MKM 227 University of East London
Postgraduate Dissertation U1153960

- Royal Docks
Business School

MKM227 Postgraduate Dissertation

Student Number: 1153960

Comments Max Actual
Mark | Mark

Supervisor Comments:

Introduction

Identification of a valid topic, research
guestion and objectives framed to

_ 2" marker Comments: 10%
Masters Level standard with

academic rationale developed, clear
industry contextualisation of the

research topic

Supervisor Comments:

25%

Critical Literature Review

Corporate Governance: An Indian Perspective Disparities in Theory and Reality = Page 1 of 166




MKM 227 University of East London
Postgraduate Dissertation U1153960

Depth and breadth of literature 2" marker Comments:
search, engagement with seminal
authors and papers, evidence of a
critical approach toward the scholarly

literature

Supervisor Comments:

Research Methodology

Evaluation of research philosophies

and perspectives. Justification of - 15%
) ) 2" marker Comments:
methodological approach, sampling
strategy, data analysis and reliability
and validity measures as applicable
Supervisor Comments:
35%

Corporate Governance: An Indian Perspective Disparities in Theory and Reality = Page 2 of 166




MKM 227
Postgraduate Dissertation

University of East London
U1153960

Data Analysis and

Interpretation

Evidence of rigor in data analysis and
interpretation procedures,
identification of key patterns and
themes in the research data,
integration of academic theory into

explanation of findings

2" marker Comments:

Conclusions and

Recommendations

Research question and objectives
addressed with implications to
theoretical and managerial concepts
considered. Recommendations
provided for theory, practice and

future research

Supervisor Comments:

2"" marker Comments:

10%

Corporate Governance: An Indian Perspective Disparities in Theory and Reality = Page 3 of 166




MKM 227
Postgraduate Dissertation

University of East London
U1153960

Organisation, presentation and

references.

Well structured and ordered

Supervisor Comments:

dissertation with correct use of 5%
grammar and syntax. In-text citation 2"" marker Comments:
and bibliography conforming to “Cite
Them Right”
First Marker Total
Total
100%

Second Marker Total

Corporate Governance: An Indian Perspective Disparities in Theory and Reality = Page 4 of 166




MKM 227 University of East London
Postgraduate Dissertation U1153960

Supervisor General Comments: Agreed Mark:

2"9 Marker General Comments:

Supervisor’'s Name: ..o Signature: ...

2" Marker's Name: ........ccccceeevveeeeeiveeeeesiseeeeesenees SIgNAtUre: .ivveiiiieeiiierreeneens

Corporate Governance: An Indian Perspective Disparities in Theory and Reality = Page 5 of 166




MKM 227 University of East London
Postgraduate Dissertation U1153960

Corporate Governance: An Indian Perspective-Disparities in

Theory and Reality

A dissertation submitted in partial fulfilment of the requirements of the

Royal Docks Business School, University of East London for the degree of

Masters of Business Administration in Finance

September, 2013

Word Count; 17,313

| declare that no material contained in the thesis has been used in any other

submission for an academic award

Student Number: u1153960 Date: 3™ September, 2013

Corporate Governance: An Indian Perspective Disparities in Theory and Reality = Page 6 of 166



MKM 227 University of East London
Postgraduate Dissertation U1153960

UEL

Dissertation Deposit Agreement .y ot e

Libraries and Learning Services at UEL is compiling a collection of dissertations
identified by academic staff as being of high quality. These dissertations will be
included on ROAR the UEL Institutional Repository as examples for other students
following the same courses in the future, and as a showcase of the best student work
produced at UEL.

This Agreement details the permission we seek from you as the author to make your
dissertation available. It allows UEL to add it to ROAR and make it available to others.
You can choose whether you only want the dissertation seen by other students and

staff at UEL (“Closed Access”) or by everyone worldwide (“Open Access”).

| DECLARE AS FOLLOWS:

e That | am the author and owner of the copyright in the Work and grant the University
of East London a licence to make available the Work in digitised format through the
Institutional Repository for the purposes of non-commercial research, private study,
criticism, review and news reporting, illustration for teaching, and/or other educational
purposes in electronic or print form

e That if my dissertation does include any substantial subsidiary material owned by
third-party copyright holders, | have sought and obtained permission to include it in
any version of my Work available in digital format via a stand-alone device or a
communications network and that this permission encompasses the rights that | have
granted to the University of East London.

e That | grant a non-exclusive licence to the University of East London and the user of
the Work through this agreement. | retain all rights in the Work including my moral
right to be identified as the author.

e That | agree for a relevant academic to nominate my Work for adding to ROAR if it
meets their criteria for inclusion, but understand that only a few dissertations are
selected.

e That if the repository administrators encounter problems with any digital file | supply,
the administrators may change the format of the file. | also agree that the Institutional
Repository administrators may, without changing content, migrate the Work to any

medium or format for the purpose of future preservation and accessibility.

Corporate Governance: An Indian Perspective Disparities in Theory and Reality = Page 7 of 166



MKM 227 University of East London
Postgraduate Dissertation U1153960

e That | have exercised reasonable care to ensure that the Work is original, and does
not to the best of my knowledge break any UK law, infringe any third party's copyright
or other Intellectual Property Right, or contain any confidential material.

¢ That | understand that the University of East London does not have any obligation to
take legal action on behalf of myself, or other rights holders, in the event of
infringement of intellectual property rights, breach of contract or of any other right, in
the Work.

| FURTHER DECLARE:

¢ That | can choose to declare my Work “Open Access”, available to anyone worldwide
using ROAR without barriers and that files will also be available to automated agents,
and may be searched and copied by text mining and plagiarism detection software.

e That if | do not choose the Open Access option, the Work will only be available for
use by accredited UEL staff and students for a limited period of time.

/cont

Corporate Governance: An Indian Perspective Disparities in Theory and Reality = Page 8 of 166



MKM 227
Postgraduate Dissertation

Dissertation Details

University of East London
U1153960

Field Name

Details to complete

Title of thesis

Full title, including any subtitle

Corporate Governance: An Indian
Perspective-Disparities in Theory

and Reality

Author

e.g. Smith, Andrew J.

Separate the surname (family name) from the

forenames, given names or initials with a comma,

Jakkal, Raj M.

Supervisor(s)/advisor

Format as for author.

Dr. Mohammad Nurunnabi

Author Affiliation

Name of school where you were based

Royal Dock Business School

Qualification name

E.g. MA, MSc, MRes, PGDip

MBA Finance

Course Title

The title of the course e.g.

Masters of Business

Administration in Finance

Date of Dissertation

Date submitted in format: YYYY-MM

2013-09

only)?

Do you want to make the dissertation Open Access
(on the public web) or Closed Access (for UEL users

Open Yes Closed C]

By returning this form electronically from a recognised UEL email address or UEL

network system, | grant UEL the deposit agreement detailed above. | understand

inclusion on and removal from ROAR is at UEL’s discretion.

Name: Raj Madhukar Jakkal

Signature: Raj M Jakkal

Date: 3" September, 2013

Corporate Governance: An Indian Perspective Disparities in Theory and Reality = Page 9 of 166



MKM 227 University of East London
Postgraduate Dissertation U1153960

Corporate Governance: An Indian Perspective

Disparities in Theory and Reality

Corporate Governance: An Indian Perspective Disparities in Theory and Reality = Page 10 of 166



MKM 227 University of East London
Postgraduate Dissertation U1153960

Abstract

This paper investigates the corporate governance problems within
India. The purpose of this research study is to investigate current state of
corporate governance and find solutions for problems in corporate
governance practices followed within organisations in India. Therefore, an
effort is made to reveal how adoption and implementation of good corporate
governance practices in-accordance with the corporate governance norms
can benefit diverse business forms and ultimately, country-specific
economic growth. The variety of relevant and reliable literatures has been
consulted to identify sources of corporate governance problems and solution
for different corporate governance approaches. The development of research
is based on identification of gaps between actual practices and theoretical
framework of corporate governance through understanding of literatures
and in-depth interviews of selected sample organisations in India. Moreover,
for better understanding of actual corporate governance practices samples

of diverse business forms were selected.

This paper further provides support for reforms in existing corporate
governance mechanism based on key debates. The research findings states
that, the family-groups dominates Indian corporate sector. However,
blockholding, shareholders dominance and conflicts has been an important
corporate governance issues within India. Furthermore, implementation of
corporate governance norms, rigid regulations and incompetence of
regulatory bodies are the key problems within Indian corporate sector. The
findings of the study reaffirms importance of good corporate governance
mechanism. Moreover, as the outcome of this study, specific suggestions are
established in-accordance with various organisational forms for the

development of corporate governance practices within organisations in India.
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Introduction
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1. Introduction
1.1 Rationale Statement

In corporate world, corporate governance has proved to be an
incitement. The term corporate governance has been explicitly described as
controlling mechanism for ethical operational conduct of corporations
(Dwivedi, and Jain, 2005). Corporate governance deals with interests and
responsibilities of shareholders’ and stakeholders’ largely. Over the last two
decades, significant mechanism of corporate governance has been
developed. The corporate governance mechanism facilitate corporations’ a
means of management and endeavour for development. The corporate
governance mechanism is an arrangement of country-specific regulatory
frameworks, customs’, rules and regulations that directs operational conduct
of an organisation (Balasubramanian et al., 2008, p.6). The five basic
parameters of corporate governance are transparency, ownership structures,
board procedures, investor rights and governance strategies (Bijalwan and
Shah, 2012, p.1). Moreover, corporate governance incorporates privilege of

economic evolution for the society.

The corporate governance regulatory structures, cultural and
organisational values, organisational policies and practices are vital
influencing factors of corporate governance (Kumar and Singh, 2013;
Claessens and Fan, 2002). The corporate governance critics imputes that the
good corporate governance attracts investment, develops shareholders’
confidence and trust. Moreover, sound governance mechanism exhibits traits
of financial integrity, shareholders’ activism and organisational value. Hence,
it yields the robust capital markets and economies to attain high level
operational accountability and transparency (Roy, 2012, pp.17-19). The
corporate governance illustrates an arena for country-wise regulatory
improvement of governance mechanism. According to Chakrabarti et al.
(2007, p.6); Klapper and Love (2004, p.404) India has sound regulatory
framework for corporate governance; however, poor implementation of these

regulations has established the gap between de-jure and de-facto. The
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global financial crisis constrained corporations for good-fair governance

structures and practices (Kumar and Singh, 2013, p.88).

