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Corporate Governance in India

Need for Corporate Governance
The last few years have seen corporate collapse 
across the globe as a result of inadequate focus on 
corporate governance. These events have resulted in 
greater regulations coming into force. 

Evidence suggests that companies lacking robust 
governance practices have a significant risk premium 
attached to them when competing for scarce capital 
in the public markets. The most common school of 
thought would have us to believe that if management 
is about running businesses, governance is about 
ensuring that it is run properly. The aim of “Good 
Corporate Governance” is to enhance the long-term 
value of the company for its stakeholders and all 
other partners. Corporate governance integrates all 

Entities accumulate their capital from large number of stakeholders based in domestic and 
international markets. These investors primarily expect two things i.e. protection of capital and 
return on capital which is higher than the cost of capital. Investors reflect faith in management’s 
ability to perform and to comply with their expectations. Hence, it is the responsibility of the 
entity’s governing body to ensure that they act in their best interests at all times and adopt good 
governance practices to run the entity. Read on to know more….  
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the participants involved in a process, be it economic 
or social. 

Pillars and Elements of Corporate 
Governance
Implementation of any norm or policy is dependent 
on its foundation pillars. These pillars act as a 
guidance force of what is expected by stakeholders. 
The pillars and key elements of corporate governance 
are as follows:
• Accountability: It ensures that management 

is accountable to the Board of Directors and 
further, the Board is accountable to all the 
concerned stakeholders. 

• Fairness: Corporate governance plays a vital 
role in protecting stakeholder rights and treat 
all in an equitable manner. 

• Transparency: It ensures timely and accurate 
disclosure of all material matters, including the 
financial situation, performance, ownership and 
corporate governance. Apart from disclosing 
financial information, it is important to disclose 
non-financial information also. Company website 
should disclose all the relevant information which 
can be published to the public.

• Independence: The procedures and structures 
are in place so as to avoid conflicts of interest. 

• Good Board Practices: Entity should follow 
good practices like clearly defined roles and 
responsibilities. Directors should be very 
clear of what is expected out of them in terms 
of their duties and responsibilities. There 
should be a well-structured board with an 
appropriate composition and mix skill set. 
Director’s remunerations should be in line 
with best practices. Board should conduct self-
evaluation and management training sessions 
for themselves. 

• Control Environment: Companies should 
follow internal control procedures which 
include establishment of Independent Audit 

Good governance has to emerge from the tone 
set by top management, committed directors and 

executives. The tone at the top translates and 
permeates into every relationship of a corporation, 

including investors, employees, customers, 
suppliers, regulators etc. If the senior management 

is not personally committed to high ethical 
standards, no amount of board process or corporate 
compliance programs will serve their true purpose.

Committee, risk management framework, 
disaster recovery systems, and robust 
management information systems tools for 
ensuring compliance with laws and regulations.

• Shareholder Rights: Shareholders' rights 
should be defined very clearly. Well organised 
shareholder meetings should be conducted 
to make the former feel part of company’s 
progress. Policy on related party transactions 
and other extraordinary transactions are clearly 
laid down. Minority shareholders are also given 
equal rights as their rights will be formalised. 
Dividend policy should be explicit and very 
well defined. 

Ensuring effective Corporate Governance 
Corporate governance practices at corporates need 
to keep into account the following principles: 
• Tone at the Top: Good governance has to 

emerge from the tone set by top management, 
committed directors and executives. The 
tone at the top translates and permeates into 
every relationship of a corporation, including 
investors, employees, customers, suppliers, 
regulators etc. If the senior management is 
not personally committed to high ethical 
standards, no amount of board process or 
corporate compliance programs will serve their 
true purpose.

• Balancing Act: Corporate governance must 
serve as a means to organise, structure and 
to establish an efficient prioritisation and 
balancing of interests. It has two primary 
dimensions that need to be in balance, firstly 
conformity (i.e. with laws, codes, structures 
and roles) and secondly performance. Thus 
management needs to satisfy and balance 
the interests of a wider set of stakeholders, 
not simply the shareholders. Good corporate 
governance helps in the reconciliation of 
otherwise diverging interests.

• Board composition and diversity: Diversity 
of board members contributes to the success of 
the business. It is important in terms of thought, 
experience, knowledge, understanding, 
perspective, boosting creativity, innovation 
and means that a board is more capable of 
seeing and understanding risks and coming 
up with robust solutions to address them. If 
everyone on the board is on the same page, 
the discussions could be stagnant, decisions 
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mundane, and the business would not get the 
full benefit of a rigorous debate. Diversity, in 
all its aspects, serves an important purpose for 
board effectiveness. 

