designation 
and department)

ii) Brief description of the complaint–
Specifics as to instances with reference 
to time and place to be given for better 
investigation

11) Access to reports
a) Any document which is subject matter 

of investigation shall be considered as 
confidential and shall have restricted access 
to whistle committee, whistleblower and 
subject (Except complaint and complainant 
data). Disclosures in ordinary course shall 
not be made to public except in case of 
decision of any law enforcement or courts.

12) Document retention 
a) All documents pertaining to the complaint 

shall be retained for 08 (eight) years.
13) Powers of Whistle Committee/ company

a) The Company and the Whistle committee 
shall have all the powers within ambit 
of legal provisions to investigate and 
report complaint. The company shall be 
empowered to amend, alter, and modify 
any or all the clause in this policy to better 
manage the whistle complaint. However, 
such modification shall be widely published 
amongst the stakeholders to maintain its 
effectiveness. 
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Process Flowchart-Complaint Dealing

of concerned regulator and inform law enforcement 
simultaneously. 

Conclusion
In an era of best practice of corporate governance and 
increased focus of government on the management 
of affairs of a company, the enforcement of vigil 
mechanism in the form of whistleblower policy is  
a need of the hour. Also as per the survey conducted 
by ACFE (Association of Certified Fraud Examiners) 
of US in its 2016 Report to the Nations, anonymous 
tips are the largest contributors to detection of 
frauds and misdoings. A robust and effective whistle 
blowing policy not only cements the corporate 
attitude as no nonsense, it also exonerates the 
company of guilt in case of any misnomer emerged 
during course of operation. Further, all stakeholders 
are aware of the fact that the company takes  
all types of complaints very seriously and this 
cultivates an ethical and moral environment. 
Though whistleblowing cannot end the fraudulent 
practices, it’s an effective tool that acts as  
a deterrent for misdoings. 

Protection to Whistleblowers
One of the most important considerations already 
discussed above that merit further discussion, 
is protection of the whistleblowers. Lack of  
conducive environment coupled with indubitable 
spirit of top management to instill honesty 
would make entire mechanism a sham and mere  
formality. The Whistle Blowers Protection Act, 2011, 
though not yet notified, has a dedicated chapter 
(Chapter V) on the protection of whistleblowers.  
It has to be ensured that there is an absolute 
environment of trust and faith in the top management 
or the whistle committee. Victimisation on the 
ground of disclosure should be dealt sternly so that 
a message is put across about seriousness of the 
complaint. The organisation should also contemplate 
giving reward and protection in deeming cases. This 
would act as an enabler to honesty. Due care while 
drafting and enforcing the policy should also be 
taken considering the fact that the whistleblower 
may report misdoing of the most powerful and those 
directly charged with governance. It would be in 
best interest of the whistleblower to take assistance 
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Having a positive mental attitude is asking how something can be done rather than saying it can’t be done. - Bo Bennett  