The predominance of family owned and promoter controlled
businesses has been an issue for Indian corporates (Chakrabarti et al., 2007,
pp.21-22). The appointment of directors, shareholders’ interest, equity
ownership, ethical code of conduct mapped to be operational glitches within
Indian corporates (Aggarwal and Kaur, 2012, pp.81-83). The board members
are apprehensive about association of stock ownership and organisational
performance. The corporations and shareholders upholds contractual
affiliation to share profits and assets of an establishment. The shareholders’
democracy specifies precipitate analogy between corporates and political
governance (Verma, 1997, p.3). Moreover, shareholders’ democracy is not a
principle of corporate system. However, corporate governance can be

concerned with the ownership rights (Sarkar and Sarkar, 2000, p.190).

The corporate governance mechanism encompasses operational
transparency and accountability, shareholders interest and active
participation, shareholders’ and directors’ independence, formulation and
implementation of organisational strategies and policies (Hothi et al., 2011,
p.14; Oman, 2001, p.31). The affiliation of corporate governance and stock
market instigated new set of challenges towards organisational value and
corporate governance (Dharmapala and Khanna, 2008, p.27). Disclosure
barriers and inadequacy of financial information caused major damage
towards corporate governance practices in India (Raju et al., 2012, pp.88-
89). The stabilised political structures and constitutional intersections
facilitates vital controlling mechanism for corporations; moreover, investors
freedom and enticements for government (Ananchotikul and Eichengreen,
2009, pp.171-173; Kakabadse et al., 2001, p.24).

1.2 Research and Purpose Statement

The research methodology directs towards systematic solution for the
problems. The pragmatic research model and qualitative approach has been

incorporated for the development of study. The pragmatic approach
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facilitated qualitative framework of study and formulation of findings based
on research. The identification of gaps in literatures and actual corporate
governance practice in selective Indian corporations is the basic criteria of
the study. As the organisational accomplishment is contingent towards
social and economic facets. The primary research objective is an
identification of problems and solutions for corporate governance practices
in India. The study in this report, primarily integrates critical evaluation of
traditional corporate governance parameters, distinct ownership patterns,
influence of directors and large board size to suggest sustainable practices
for Indian organisations. Furthermore, composition of board members and

their role in Indian organisation needs critical investigation.

The Imperfections in regulatory and governance framework, impact of
corporate governance reforms on shareholders, ownerships and controlling
mechanism indorses extents for vital investigation. The relationship between
organisational performance and remuneration policy is further critically
determined in this report. The participants of external audit, benefits of
internal control and risk management mechanism for Indian corporations are
the aspects considered for investigation. The convergence of Indian
accounting system with international accounting standards instigated
investigation of IFRS benefits for better corporate governance. Moreover,
compliance of Indian organisation with Clause 49 and problems in current
corporate governance norms are critically evaluated. This report will also
determine effects of ownership structures on the vital controlling
mechanism. The role of independence of board and audit committee is vital
for stakeholders’ rights. The corporate governance issues were examined in
detail with various perspectives to establish guidelines on principal-agency
problem, board structures and its functioning, ownership structure and its

role in corporate practices of Indian organisations.
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1.3 Outcomes of Study

The primary findings of this research states that, Indian organisations
are seems to be complying with legislative norms and moving towards
excellence of their executives and extensive organisational results. In private
sector, especially family owned businesses dominates Indian corporate
sector. Interestingly, the number of women executives seems to be
increasing in Indian organisations. The directors on board primarily performs
advisory role; however, the involvement of board members in day to day
organisational activities can excel and deteriorate corporations in long run.
The remuneration policy significantly influences board members
performance. The audit committee facilitate affirmation towards the board
on manifestation of an efficient internal controlling environment. The
personal relationships with the external audit firms plays questionable role
that disturbed shareholders confidence. Therefore, organisations are
directed towards the adoption of IFRS. The risk management and internal
control policies has the direct relationship with enterprise operations and

growth. However, some organisations rely on the top management.

The clause 49 has been overarching legal provisions in-accordance
with corporate governance. The Indian organisations quoted the need of
good corporate governance practices due to India’s convergence with global
economy. Moreover, the corporate governance mechanism has been widely
practiced phenomenon in India. Interestingly, organisations are turning
towards corporate governance as business and socio-economic successive
tool rather than only stringent mechanism. The problem of dominance and
conflicts of majority-minority shareholders became devastating fact for the
organisations in India. The implementation of debt restructuring mechanism
can prevent corporate governance problems for SMEs. Moreover, adoption
and implementation of good corporate governance mechanism can develop
organisational health for long term. The periodic reviews and corporate
governance audits of SEBI at the implementation and adoption level can

procure key changes in the Indian corporate governance practices.
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This study of corporate governance provide insight towards actual
Indian corporate governance practices. Moreover, this report is competent
enough to illustrate apiece trait in governing practices and existing glitches
in the system. Furthermore, the recommendations of this study may serve as
a model of good practices to emulate for Indian corporations. However the
results of the study should be viewed in the background of limitations such
as sample size, sampling technique, veracity of available information and the

duration of the study.
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Chapter 2
Literature Review
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2. Critical Literature Review

2.1 Introduction: An Overview

During the wave of financial crisis in 1998, corporate governance
deficiencies endangered entire economies and stability of global financial
system (Claessens and Yurtoglu, 2012, pp.11-20). Moreover, manifesto of
governance structures, financial intermediaries, industrialised institutional
investors and capital mobilisation became fundamental for the economic
development. In transition economies, corporate governance mechanism
may induce significant deviation of assets, fictional and stipulated external
supply of capital towards organisations (Boycko, 1995). However, assertion
of colossal capital and repatriation of profits may dissolve dilemma of good
corporate governance subsequently (Shleifer and Vishny, 1995, pp.738-
739). The liberalised financial markets, structural reforms, value
deregulations, augmented competition exposed organisation for distinctive
market forces and amended need for good corporate governance (Claessens
and Yurtoglu, 2012, pp.31-36).

The Liberalisation of Indian economy expedited potential for capital
extent and capital market. The evolving importance of Indian economy in the
world, compelled understanding of its corporate governance structures as
intellectual capital and outsourcing resources (Hothi et al., 2011, p.9). The
predominance of family owned and promoter controlled businesses has been
an issue for Indian corporates (Chakrabarti et al.,, 2007, p. 6). The
appointment of directors, shareholders’ interest, equity ownership, ethical
code of conduct mapped to be operational glitches within Indian corporates
(Aggarwal and Kaur, 2012, pp.81-83). Moreover, incompetent corporate
ownership structures, frauds and malpractices, non-transparent accounting
practices and disclosures, failures of board, distressed shareholders activism
are the causes of corporate governance predicament in India (Som, 2006).
Independence of non-executive directors, conflicts between dominant and
minority shareholders’, legal restrictions for the effective enforcement of
corporate laws deterred ethical code of governance in India (Hothi et.al.,
2011, pp.10-11).

Corporate Governance: An Indian Perspective Disparities in Theory and Reality = Page 27 of 166



MKM 227 University of East London
Postgraduate Dissertation U1153960

Since the era of liberalisation, Indian government tailed socialist
policies for sustainable ethical code of governance (Kumar and Singh, p.88).
The paradigm shift of corporate governance exposed top level management
towards new set of challenges in India (Sharma and Gupta, 2012, pp.100-
101). Deceiving economic and organisational health has encouraged
significance of corporate governance. Managerial oversight barriers and legal
norms delayed bankruptcy claims of private capital conditions; moreover,
deteriorated economic conditions constrained corporations’ to depend on
peripheral governmental capital resources primarily (Bhasin and Manama,
2008). However, measurement of capital investments were established on
capital volume rather than return on investment mechanism ensued

disconsolate competition (Kumar and Singh, 2013, p.90).

The securities and Exchange Board of India (SEBI) (1992) was
established to survive fiscal crisis and inject steady growth in Indian
economy. Corporate frauds were characterised as regulatory capture that
intended prerequisite for good corporate governance. The good corporate
governance must integrate transparency principles, independence of boards,
accountability and fairness, social-environmental concern of stakeholders,
unbiased directorate selection procedures for formulation and
implementation of organisational policies and controlling operational
strategies (Hothi et al., 2011, p.14). The improved corporate governance
contribute towards an establishment of international financial markets and
facilitates productivity growth. However, the corporate insiders and
dominant shareholders are restrictive forces of corporate governance. Good
political governance can overcome country-wise development and regulatory
capture obstacles and reinforce good corporate governance (Oman, 2001,
pp.30-31).
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2.2 Definitions of Corporate Governance

The corporate governance plays central role in stimulating capital flow
development and depressing capital cost on investment undertakings. The
corporate governance comprises intensification of corporate social
responsibility and active participation of both stakeholders and
shareholders. The accountability and fortification of shareholders’ interest
encompasses cultural, legal and economic foundations (Claessens and
Yurtoglu, 2012, pp.60-65).

The number of authors has defined the term corporate governance as
follows, According to Dalei et al. (2012, p.196) Corporate Governance could
be defined as, “ways of bringing the interests of investors and managers into

line and ensuring that firms are run for the benefit of investors”.

The SEBI Committee defines corporate governance as, “Corporations
pool capital from a large investor base both in the domestic and in the
international capital markets. In this context, investment is ultimately an act
of faith in the ability of a corporation’s management. When an investor
invests money in a corporation, he expects the board and the management
to act as trustees and ensure the safety of the capital and also earn a rate of
return that is higher than the cost of capital. In this regard, investors expect
management to act in their best interests at all times and adopt good
corporate governance practices. Corporate governance is the acceptance by
management of the inalienable rights of shareholders as the true owners of
the corporation and of their own role as trustees on behalf of the
shareholders. It is about commitment to values, about ethical business
conduct and about making a distinction between personal and corporate

funds in the management of a company” (SEBI Report, 2003, p.1).