• Gender Diversity: Studies from various 
countries show that companies with a higher 
share of women at top levels deliver strong 
organisational and financial performance. It 
has been observed that female directors can 
exercise strong oversight and have a “positive, 
value-relevant impact” on the company. 
According to recent estimates, women control 
about 70 % of global consumer spending. More 
women in management positions can therefore 
provide a broader insight in economic 
behaviour and consumers' choices, leading 
to market share gains through the creation of 
products and services that are respondent to 
consumers' needs and preferences. 

• Selection process: There is a need to adopt a 
more professional, independent and transparent 
approach to appointing independent directors. 
In order to ensure that board composition is 
right, it is important for the Board Chair, CEO 
and the rest of the board to work cohesively to 
identify as to what is the mix of skills that is 
required to take the company to the next level. 

• On-boarding/Induction process:Independent 
directors on the board of a company often come 
from diverse backgrounds, hence a formal on-
boarding program for new directors would be 
helpful in getting new board members up to 
speed quickly and enabling them to contribute 
sooner. It is essential to educate the independent 
directors on the company's business model, 
industry, competitive landscape, as well as its 
recent history of successes and problems. The 
on-boarding program should also address the 
unique legal and regulatory compliance issues 
facing the company and its industry. 

• Lead Independent directors: The lead 
director could be particularly useful as the 

point of contact between the promoters and 
the independent directors. The lead director 
could help identify the critical issues for the 
board to deal with; assist the board in achieving 
consensus on significant issues; play the role of 
a facilitator outside the board room, especially 
on contentious issues; work with the CEO to 
prioritise issues, and enable focus on critical 
issues; ensure that board conversations do 
not veer in the direction of certain unwanted 
topics/individual preferences; and provide 
candid feedback to CEO, CFO post an executive 
session.

• Information Acquisition: The decision-
making of the board is subject to the information 
available to them. Board members are ideally 
required to receive all relevant information 
about board resolutions and decisions, seven 
days before the meeting. However, very often 
documents are given immediately prior to the 
meeting or just a couple of days in advance. 
Third party reports and stakeholder views 
are rarely used as tools. They must have right 
to get any data of the company and should be 
authorised and encouraged to take an expert’s 
opinion to help them in their decision-making 
process.

• Recording of Minutes: Boards should write 
their minutes more explicitly. Even Right to 
Information Act, 2005 demands that boards 
record their deliberations, and the process and 
logic of arriving at decisions. The board that 
minutes unanimity of views reflects what the 
board thought and will make for more informed 
board discussion avoiding hasty decisions.

• Continuing Board Training and Education: 
It is important that the people heading the 
entity are up to date with the latest trends in 
their field and to ensure this, regular training 
session can be conducted. Training sessions 
should also include human resources activities, 
which help develop soft skills. 

• Board Evaluation: Good corporate governance 
warrants that the performance of the board 
of a company be evaluated. This would help 
improve effectiveness and better decision 
making by individual members and would help 
deal with strengths and weaknesses of a board. 
It creates a system of checks and balances and 
would encourage employees to perform better, 
thus not leaving scope for resentment amongst 

Boards should write their minutes more explicitly. 
Even Right to Information Act, 2005 demands that 

boards record their deliberations, and the process 
and logic of arriving at decisions. The board that 

minutes unanimity of views reflects what the board 
thought and will make for more informed board 

discussion avoiding hasty decisions.
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The Companies Act, 2013 (“Act”), introduced 
some progressive and transparent processes 
which benefit stakeholders, directors as well 
as management of companies. The corporate 

governance ensures strict and efficient application 
of management practices along with legal 

compliance in the continually changing business 
scenario in India.

the employees. Better performance by the 
Board would reflect in better performance of a 
company.

• Maintaining board confidentiality: For an 
entity to be effective, its board, governing 
officers, and executive staff must conduct 
themselves in a manner that ensures 
operational transparency to stakeholders and 
at the same time maintain confidentiality of 
information. Confidentiality is essential for an 
effective board process and for the protection 
of the corporation and its stakeholders. 

• Succession Planning: A succession plan 
should be put in place on a timely basis. This 
helps in the event of a contingency that requires 
a sudden transition. There can be no prescribed 
procedures for succession planning. The board 
should lay down the principles and procedures 
as it deems most appropriate. The existence 
of well-conceived and defined succession plan 
can go a long way in enhancing the confidence 
levels for all the stakeholders and can be an 
enormous source of reassurance.

• Risk management: Risk management and 
corporate governance principles are strongly 
interrelated. An entity implements strategies in 
order to reach its goals and each strategy has 
related risks that must be managed. Expertise 
in the area of risk management is a fundamental 
requirement for effective corporate governance 
and allows entities to achieve their goals. The 
board should eliminate policies that promote 
excessive risk-taking for the sake of short 
term increase in stock price performance, 
and establish compensation plans that align 
goals to long-term value creation, taking into 
consideration incentive risks, to ensure that 
appropriate risk management systems are 
in place. Good governance reduces risk and 
facilitates management. 