The OECD defines corporate governance as, “Procedures and
processes according to which an organisation is directed and controlled. The
corporate governance structure specifies the distribution of rights and
responsibilities among the different participants in the organisation - such

as the board, managers, shareholders and other stakeholders - and lays
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down the rules and procedures for decision-making” (Deloitte Touche
Tohmatsu Czech Republic Pvt Ltd., 2013).

According to Cadbury Committee (UK) (1992), “Corporate governance
is the system by which companies are directed and controlled. Boards of
directors are responsible for the governance of their companies. The
shareholders’ role in governance is to appoint the directors and the auditors
and to satisfy themselves that an appropriate governance structure is in
place. The responsibilities of the board include setting the company’s
strategic aims, providing the leadership to put them into effect, supervising
the management of the business and reporting to shareholders on their
stewardship. The board’s actions are subject to laws, regulations and the

shareholders in general meeting” (Cadbury Committee Report, 1992, p.14).

According to the Institute of Company Secretaries of India (ICSI),
“Corporate Governance is the application of best management practices,
compliances of law in 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” (ICSI Report,
2009, p.2).

According to Shri N.R. Narayana Murthy, Chief Mentor, Infosys Ltd,
“Corporate governance is maximizing the shareholder value in a corporation
while ensuring fairness to all stakeholders, customers, employees, investors,
vendors, the government and the society-at-large. Corporate governance is
about transparency and raising the trust and confidence of stakeholders in
the way the company is run. It is about owners and the managers operating
as the trustees on behalf of every shareholder - large or small” (NFCG,
2004).

2.3 Corporate Governance Framework
2.3.1 Corporate Governance Mechanism

Corporate governance has significant arena of analysis within the

finance discipline for decades. However, discrepancies in the quality of
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corporate governance in developing countries diminished gap concerning
governance standards and practices (Chakrabarti, 2005, pp.2-3). Corporate
governance is about responsibility and power that determines organisational
structures, allocation of manpower and financial resources, research and
development, mergers and acquisitions, top level management recruitments,
distribution of dividends and investments (Gourevitch and Shinn, 2005, p.1).
Generally, corporate governance provides understanding of institutional
provisions for relationship between corporate and economic actors
interested in organisation (Letza et al., 2004, p.242). The corporate
governance can be an administrating organisational structure that directs
and affects creation and distribution of wealth. However, blockholding
encourages political conflicts within the country (Gourevitch and Shinn,
2005, p.2). Thus, governance mechanism reflects public and regulatory

polices of a firm.

The classical theories and companies law illustrates human capital to
be insignificant than physical assets. Moreover, corporate authority and
power are legally built on the possession of raw materials, financial capital
and means of production where an organisation destined as solid and
enduring entity with a clear internal and external environmental division
(Letza et al., 2004, p.255). Furthermore, it also has an influence over social
dimensions such as mobility, stability and fluidity within country’s economic
environment (Gourevitch and Shinn, 2005, p.4). The structural characteristics
of Indian corporate sector established corporate governance problems in
India (Varma, 1997, p.14). However, such lucrative mechanism stimulates
corporates and political institutions for conflicts, scams (Gourevitch and
Shinn, 2005, p.11). Thus, today’s business scenario declines compatibility of
this type of corporate governance model. The implementation and
development of good corporate governance norms is an effective step;
nevertheless, the implementation of those norms seems to be more

challenging in case of India (Chakrabarti, 2005, p.22).

The corporate governance compromises incentive organisational

framework to fascinate human capital and external finances for effective,
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efficient organisational activities and means for evading corruption (World
Bank, 1999 cited in Dahiya and Gupta, 2001, p.3). The investment decisions
is determined as one of the most fundamental financial constraints that can
abolish firm value and distort competent allocation of investment
(Mozumdar and Agca, 2008; Almeida and Campello, 2007; Stein, 2003 cited
in Francis et al.,, 2013, p.57). Corporate Governance reviews agency
problems specifically as distinct return on investment techniques of financial
suppliers for the corporations (Shleifer and Vishny, 1997, pp.737-742). The
outside agencies and stock markets has an influence over managerial actions
of the leading companies in India (Chakrabarti, 2005, p.23). However,
influence of these entities has been restricted to limited organisations in the
country. The agency problem arises in low investment protected countries;
thus an establishment of good corporate governance mechanism is
significant in these countries (Doidge et al., 2004; Nevona, 2003 cited in
Francis et al., 2013, p.58).

In last few years, development of norms for listed companies in India
has been crystallized (Chakrabarti, 2005, p.23). Hence, the complications of
private corporations has been unaddressed since decades. The corporate
scandals, discernment of materialistic, self-dealing and unfaithful CEOs has
driven-out number of investors out of stock-market and arose huge non-
transparent perks and high remuneration packages in senior executive group
of the corporations (Dutta, 2006, pp.10-11). The outcome of business
scams and failures expressed prerequisite of corporate governance. The
agency theory illustrates that, magnified monitoring of managerial actions
and incentive problems can affect organisational investment behaviours and

cause financing frictions (Jensen, 1986 cited in Francis et al., 2013, p.70).

The conflicts between minority and dominant shareholders is the
central corporate governance issue in India (Varma, 1997, p.2). The problem
of dominant shareholders can be categorised under - Public sector units,
where public holds minority stake and government is dominant shareholder;
MNCs, where overseas parent is the dominant shareholder; Indian business

groups, where promoters are dominant shareholders and government own

Corporate Governance: An Indian Perspective Disparities in Theory and Reality = Page 32 of 166



MKM 227 University of East London
Postgraduate Dissertation U1153960

financial establishments that holds comparable stake and general public
holds the balance (Varma, 1997, p.3). The duty of board of directors is to
develop shareholder’s value; however, corporations should contemplate
interests of employees, customers, financial suppliers and the environment
to protect shareholders value and avoid distress (Dutta, 2006, p.11).
However, shareholding and Stakeholding is less valuable and redundant
(Letza et al., 2004, p.256). Moreover, board of directors cannot dissolve this
conflict even theoretically that encouraged corporate governance abuses
under the shield of shareholders democracy in India (Varma, 1997, p.3). The
audit shortcomings, connivance with management and discloser
irregularities are major issues in India that demands formulation of stricter

regulatory bodies and corporate ethos (Dutta, 2006, p.13).

The poor firm level corporate governance response can be improved
through free cash flow investments due to the constraints of limited access
towards external funds. Thus, organisations have to depend on internally
generated funds intensely (Francis et al., 2013, pp.58-59). Moreover, poor
corporate governance leads to country’s financial crisis (Johnson et al., 2000
cited in Sur and Chakraborty, 2006, p.25). The good record of corporate
governance promulgates higher profits, sales growth and market value,
lower capital cost that facilitates greater access towards external finances
(Naidu, 2005, p.5 cited in Sur and Chakraborty, 2006, p.23). However,
accessibility of funds is one of the major issues related to corporate
governance in developing countries (Francis et al., 2013, p.60). The poor
corporate governance hinders organisational creation and development
(Chakraborti, 2005, p.51 cited in Sur and Chakraborty, 2006, p.26).
However, superior corporate governance and capitalised investment
opportunities can diminish financial constraints and improve efficient

allocation of capital (Francis et al., 2013, p.70).

The movement of corporate governance amended through publication
of Cadbury Committee Report (1992) (Sur and Chakraborty, 2006, p.27). The
traditional focal shift of corporate governance on ethical code of conduct,

accountability, transparency, disclosure other than agency conflicts
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developed as an instrument for integrating environmental and social
concerns into decision making procedures to benefit employees, consumers,
communities and ultimately financial investors (Gill, 2012, p.452). The
development of corporate governance may be based on county’s experience
rather than the cost of corporate sector growth. These corporate structures
evident to be incompetent, unsuccessful in highly competitive and
deregulated Indian economy. However, these problems of corporate
governance abuses can be dissolved through regulatory forces and capital
market (Varma, 1997, p.15). Corporate social responsibility and corporate
governance is inseparable in global economic landscape; therefore, an
effective design of corporate governance as corporate social responsibility
will generate equitable global business environment (Gill, 2012, pp.477-
478).

2.3.2 Structural Reforms

Since liberalisation (1991), Indian corporate governance was began as
self-regulatory mechanism in form of industry rather than rule of law and
undergone substantial corporate governance reforms. Therefore, SEBI (1992)
was established as securities market regulator to prevent corporate
governance from deterioration. (Aggarwal et al., 2005; Bhattacharyya and
Rao, 2005; World Bank, 2005 cited in Raju et al., 2012, pp.76-78). The
corporate governance reform agenda comprises amendment of supervisory
guidelines for financial institutions, capital markets, adaption of
macroeconomic policies and exchange rate policies for consolidation of
competition policy and new open financial environment (Ananchotikul and
Eichengreen, 2009, p.153). Corporate governance instigated management of
agency system to adulate disproportionate controlling rights greater than
stock ownership. The connections among stock market development and
corporate governance caused changes in firm’s value that imposed

significant challenges (Dharmapala and Khanna, 2008, p.27).

Corporate governance structures plays vital role in enhancing

organisational sustainability and performance (Ehikioya, 2009; Iwasaki,
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2008; Kim and Cho, 2007; Erickson et al., 2005 cited in Kumar and Singh,
2013, p.88). The corporate governance reforms have substantial
remuneration capability in terms of equity market and corporate bond
developments (Ananchotikul and Eichengreen, 2009, p.172). However, with
an exception of informative traits on managerial remuneration classified
corporate governance towards bottom (Pic, 1997). The variations in Indian
corporate governance reforms exempted large group of firms’ from complex
rules and reforms that created overlap in features of non-affected and
affected firms. Moreover, the Institute of Chartered Accountants of India
(ICAIl) was disastrous to act against noncompliance with disclosure norms,
failed audit reports and erring auditors (Franklin et al., 2005 cited in Raju et
al., 2012, p.79).

The gradual movement of an Indian economy towards market-based
economy rather than controlled economy with market capitalisation of all
listed companies has been seen. However, capital markets in India are
promising but still weak for the corporate control (Standard and Poor, 2009;
Sehgal and Mulraj, 2008 cited in Kumar and Singh, 2013, p.88). The violation
of newly formed corporate governance rules decoupled the effects of
substantial legal rules and enforcement due to introduction of severe
financial penalties (Dharmapala and Khanna, 2008, pp.32-33). As a result,
corporate governance in India trailed corporate scams namely, Harshad
Mehta (1992), Unit Trust of India (1993), Bhansali Scam (1996), Ketan Parekh
(2001), and Satyam Computers (2009); moreover, informative barriers of
shareholders and imperfections in financial information had caused
imperfect corporate governance (Raju et al., 2012, p.88). However, per capita
income and financial development convergence with developed countries
may close country’s corporate governance quality gap (Ananchotikul and
Eichengreen, 2009, p.173).

Intensification of inclusive societal profit in accordance with social and
political constituents, without abiding legal structures to provide appropriate
corporate control is the vital role of an organisation (Kakabadse et al., 2001,

p.24). Moreover, political and microeconomic stability are essential factors
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for good corporate governance that facilitates freedom of voice for investors
and investment incentives to the government (Ananchotikul and
Eichengreen, 2009, p.173). The political prospect, stakeholders’ interests,
mobilisation and social infrastructure influences organisational performance;
consequently maintenance and development of appropriate ethical standards
entitles for corporate visibility towards shareholders’ activities (Kakabadse et
al., 2001, p.29). However, incompetent relationship between firm’s financial
performance and level of institutional holdings failed to attain improved
investment performance; primarily considering dominant institutional
investments (Daily et al., 1998; Pic, 1997). Thus, investors may consider
good governance companies that can condense investment risk; although,
integrative board involvement models, diverse theoretical perspectives and
board attributes affects organisational performance indirectly (Jonnergard
and Svensson, 1995; Maassen, 1990; Pearce and Zahra, 1989; cited in
Kakabadse et al., 2001, pp.25-28; Agrawal et al., 1996).

2.3.3 Ownership Structures

The trend of privatisation since 90s diversified ownership structures
generated governance problems in the country (Dharwadkar et al., 2000
cited in Rajagopalan and Zhang, 2008, p.56). According to Jensen and Fama
(1983); Meckling and Jensen (1976); Coase (1937) cited in Shleifer and
Vishny (1997, pp.770-772) argued that, the segregation of ownership and
control, legal protection of investor rights are the fundamental components
of corporate governance. However, concentrated ownership or blockholding
mitigates corporate governance mechanism (Jensen and Meckling, 1976
cited in Singla et al.,, 2013). The limited legal protection and external
financing, impact of executives’ actions on firm’s value, cost and benefits of
concentrated ownership and political dynamics hinders effectiveness of
corporate governance (Shleifer and Vishny, 1997, pp.773-775). The
constitutional lending restrictions, interest rate, governing equity ownership,
consortium lending extinct financial intermediaries (Dahiya and Gupta, 2001,
p.12).
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In emerging markets, corporate ownership structures establishes links
with external auditors and indicate effects of the agency conflicts on
auditor’s choice and fees (Fan and Wong, 2005, p.39). The external
monitoring of associated groups posed challenges for non-associated
groups and performs non-transparent, questionable practices with
complicated structures; moreover, political links of these groups in the
country isolated them from monitoring and interference (Khanna and Palepu,
2000, p.288). The CEOs are often designated amongst founder’s relatives or
appointed through government that established common fear of building
their own wealth at the cost of shareholders (Ghosh, 2006 cited in Luo,
2013, p.4). Moreover, it does not imply clear distinction of ownership and
control in developing economies (Luo and Jackson, 2012 cited in Luo, 2013,
p.5). The malpractices within organisations such as non-merit senior
management recruitments, manipulation of stock prices and diminutive
protection of small investors turned financial institutions blind with family
groups’ organisational management (Vaghul, 1997 cited in Dahiya and
Gupta, 2001, p.13). Furthermore, auditors’ failure facilitated degree of
freedom for owners to manipulate financial information and cover up frauds.
Moreover, if auditors excel their efforts in alleviation of agency conflicts then
these additional service would reflect in audit fees. However, auditors’ may
safeguard accounting information of an organisation to limit and control

owners’ stealing ability (Fan and Wong, 2005, pp.40-42).

The family owned business groups, domestic and foreign financial
institutional ownership exists on the Indian economic landscape (Khanna and
Palepu, 2000, pp. 269-270). Predominance of family owned and promoter
controlled organisations compelled corporate governance to depend on
external structures rather than internal ones for the augmentation of
organisational value (Kumar and Singh, 2013, p.89; Chakrabarti, 2005). The
primary objective of dominant financial institution was to maximize
industrial loans instead monitoring that substantially resulted in poor
financial information until 1991 (Khanna and Palepu, 2000, p.288).
Theoretically financial institutions were under government control. Thus,

controlled enormous sections of Indian private corporate sector (Dahiya and
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Gupta, 2001, p.13). Moreover, the absence of incentives monitoring function
forced failing organisation for close-down under Sick Industrial Firms Act
(1985).

The family-controlled and family-managed organisations opt for low
duality and low-proportion of outside directors for better monitoring of
managerial actions and complexity (Dalton et al., 2007 cited in Singla et al.,
2013). The family groups manages diverse shareholding patterns and family
members’ occupancy at all senior level management positions (Vaghul, 1998
cited in Dahiya and Gupta, 2001, pp.15-18). Moreover, misalignment of
minority and majority shareholders goals determines expropriation of
minority shareholders wealth is considered principal agency problem (Young
et al., 2008 cited in Singla et al., 2013). However, family-controlled and
family-managed organisations behave distinctly due to dissimilarities in
objectives and preferences in accordance with private or shared controlling
benefits (Singla et al., 2013). Thus, the traditional agency problems emerges
in new ownership structures; where executives aim to maximize own interest
rather than shareholders interest (Rajagopalan and Zhang, 2008, pp.59-60).
The theoretical assumptions of Agency theory depicts that, the issues of
identity and objective differences in blockholders are the implications of
sharing private control benefits (Holderness and Sheehan, 1988 cited in
Singla et al.,, 2013). However, blockholding can be effective in pacifying
agency issues primarily and may lead towards secondary agency disputes at

the expense of minority shareholders (Dalton et al., 2007, p.46).
2.3.3.1 Composition of Board

The tremendous potential of growth and investment prospect in
emerging economies necessitates well-functioning of corporate governance
mechanism for both local organisations and foreign investors. However,
weak governance of emerging economies discounts domestics firms in
financial markets (LaPorta et al., 2000 cited in Rajagopalan and Zhang, 2008,
pp.55-56). In emerging markets, poorly performing CEOs are less likely to

lose their jobs considering large domestic shareholders within an
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organisation. Moreover, the domestic corporation with large pool of
shareholders appears to be linked with negative CEO turnover and poor
organisational performance. The large boards may also pose complications
for low group cohesion and co-ordination that can slower decision making
process and may lead to high conflicts within an organisation (Kumar and
Singh, 2013, p.90). Therefore, managers may favour shareholders at the

expense of minority shareholders (Gibson, 2003, p.25).

The board of directors serves as shareholders and other stakeholders’
representatives as well as monitors performance activities of top
management, design and implement strategies, fosters organisational and
external environmental links (Ruigrok et al., 2006; Erickson et al., 2005;
Jensen and Meckling, 1976 cited in Kumar and Singh, 2013, p.89). Moreover,
board of directors are considered to be primary internal governance
mechanism. However, lack of incentives, shortage of qualified independent
directors, power of dominant shareholders and undeveloped external
monitoring systems are key obstacles in the governance reforms within
Indian organisations (Rajagopalan and Zhang, 2008, p.55). The larger board
size comprises knowledgeable and intellect experts that can be utilised for
strategy making decisions to improve organisational performance; however,
negative association of board members may hamper organisational value
and growth (Kota and Tomar, 2010; O’Connell and Cramer, 2010; Rashid et
al., 2010; Cheng, 2008; Bonn et al., 2007a; Ghosh, 2006; De Andres et al.,
2005; Bonn et al., 2004b; Dalton et al., 1999; Conyon and Peck 1998;
Eisenberg et al., 1998; Yermack, 1996; Pearce and Zahra, 1992 cited in
Kumar and Singh, 2013, p.90).

2.3.4 Legality and Corporate Governance

The Indian regulatory framework provides one of the highest level of
investors’ protection in the world theoretically; however, substantial
corruption deteriorated corporate governance structure in the country
(Chakrabarti et al., 2007, pp.20-21). Moreover, greater investors’ protection

enhances investors’ financing consent that reflects in low cost and higher
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availability of external financing (La Porta et al. 1998 cited in Klapper and
Love 2004, p.404). Over the period of time, Indian financial markets have
accomplished higher growth rates considering major sustainable economic
reforms. The distinctive legal systems, variations in governing standards,
relationships amongst organisational-specific governance mechanism and
country’s legal governing of investors protection laws formulates
questionable research (Aggarwal and Kaur, 2012, p.84). Moreover,
differences in firm level corporate governance mechanism prompts for
performance based, market valuation and external financial accessibility
problems in the country (Klapper and Love, 2004, pp.405-407).

The establishment of SEBI and National Stock Exchange of India (NSE)
ensured fairness, good practice, transparency in trade and regulatory
regimes (Chakrabarti et al., 2007, p.22). The enforcement of Clause 49 of
listing agreements improved enforceability of creditor’s rights. For Example:
Companies likes INFOSYS are free from family-group dominance or influence
and shareholders are central focus of corporate governance. The corporate
governance is extremely significant for disseminated and prolonged
shareholding of the public listed companies. The Companies Act (1956)
directs public listed companies regarding role of directors and SEBI’s
provisions for the appointment of independent and non-executive directors
for appropriate governance (Aggarwal and Kaur, 2012, pp.84-85). Moreover,
Indian legal structure provides adequate mechanism with powers towards
directors for the free functioning of an organisation (Chakrabarti et al.,
2007, p.24). However, corporate governance should not be imputed
exclusively on independent directors regardless of their nature (Pergola and
Joseph, 2009).