• Crisis management: Any event that suddenly 
threatens a company's financial performance, 

reputation, employee retention, and customer 
relations has the potential to become a full 
blown crisis. An entity response to a crisis will 
have a significant bearing on its short term and 
long-term performance. 

• Whistleblowing: Whistleblowing helps create 
an environment of high ethical standards, 
professionalism and honesty. It has been 
defined as the disclosure of illegal, immoral or 
illegitimate practices in an entity by a current or 
former employee of the entity for the benefit of 
the company, stakeholders and society at large. 
If the disclosures are found to be true, suitable 
action should be taken and efforts should be 
made to protect the whistle blower.

Legal framework to facilitate corporate 
governance in India 
The Companies Act, 2013 (“Act”), introduced some 
progressive and transparent processes which benefit 
stakeholders, directors as well as management of 
companies. The corporate governance ensures strict 
and efficient application of management practices 
along with legal compliance in the continually 
changing business scenario in India. 

The Act has greater emphasis on corporate 
governance through the board processes. The Act 
covers corporate governance through its following 
provisions:
• Introduction of significant changes to the 

composition of the boards of directors.
• Listed companies and specified classes of 

public companies are required to appoint 
independent directors and at least one 
woman director on their boards. This will 
help to bring an element of objectivity to 
the Board process in the general interests 
of the company and balance in the policies 
and decisions of companies and thereby 
to the benefit of minority interests and 
smaller shareholders.

• The maximum permissible directors 
cannot exceed 15 in a public limited 
company. If more directors have to be 
appointed, it can be done only with the 
approval of the shareholders after passing 
a Special Resolution.

• Every company is required to appoint at 
least one resident director on its board, to 
ensure availability in case any issue arises 
with regard to the accountability of the 
Board.
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• Nominee directors shall no longer be 
treated as independent directors.

• Enhancement of duties of directors with 
increased responsibility and accountability- 
both individually and as a part of Board/
Committees.

Individually
• Act in 'good faith' in 'best interest' of 

stakeholders
• Avoid 'conflict of interest‘
• Avoid 'undue gain/advantage' personally 
• Exercise 'diligence' and 'reasonable care' on 

duty.

As part of Audit and other Committees
• Monitoring independence/effectiveness of 

auditors
• Approving related party transactions
• Scrutiny of inter-corporate loans and 

investments
• Undertaking/asset valuation 
• Evaluation of internal financial controls and 

risk management system
• To undergo annual performance evaluation by 

nomination and remuneration committee.

As part of the Board
• Boards will now be answerable to wider range 

of stakeholders beyond only shareholders
• Development and implementation of risk 

management policy
• Governance and performance are the driving 

forces.
• Assertion on devising adequate and effective 

system to ensure compliance with laws is 
onerous.

• Companyies to make accurate disclosure of 
financial information, performance, material 
events, ownership and governance. Filing and 
disclosures with the Registrar of Companies has 
also increased leading to greater transparency.

• Related party transactions: a landmark shift 
in ideology to abstain interested shareholders 
from voting on related party transaction, 
thereby significant shift from the principle that 
a shareholder is always free to act in his own 
interest, as opposed to directors who must 
always act in a fiduciary capacity.

• Segregation of the offices of Chairperson 

and Managing Director or Chief Executive 
Officer (CEO): To prevent unfettered decision 
making power with a single individual, there 
should be a clear demarcation of the roles 
and responsibilities of the chairperson of the 
board and that of the Managing Director/
CEO. The roles and offices of chairperson and 
CEO should be separated, as far as possible, to 
promote balance of power

• The Companies Act, 2013 mandates following 
committees to be constituted by the board for 
prescribed class of companies: 
• Audit committee
• Nomination and remuneration committee 
• Stakeholders relationship committee 
• Corporate social responsibility committee

The Securities and Exchange Board of India 
(‘SEBI’) has notified SEBI (Listing Obligation and 
Disclosure Requirements) Regulation, 2015 (‘Listing 
Regulation’) on 2nd September 2015, replacing the 
erstwhile listing agreement w.e.f. December 1, 
2015. These Listing Regulations have also aligned 
the requirements of corporate governance with the 
Companies Act 2013, though few differences still 
exist. 

Conclusion
Effective implementation of good governance 
practices would ensure stakeholders confidence in 
entities, which will lead to greater capital focus to 
support growth. 
The Companies Act, 2013 introduced innovative 
measures to appropriately balance legislative and 
regulatory reforms for the growth of the enterprise 
and to increase foreign investment, keeping  
in mind international practices. The rules and 
regulations are measures that increase involvement 
of shareholders in decision-making and introduce 
transparency in corporate governance, which 
ultimately safeguards the interest of the society and 
stakeholders. 
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Climbing to the top demands strength, whether it is to the top of Mount Everest or to the top of your career. - Dr. A. P. J. Abdul Kalam