The audit committee ensures consummate financial functioning as an
important concerns of corporate governance to safeguard shareholders’
wealth. The complete alliance of non-independent directors or independent
directors is an ineffective mechanism that may accelerate failure of corporate
governance (Aggarwal and Kaur, 2012, p.85). Furthermore, restructuring and

improving country’s judicial quality is far more difficult due to the
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involvement of other actors such as politicians, interest groups. The
organisation-specific corporate governance IS more important in
incompetent judicial and fragile shareholder protected system (Klapper and
Love, 2004, p.423). Therefore, organisation-specific corporate governance is
more feasible and organisation can improve investors’ protection and
minority shareholder rights independently. Moreover, good governing
organisations rely less on county-specific legal systems to dissolve

corporate governance conflicts.

2.4 Theoretical Framework

2.4.1 Agency Theory

In 1991, financial crisis prompted major economic reforms that
directed deregulation and privatisation which lead to increased competition
and forced investments in research and development. Due to the
institutional environment changes business groups had negative
relationships with organisational performance within emerging markets
(Gaur and Delios, 2006 cited in Singh and Gaur, 2013, p.4). Therefore,
emerging markets required innovation and good corporate governance for
the process of internationalisation (Singla et al., 2013). However, theoretical
framework of corporate governance implies that, organisations may employ
bonding and monitoring mechanism voluntarily to mitigate expropriation of
outside investors’ (Jensen and Meckling, 1976 cited in Claessens and Fan,
2002, p.79). The growing capital demand anticipated increased
organisational responsibility towards investors’ demand that generated
incentive mechanism for improving corporate governance. Moreover,
voluntary adoption of governance comprises incentives and ultimately
reduces minority shareholders risk that results in reduced share-price
discounts and increased access towards external financing (Claessens and
Fan, 2002, p.80).

The Agency theory depicts the relationship with vital strategic decision
of different owners that possess diverse motivations and preferences
(Brickley et al., 1988 cited in Singh and Gaur, 2013, p.5). However,
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concentrated ownership and agency conflicts between minority shareholders
and owners may entice equity participation of institutional investors to
improve minority shareholders credibility (Claessens and Fan, 2002, pp.80-
83). In emerging markets, typically families control groups where group can
be characterised as, association of firms through cross ownership and stock
pyramids (Claessens and Fan, 2002, p.87). This type of certain governance
provisions offer competitive advantage; however, business groups exploits
markets in order to achieve these advantages (Khanna and Palepu, 2000
cited in Singh and Gaur, 2013, p.7). The dominant agency theory and
contracting approaches still considers executive compensation as a
ramification of pay arrangement practices that influences institutionally
constructed discretion (Otten, 2007 cited in Luo, 2013, p.27). However,
these groups may allocate capital within group to avail economic benefits in
the period of external financial scarcity; therefore, an agency problem may
lead to misallocation of capital that disposes internal markets (Khanna and
Palepu, 1997 cited in Claessens and Fan, 2002, pp.87-95).

India is stagnant in the process of market based reform that lead to
the transformation of relationships, roles and governance structures that
accumulates participants in productive endeavours (Luo, 2013, p.27). Thus,
considering these intermittent environmental shifts and institutional
transitions agency theory may not be applicable for legally weakly protected
investors and unfledged capital markets (Luo, 2013, p.29). Moreover,
institutional owners may necessitate governance mechanism due to
divergence of managers and owners interest; however, in specific conditions
interests of these two parties may not be divergent (Daily et al., 1998). The
decisions of internationalisation and innovation depends on organisational
governance structure. In this changing institutional environment innovation
capability has become essential for emerging markets (Awate et al., 2012;
Kumaraswamy et al., 2012 cited in Singh and Gaur, 2013, p.8). However,
firms within the developed market may experience negative effects of
performance at both lower and higher levels of global diversification
(Contractor et al., 2003 cited in Singh and Gaur, 2013, p.9).
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2.4.2 Debt Mechanism

Debt mechanism is a decisive mechanism for organisational agency
problems with an objective of shareholders value maximisation to restrain
counter managerial actions (Dwivedi and Jain, 2005; Khanna and Palepu,
2004). However, potential disciplining mechanism of debt considered weak
in concentrated ownership organisational structures (Faccio et al., 2001;
Prowse, 1999 cited in Sarkar and Sarkar, 2005, pp.1-2). In India, debt plays
an important role of external financing in pre-liberalised and post-
liberalised scenario (Dwivedi and Jain, 2005). In an organisation, debt
mechanism can be implemented as disciplining mechanism to comprehend
agency problems between management and outside stakeholders (Grossman
and Hart, 1982; Jensen, 1986 cited in Sarkar and Sarkar, 2005, pp.4-5). The
debt mechanism also plays role of corporate governance and institutional
capital market in mitigating the expropriating powers of debt (Claessens and
Fan, 2002). However, debt mechanism can either pose positive or negative
effect on organisational value, growth and performance. The debt
mechanism enlightens sensitive issues of governance role in controlling
structures and ownership within the organisation (Dwivedi and Jain, 2005;
Sarkar and Sarkar, 2005, p.31).

2.4.3 Economic Analysis Model

The economic analysis model is beneficial for optimal governance
mechanism that provides selection process of efficient governance structures
with the perspectives of profit maximisation, economic rationality, increasing
efficiency and organisational value (Roy, 1997; Solomon and Higgins, 1996
cited in Letza et al., 2004, p.256). However, economic rationality neglects
the significant role of emotions, values, beliefs, ideology and importance of
irrationality in the decision making process and governance (Shleifer and
Vishny, 1997, p.276). Therefore, no single model of governance can be
applicable for distinctive organisations where corporate governance
ultimately shapes country’s social, economic, legal, political system and

behaviours.
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2.5 Corporate Social Responsibility and Good Corporate Governance

The distinctive sector-wise regulatory bodies, Ministry of Corporate
Affairs and SEBI governs corporate practices in India. The Standard and
Poor’s study in India observed legal and regulatory environment, market and
informational infrastructure (McGee and Bose, 2009, p.229). The corporate
social responsibility is recommended in-context with international
development and poverty mitigation aspects due to the benefits of
contribution towards equity, economic growth and human rights (Blowfield
and Frynas, 2005, p.505). The transparency, ethics and accountability within
organisation-specific or country-specific corporate governance framework
are the prerequisites of good corporate governance. Moreover, good
corporate governance practices incorporates growth, organisational
performance sustainable productivity, capital growth, intact shareholders’
interest, development of organisational value and shareholders’ trust (Roy,
2012, pp.17-18). The good corporate governance escalates share price,
easily obtains capital and attracts international investors (McGee and Bose,
2009, p.232).

In India, positive relationship amongst organisational value and
managerial holdings beyond the inception is constant in family dominated
organisations where managers are de facto owners (Sarkar and Sarkar, 2000,
p.189). Moreover, foreign equity ownership may avail corporate governance
and high organisational value benefits in developing countries (Sarkar and
Sarkar, 2000, pp.190-191). However, cost of equity is more essential
dimension than cash flows that determines financing cost and directs
investment decisions. Thus, self-disciplining governance mechanism is more
effective to reduce cost of equity and organisational governance that may
become substitute for country’s legal protection (Chen et al., 2009, p.284).
Stock prices and analysts’ earnings estimate effects of organisational
governance on cost of equity; however, such facets of corporate governance
are linked negatively with the equity cost subsequently monitoring inflation
and traditional risk factors (Durnev and Kim, 2005; Mitton, 2002 cited in
Chen et al., 2009, p.285).
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The contemporary corporate social responsibility illustrated
voluntarism as recurring feature. Moreover, corporate social responsibility is
the means of corporate governance gap filler that arises with the accelerated
abundant economic globalisation (Luu, 2013; Blowfield and Frynas, 2005,
p.508). The corporate governance parties such as managers, directors,
shareholders, customers, employees, banks and lenders, environment,
suppliers, vendors and regulators contribute towards corporation’s success.
The positive association of firm value and corporate governance mechanism
affects organisational growth opportunities and cash flow rather than equity
cost (Kim and Durnev, 2005; La Porta et al., 2002; Mitton, 2002 cited in
Chen et al., 2009, p.286). The weak corporate governance leads to
corruption, mismanagement and waste. Therefore, existence of good
corporate governance within today’s complex and dynamic business
environment for sustainable reforms is essential to prevent corporate
scandals, frauds, civil and criminal liabilities within an organisation (Roy,
2012, p.19).
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Chapter 3
Present State of CG In India
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3. Present State of Corporate Governance in India

3.1 Introduction

The rapid pace of globalisation constrained corporate governance for
organisational and country-wise benefits. Thus, the structural reforms and
institutional frameworks are the prerequisites of good corporate governance
for governments and corporations. The corporate governance sets
behavioural norms for executives and stakeholders’ that allows freedom
within legally regulating boundaries. Moreover, adoption of international
accounting standards for accuracy, clarity and transparency in disclosure of
financial information is beneficial for the investors and users of financial
information. Corporate governance is tangled with national development,
productivity growth and cost of capital (Bijalwan and Shah, 2012, pp.2-3).
The corporate governance norms and regulations in India are under constant
refinement to attain balanced voluntary and mandatory approaches. Notably,
Indian regulations are based on Anglo-Saxon model of corporate governance
that limits its application in Indian business environment (Deloitte Touche
Tohmatsu India Pvt Ltd., 2013; Kaushik et al., 2012, pp.4-5).

3.2 Developments in Corporate Governance Code

Since liberalisation in late 1990s, Indian regulators, organisations and
industrial representatives have undergone substantial efforts of corporate
governance restoration in India. The structural reforms accelerated after
Satyam scandal in 2009 (Deloitte Touche Tohmatsu India Pvt Ltd., 2013;
MCA, 2009). The current Indian corporate governance regime associate both
mandatory and voluntary requirements. Moreover, guidelines of Clause 49
(2004) are mandatory for the listed companies. The economic expansion,
foreign direct investments, increased presence of domestic and foreign
investors and access towards global capital markets by being listed on
distinct international stock exchanges stimulated restructuring of corporate
governance laws in India (OECD, 2011; OECD, 2010; Afsharipour, 2010, p.1).
The main focus of structural reforms was the structure and role of corporate

boards, disclosure towards shareholders and internal controls (SEBI, 2003).
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3.2.1 Milestones in development of Corporate Governance
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Source: Deloitte Touche Tohmatsu India Pvt Ltd, 2013

The Confederation of Indian Industry (Cll) (India’s largest industry and
business association) launched India’s 1**major corporate governance reform
proposal in 1996 and designed taskforce for the development of corporate
governance code within organisations in India. The desirable corporate
governance code was proposed in 1998 for listed companies (Cll, 2009).
However, very few organisations voluntarily adopted these governance
provisions. The SEBI appointed Birla Committee in 1999 to promote and raise
corporate governance standard for listed companies. Birla Committee
primarily focussed on the functional and structural improvements of
organisational board and disclosures towards shareholders (NFCG Report,
2002). The Birla committee recognised audit committee’s importance and
made detailed recommendations concerning the composition of audit board.
Moreover, committee also recommended organisations to include
Management Discussion and Analysis (MD&A) section in yearly report for
more transparent disclosure of information for shareholders that was
implemented in 2000 (SEBI, 2004).

The Enron scandal prompted adequate evaluation and improvement of

Clause 49 that resulted in the establishment of Narayana Murthy Committee.
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The main aim of Narayana Murthy Committee was to develop transparency
and integrity of country’s stock market and ensure compliance with
corporate governance code in substance. The committee addressed issues of
information disclosure towards shareholder, board and audit committee;
however, profoundly focused on board structure of corporations and
redefined independence of directors, nominee directors (ICSI Report, 2009;
SEBI Report, 2003).

The Narayana Murthy Committee recommended training for board
members in business model of organisations, quarterly reports on risk
management strategies and business risk. Moreover, SEBI amended the
Clause 49 in 2004; according to the recommendations of Narayana Murthy
Committee. According to the committee, organisations should affirm
accessibility of audit committee or unfairly treated whistle-blowers.
Moreover, Murthy’s report caused changes in corporate governance
requirements in regards with corporate boards, audit committees, CEO/CFO
certification of internal controls and shareholders disclosure that constituted
major transition of governing and disclosure standards within Indian
corporations (SEBI, 2013; Afsharipour, 2010, pp. 5-6).

The Ministry of Corporate Affairs formed Chandra Committee in 2002
chaired by Shri Naresh Chandra to examine corporate auditing and
independent directors (Cll, 2009; NFCG, 2002). The Naresh Chandra
committee made recommendations for disqualification of directors from
assignments, prohibition on auditors for performing non-audit services and
need of compulsory rotation of partner auditors. In 2004, Irani Committee
was constituted under J.J. Irani, director of Tata Sons, Ltd. for the evaluation
of Companies Act (1956) mainly considering merger of best global corporate
governance practices with the needs of growing Indian economy. Moreover,
these changes were applicable for all the corporations-listed and non-listed
companies on stock exchanges. Thus, introduced new corporate governance

framework for organisations in India.
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The Irani Committee recognised requirements for small organisations;
thus, recommended wider set of organisational classification and
exemptions for just than private or public firms (Cll, 2009; Companies Bill,
2009). The Companies Bill (2009) was introduced in Lok Sabha; thus,
Standing Committee and Department of Finance examined bill in detail for
further amendments (Companies Bill, 2012; MCA, 2009). In 2009, CIl and
National Association of Software and Services Companies (NASSCOM) formed
Corporate Governance and Ethics Committee under Shri Narayana Murthy
(Afsharipour, 2010, p.10; CII, 2009). The committee emphasized on

stakeholders, shareholders rights, audit committee and whistle-blower

policy.

In 2011, Deloitte’s Global Centre for Corporate Governance presented
an overview of legal and regulatory initiatives towards escalation in number
of women serving on corporate boards around the world. Since, the
boardroom diversity and number of approaches to increase board diversity
for executive and non-executive directors has been discussed since decades
(Deloitte Global Services Ltd., 2011). Moreover, from corporate governance
perspective the composition of individuals from distinctive backgrounds on
board can improve organisational functioning and can bring different
perspective on problems. The Ministry of Corporate Affairs proposed
mandatory requirement for organisation having at least one female
independent director amongst five or more independent directors on a board
(Deloitte Global Services Ltd., 2011, p.10). The Companies Bill (2012) is
expected to become law in 2013 considering Indian corporate legislation and
current business practices. Companies Bill (2012) will replace Companies Act
(1956) that will bring major governance improvements in Indian Corporate
sectors including stakeholder, auditors, investors’ protection and interests
(Deloitte Touche Tohmatsu India Pvt Ltd., 2013).
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3.3 Key Issues in Corporate Governance

The primary difference in enforcement problems is the corporate
governance approach on disciplining the management and its accountability.
The western approach toward corporate governance focusses mainly on the
alignment of shareholders actions with regulating management actions;
thus, ownership is reasonably dispersed. However, agency problems in India
primarily exists between dominant-majority shareholders and stakeholders
(Kaushik et al., 2012, p.25). These dominant or principle shareholders
monopolise organisational resources to attend their own needs. The global
corporate governance norms focus on boards, committee’s, independent
directors and management of CEO succession (OECD, 2011). In Indian
context, board of directors are not much empowered and subordinate to the
shareholders. Therefore, conflicts between majority and minority
shareholders becomes threat for corporate governance in India (ICSI, 2010;
ICSI, 2009).

The board members and chairman of Public Sector Enterprises (PSES)
are usually appointed with the ministry led by bureaucrats rather than
professional managers’ console that may include political considerations for
organisation’s strategic and operational decisions (MCA, 2009). Thus,
ownership structures has adversely affected organisational performance. The
Companies Act (1956), Central Vigilance Commission (CVC), Controller and
Auditor General of India (C&AG) and Administrative Ministries governs
mandatory corporate governance guidelines for Public enterprises. The
MNCs in India have acquired better corporate governance compliance in-
accordance with global standards for transparency and accountability (OECD,
2010). Moreover, MNCs at times have encouraged greater transaction risk
for benefits of their parent companies that endangered interest of minority

shareholders within Indian affiliates.

The Family-promoter owned business predominates Indian corporate
sector where disproportionate control has been exercised (Kaushik et al.,
2012, pp. 8-9). The Family businesses have most complex business

structures to prevent corporate governance abuses. There has been
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enormous increase in market capitalisation of Indian family businesses. The
promoter’s exercises influence widely in directing and controlling
organisational activities even though companies have large base of public
shareholders and are listed on stock exchanges (Centre for Corporate
Governance India, 2013). The superior position of these promoters control
organisational resources and information (ICSI, 2010; ICSI, 2009). However,
the recent legislative amendments in Indian constitution will provide
necessary regulatory provisions for the corporations that may prove to be

restrictive major for corporate frauds.
3.4 Enforcement Challenges

Indian corporate governance framework provides one of the highest
protection towards shareholders, stakeholders, investors’ rights and interest
(Chakrabarti et al., 2007, pp.21-22). However, enforcement of these
corporate governance norms is a vital hindrance towards movement of good
corporate governance in India. The Public Enterprises and MNCs have
witnessed advancement in terms of corporate governance standards. The
Family businesses dominate Indian market where 663 out of 983 listed
companies are family business (Credit Suisse, 2011). Moreover, promoters of

these corporations exercise undue direct control over corporations.

According to PRS Legislative Research *(PRS, 2009) has revealed that,
there are 53,000 pending cases with Supreme Court, 4 million with High
Court, and 27 million with various District Courts. This backlog of India’s
judicial system raised pertinent questions on enactment for recovering dues
of shareholders (PRS, 2009). The regulators such as SEBI, MCA and NSE
shares jurisdiction in Indian market (Centre for Corporate Governance India,
2013). However, they are bound to overlap. Notably, Civil Courts has been
barred from hearings of corporate frauds; SEBI is entitle for such hearings
and amount collected will go towards consolidated fund of India (Kaushik et
al., 2012, p. 13).

! PRS Legislative Research (PRS) is an independent research initiative that works with the Members of

Parliament (MPs) across party lines to facilitate research support on legislative and policy issues.
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Chapter 4
Research Methodology
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4, Research Methodology
4.1 Introduction

In 1990s there was a development movement of new methodologies
for carrying out studies of educational interventions under the label of
research design (Collins et al., 2004, p.15). The research methodology is a
vital step for construction of research design and methodology for collection
of the data. The research design establishes an infrastructure for the
researcher to collect and analyse data with an effective approaches
systematically. Thus, research has been defined as, “a systematic
investigation or inquiry that is designed to collect, analyse, interpret, and
use data to understand, describe, predict, or control an educational or
psychological phenomenon or to empower individuals in such context”
(Mertens, 1998 as cited in Ha, 2011, p.190). However, complexity of research
methods in recent times has been increased dramatically. The research
benefits for an establishment of relationships among local and similar
events. The distinctive theories refers to paradigms that influences the way
of information is examined and elucidated. Thus, the features of these
paradigms defines direction of research and forms basis for methodology

and research design.

The research is a dialect that refers to search of knowledge. Research
methodology directs towards systematic solution for research problems
(Kothari, 2004, p.8). According to Bogdan and Biklen (1998, p.22) term
paradigm can be defined as “a loose collection of logically related
assumptions, concepts or propositions that orient thinking and research”.
According to Naughton et al. (2001, p.32) paradigm basically includes three
elements- nature of understanding, approach and principles for validity.
Moreover, Creswell (2003) and Neuman (2000) claims research methodology
as interpretive framework. This chapter describes approaches that are used
in order to identify gaps between theoretical framework of corporate

governance and actual practices within organisations in India.
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4.2 Research Paradigms

Mackenzie and Knipe (2006) classified theoretical research paradigms
as positivist, interpretivist, constructivist, transformative and pragmatic are

explained as follows:
4.2.1 Positivist Paradigm

Positivist or Postpositivist paradigm is referred as scientific research or
scientific method based on empiricist, rationalistic philosophy (Mertens,
2005, p.8). This type of paradigm can be applicable for social world
assumptions. The purpose of positivists is to assess theory or describe
experience through observations and measurements. Moreover, the nature
of this model is holistic, inductive intuitive and exploratory with the
qualitative findings. However, this type of research is generally associated

with quantitative data collection methods and analysis.
4.2.2 Constructivist and Interpretivist Paradigm

Interpretivist paradigm is based on impact of understanding and views
of a participant (Mackenzie and Knipe, 2006, p.198). This type of research
mainly generates and develops theory or patterns rather than following
existing theory throughout research process. Moreover, constructivist
depends upon qualitative or a combination of both qualitative and

quantitative techniques of data collection and analysis.
4.2.3 Transformative Paradigm

Transformative paradigm deals with an inquiry of intertwined politics
and political agenda that may contain transformation actions for
participants, individuals or institutions. The combined data collection
methods such as Constructivist and Interpretivist provides structure for

further development using multiple perspectives (Mertens, 2005).
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4.2.4 Pragmatic Paradigm

Pragmatic model does follow any systematic philosophy, however; it
focuses on origin and type of research problems (Somekh and Lewin, 2005).
The mixed methods of research can be used with the model. The Pragmatic
model comprises research problems and application of distinctive
approaches for the understanding of problem as a central activity. The data
collection and analysis method provide insights into questions with zero

philosophical loyalty (Creswell, 2003, p.11).
4.3 Methodological Approach

According to Walter (2006) methodology is a frame of reference for
research or overall approach of research linked with theoretical framework or
paradigms and systematic modes used for data collection and analysis

purpose.

4.3.1 Quantitative and Qualitative Methods

The quantitative and qualitative methods are often used as data
collection methods for distinct disclosures. These methods are referred to
the different nature of knowledge, understanding, purpose of research, data
collection and analysis, data representation and generalisation (McMillan and
Schumacher, 2006, p.12). The qualitative data is represented using thematic
explorations in the form of words, pictures, icons; however, quantitative data
is represented through statistics in the form of numbers. Thus, these data
collection methods can be used in combination according to the
requirements of research. The qualitative and quantitative methods viewed
as complementary for an investigation considering appropriate research
paradigms (Thomas, 2003). Quantitative research is a phenomenon based or
expressed in measurement of quantity or amount. The quantitative research
forms basis for behavioural research and aims to analyse likes-dislikes of
participants on particular things. Whereas, Qualitative research deals with
qualitative phenomenon that primarily involves quality. This type of research

also involves in-depth interviews (Kothari, 2004, p.3).
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4.4 Research Process

The research process presents a brief overview that comprises series
of actions or steps necessary for carrying out effective research. This type of
research process helped in the formulation and validation of research

methods opted in further development of the report.

4.4.1 Research Problem

The Corporate governance has significantly attracted researchers due
to the tremendous country-wise reforms. In India, corporate governance
issues are deemed to be distinguishing in-comparison with distinct
economies around the world. Thus, research has been conducted for the
purpose of understanding and identifying problems of corporate governance
in India. The pragmatic model of research and qualitative approach formed
basis of the research methodology. The pragmatic model facilitated central
activity of identifying problems and solutions for corporate governance
problems in India. In terms of qualitative approach specific Indian
organisations were selected and interviews were conducted. Moreover,
relevant literatures of corporate governance in India are reviewed for the
evaluation of previous findings in this area. The theoretical concepts of
corporate governance contrast corporate governance practices in India,

especially; Agency Theory.
4.4.2 Overview of Literatures

According to Claessens and Yurtoglu (2012, p.65); Oman (2001, p.30);
Shleifer and Vishny (1995, p.738), corporate governance plays vital role in
stimulating capital flows within an organisation domestically and
internationally. The suppliers of finance towards a corporation expects
return on investment. The question of how these suppliers acquire profits
from the managers and how do organisations monitor or control managers
and prevent frauds are unaddressed. Basically, the role, need and importance
of corporate governance within an organisation prompts for critical

investigation. Moreover, role and composition of the board, relationship

Corporate Governance: An Indian Perspective Disparities in Theory and Reality = Page 57 of 166



MKM 227 University of East London
Postgraduate Dissertation U1153960

between remuneration packages with executives performance and effects of
ownership structures forms basis for the research. The corporate governance
facilitates political and economic stability within the country. Furthermore,
competence of legislative and corporate governance framework with Indian
economy needs to be determined. The voluntary adoption of good self-
governance, incentive mechanism and agency theory can act as remedial
mechanism towards problems related to executive’s incentives, agency
problems and lack of qualified directors’ (Francis et al. 2013, p.70;
Ananchotikul and Eichengreen, 2009, p.173; Rajagopalan and Zhang, 2008,
p.55; Claessens and Fan, 2002, p.79; Khanna and Palepu, 2000, p.288;
Dahiya and Gupta, 2001, p.3; Pic, 1997). However, India’s corporate
governance highlights these problems. The limitations of optimal design
incentives, fear or distributive politics, role of voluntary mechanism in

corporate governance are the major evaluation aspects.

The stock market and corporate governance relationships affected
organisations and imposed challenges for Indian firms. Moreover,
accounting regulatory bodies in the country has failed against disclosures
and financial reporting norms (Raju et al., 2012, p.76; Dharmapala and
Khanna, 2008, pp.27-33). The poor corporate governance settings in
privatisation, relationships between changes in commercial ownerships and
within corporate governance entitles for thorough investigation. The Indian
corporate governance restructuring variations exempted number of
organisations from complex regulatory frameworks. The concentrated
ownerships mitigated corporate governance practices (Singla et al., 2013).
Moreover, established links with auditors, diminutive protection of small
investors, political connections and manipulation of stock prices hinders
corporate governance of family owned corporate (Dahiya and Gupta, 2001,
p.13). The major influential components of board dynamics and allocation of
financial resources in concentrated business ownership structures needs
critical evaluation. The family-owned business raises and dominates what
kind of corporate governance appears questionable. The role of

commercialisation, aspects of interaction between privatisation and
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corporate governance framework needs further critical evaluation. Moreover,

co-operatively owned firms and governing issues seems to be unaddressed.

Institutional investment has established a relationship with
organisational performance (Daily et al., 1998; Pic, 1997). Thus, role and
governing means for institutional investors within the arena of corporate
governance has to be verified. For example, voting or exit? Indian economic
landscape provided substantial evidence for concentrated ownerships,
domestic and international ownerships (Khanna and Palepu, 2000, p.288).
The factors that determines enforcement problems in private and public
sector, role of financial institutions in corporate governance alarms for
questionable research. The dynamic aspects of institutional changes,
corporate governance role to prevent corporate frauds and criminal liabilities
needs to be assessed. Since, the institutional investors enhance credibility of
minority shareholders (Claessens and Fan, 2002, pp.80-83). Interaction of
financing with ownership structures, causes and relationship between
institutional environment and ownership arrangements alarms for further

evaluation.

The corporate governance mechanism is an operational plan equipped
with legislative-regulatory framework for an organisation (Balasubramanian
et al.,, 2008, p.6). The features of governance reforms considering
organisational value, size and shareholders interest forms basis for critical
investigation. Moreover, corporate governance mechanism privileges
shareholders activism, organisational value and economic developments.
Hence, provide means to attain organisational transparency and
accountability (Roy, 2012, pp.17-19). The role of organisational value,
specifications of controlling mechanism for owners and extent of
organisational attention towards the enhancement of organisational value
within regulatory framework of corporate governance encourage for critical

evaluation.

Theoretically, Indian legislative framework is one of the highly investor

protective regulator in the world (Chakrabarti et al., 2007, pp.21-22).
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Therefore, can legal protection be the substitute for corporate governance
and its effects on firm-specific governing mechanism needs detalil
evaluation. The establishments such as SEBI and NSE are under rigorous
surveillance to eliminate frauds and encourage transparent trade practice. In
Indian economy, higher growth rates considered major sustainable reforms
(Chakrabarti et al., 2007, p.24). The integrity of government in shaping
corporate governance practices and regulatory policies put forward under
light of investigation considering major political and corporate scandals.
Moreover, incompetence of existing accounting norms seeks compulsory
adoption and implementation of International financial Reporting Standards
(IFRS) to stimulate foreign direct investment and formulation of transparent
and accountable financial information. Moreover, enforcements such as
compulsory adoption of clause 49 listing agreement (2004) for corporations

may opt good corporate governance policies.
4.4.3 Research Design

The construction of research design is based on type of research
questions established from theories in relevant literatures of corporate
governance. The pragmatic model of research and qualitative method helped
in construction of appropriate interview questions for management in
organisations in India. The data was collected primarily through interviews
conducted over telephone and Skype due to distinctive geographies and
economic problems in conducting interviews in-person. Thus, designed
method of research has proved to be efficient and cost-effective. The
stipulated time period and availability of resources for data collection opted

this specific design of a research study.
4.4.4 Research Population

The research population consists of small, medium and large
organisations owned privately, publicly and government-controlled within
India. Moreover, medium and large organisations are listed on NSE. The
respondents of interviews are the members of top management in selected

sample organisations.
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4.4.5 Sampling Procedure

The method of purposive sampling is used as specific organisations
are considered for the data collection purpose. Since, non-probability
sampling involves researcher’s judgements about the selection elements to
meet the purpose of the study (Kothari, 2004, p.59). The selection
judgements of these organisations was based on operational complexity and

governance problems within SMEs, MNCs and Government institutions.
4.4.6 Validity and Reliability of Data

The sincere attempt was made for an assessment of organisational
level corporate governance problems within corporations in India. The
research instrument was designed to collect desired information and effort
was made to prevent obscurities in the instrument. The introductory letter
clearly stated the purpose of study that was emailed to the respective
organisations and author of this report personally discussed contents with
regards to the interview questions. Moreover, the respondents were
professionals and expected to have knowledge and understanding of issues

under enquiry.

4.4.7 Research Limitations

The samples for research were Ilimited to selected sample
organisations. Moreover, only restricted number of organisations agreed for
the purpose of the interview. The follow-up activity was implemented
through personal and employees of sample organisations. Thus, higher level
of response was expected; however, achieved level of response considered

to be sufficient for the purpose of study.

Corporate Governance: An Indian Perspective Disparities in Theory and Reality = Page 61 of 166



MKM 227 University of East London
Postgraduate Dissertation U1153960

Chapter 5
Data Analysis
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5. Data Analysis
5.1 Introduction

In essence, this research study is mainly concerned with the
prerequisites of good corporate governance administration. Moreover, this
report aims at identification of issues in followed corporate governance
practices within MNCs, SMEs and Government Institutions in India. The
fundamentals of any business encompasses wealth creation for all the
parties that are partly or fully involved in organisational activities. The
corporate governance promulgates interactions between management,
shareholders and stakeholders of an enterprise in the pursuit of wealth
creation. Corporate governance formulates regulatory structural device to
bring desirable features of high standard accountability, transparency,
disclosure norms, ethical conduct of directors and managers for increased

organisational performance, growth and long term endurance.

In the absence of scrutiny and equilibrium in corporate governance
mechanism within an organisation may encourage management for
malpractices, frauds and can cause stakeholders scarcity. The growing
number of corporate frauds and corporate governance abuse in India,
compelled need for identification of governance problems and rectification
of corporate governance mechanism. This chapter aims to interpret the data
obtained through adopted methodology; moreover, formulate strong
arguments based on literatures and findings. The following analysis clearly
states and validate research questions based on corporate governance

practices within different corporations in India.
5.2 Primary Analysis

The primary data collection is based on interviews and annual reports
of the sample organisations. This study specifically investigate issues of
corporate governance practices in Indian MNCs, SMEs and Government
institutions according with the stated corporate governance norms in India.

Moreover, all the existing issues are discussed based on responses received.
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5.2.1 Type of Organisations

¥ MNCs
o SMEs
Professional Associztions

Other

Graph No. 1
As shown in Graph No.1 above, samples of distinctive type of business
forms such as MNCs, SMEs, Professional Associations and Non Profit
Organisations (Other) has been collected to analyse corporate governance
practices and issues. Out of total number of corporates interviewed 39% are
from MNCs and 38% are from SMEs. The remaining executives interviewed
are of professional bodies and industrial organisations, 8% and 15%

respectively.

5.2.2 Ownership Type

W Public
W Private
Professional Associztions

Other

Graph No. 2

According to Graph No.2 Above, out of total number of sample
organisations 54% are private sector and 23% are public sector organisations.

This clearly signifies dominance of private corporations in Indian businesses.
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Moreover, professional bodies and industries association (Other) contributes

15% and 8% of the research samples respectively.

5.2.3 Board Composition
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Graph No. 3

The Graph No. 3 exhibits that, the non-executive directors dominates
the total number of directors on board in all investigated organisations.
Interestingly, the number of non-executive directors in Professional and
Industrial associations (Other) comprises approximately doubled the number
of executives on board. Interestingly, it is noteworthy that two of SMEs had

Nno executives on the board.

As per analysis, within the composition of male and female members
on board male members dominates female members in all organisations.
However, number of female board members were more in MNCs and
Industrial association (Other) than the number of female board members in
SMEs and Professional associations. Thus, composition of board within
MNCs, Professional and Industrial association (Other) is more diverse than in
SMEs.
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5.2.4 Role of Directors

The board members of sample organisations performs distinctive
functions classified on the basis of nature of a sample firm. The duties of
directors in MNCs basically includes re-structuring of organisational
strategy, monitoring financial, legal and ethical performance, risk
management, regulating and advising senior management team. The 70% of
directors in MNCs performs additional duties such as periodic reviews of
corporate succession planning and corporate social policies. Moreover, 85%
of directors of these organisations are chairmen and executives in the public
listed companies and are also involved with various government bodies in
India. Interestingly, these corporates clearly stated that ensuring the
execution of corporate direction and control in-accordance with

shareholders interest and value is the primary role of board members.

The samples of SMEs are private family-managed organisations. Out of
total number of SMEs, 75% of members on board and Chairmen has direct
and indirect control over organisational activities. Moreover, board members
play significant role in decision making, strategy making policies,
formulation of committees, internal control, appointment of non-executive
members, establishing corporate governance structures. 85% of directors
lead the day to day organisational activities. Moreover, Non-Executive has
significant role play in evaluating and advising on business strategies,
mentoring, providing knowledge and experience. The 63% of directors play
additional tasks such as business success planning and raising corporate
governance standard within the organisations to ensure executives
understand compliance obligations with the code of conduct. The directors
of professional and industrial associations (Other) perform relatively similar
but, additionally different activities as being involved with the government
bodies. The major role of these directors comprises identification of
emerging challenges in corporate governance structures, development and
reinvention of action solutions, strategic and organisational decision making

policy suggestions and action agendas for distinctive sectors. Moreover,

Corporate Governance: An Indian Perspective Disparities in Theory and Reality = Page 66 of 166



MKM 227 University of East London
Postgraduate Dissertation U1153960

these directors also perform important functions such as key appointments,

risk management, sustainable development and standards of conduct.

5.2.5 Highest Qualification/ General Board Qualification
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Graph No. 4

As presented in Graph No.4 above, members of board in MNCs,
professional and industrial associations (Other) possess highest
qualifications as compared with board members in SMEs. Moreover, 6
respondents hold master’s degrees from international universities. The
major number of respondents’ qualifications comprises from the field of

Engineering, Accountancy, Finance and Science, IT, Law and Management.

The respondents of professional and industrial associations (Other)
holds professional qualifications such as Charted Accountant (CA), Company
Secretary (CS). Interestingly, one of the respondent in SMEs hold doctorate
degree in management. The analysis has also revealed that, MNCs,
professional and industrial associations (Other) has high number of highly
qualified members on board comparatively minimal qualified members in
SMEs. Surprisingly, only one of the respondents from SMEs possessed

professional qualification.
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5.2.6 Experience of Board Members
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Graph No. 5

The Graph No.5 above represents that, the respondents of MNCs,
professional and industrial associations (Other) are highly experienced as
compared with the respondents of SMEs. Moreover, 60% of respondents and
members of board possess more than 20 years of experience. However, only

20% out of total respondents has lesser experience than of 15 years.

According to the responses received, high number of other board
members possess minimum 15 years of experience. However, board
members in SMEs has more than 10 years of experience. Interestingly, one of
the respondents in SMEs quoted that, board members comprises relatively
young-professionally qualified members with minimum years of experience.
The analysis has also revealed that, MNCs, professional and industrial
associations (Other) has high number of experienced members on board

comparatively lower in SMEs.
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5.2.7 Salary Range
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Graph No. 6

According to the Graph No.6 above, 90% and 10% of SMEs board
members were salaried less than £5,000 and £10,000 respectively. The
executives of 70% in MNCs were paid more than £15,000; whereas, only 30%
of MNCs members of board were compensated less than £10,000. As
compared with remuneration packages in MNCs, board members in
professional and industrial associations (Other) were salaried low as
£10,000.

5.2.8 Remuneration Policy

The remuneration policy has driven individual executives towards
performance and  organisational success. Moreover, company’s
compensation policies attract, retain, improve and stimulate high
performance of workforce. 90% of MNCs respondents follow mixed
compensation strategies based on performance that comprises fixed pay,
benefits and variable pay. The executive and non-executive directors’
remuneration encompasses allowances, benefits, perquisites as fixed

constituent and commission as flexible constituent. The board members
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reviews performance of non-executives annually. 60% of MNCs respondents
revealed that, board members fix any fees/compensation including stock
options and sitting fees payable towards non-executive directors within the
limits agreed by shareholders. Moreover, the calculation of commission is
based on reference with firm’s net profit in financial year particularly;
according to the sections 198 and 309 of Companies Act, 1956. One of the
respondents has quoted that, the terms of reference of directors’
remuneration are as per the SEBI’s guidelines within Clause 49 and in-
accordance with NSE that includes formulation of company’s policy on

specific remuneration packages for directors.

The 65% of SMEs respondents revealed that, they do not retain any
transactions or pecuniary relationship with non-executive directors
excluding payment of sitting fees and settlement of expenditures occurred
for travel, attending board and committee meetings. The sitting fees are
compensated as per provisions within Companies Act, 1956. According to
20% of the SMEs respondents, no other compensation is paid towards board
members except commission at 2% and 0.5% of the firm’s net profit in
accordance with section 349 of the Companies Act, 1956. Furthermore, no
other performance related incentives were paid to the board members.
However, 10% of SMEs respondents quoted that, in-view of accumulated
losses, no commission has been paid towards board members for the year
2012. Surprisingly, severance fee and performance-linked incentives are not

stipulated at their terms of appointments.

The professional and industrial associations (Other) strongly
encourage and propagate a culture of empowerment, professionalism and
creative freedom. Thus, compensation packages consists of base
remuneration, perquisites and performance-based incentives. Moreover,
analysis has also revealed that, the remuneration packages towards
members of board has significant ties with the performance. The
remuneration policies and practices are in-line with current market dynamics
and remain commensurate with industry norms in-compliance with
Companies Act, 1956.
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5.2.9 Training Programmes

The directorship carries distinct liabilities and benefits. Thus,
members of board needs to undergo various training and development
programmes. Respondents has revealed that, corporations particularly invest
in upgrading and updating employees’ skills through different channels such
as on-job and classroom-based trainings, external certification-based
courses, technology-enabled Ilearning and offer sponsorships for
professional education. Out of total number of respondents 78% answered in
affirmative while 22% in negative for providing sponsorships towards
professional development in their respective trade. 69% of respondents
confirmed that, organisations conduct several learning and development
programmes comprising Professional Development Programme (PDP) and
initial learning programme (ILP) for improving workforce productivity and
competencies in technology, domain and processes to enhance human
capital value, address business demand and provide opportunities for

experimental leadership learnings.

In addition to internal professional programmes and workshops, the
top and middle level management are trained through various programmes
offered within reputed management institutes nationally and worldwide. The
training programmes are designed for members through seminars,
workshops based on emerging issues and changes in corporate laws,
corporate governance, corporate social responsibility and other matters of
interest. Remarkably, all MNCs respondents had undergone professional
development programmes comparatively less in SMEs. The respondents from
MNCs, professional and industrial associations (Other) has also revealed that,
programmes such as Leadership Development Programme (LDP), Executive
Development Programme (EPD) and Management Skills Orientation
Programme (MSOP) are specifically conducted for board members and 55%
have recently attended these programmes. Only 30% of SMEs respondents

had recently undergone management development programmes.
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5.2.10 Audit Committee

According to the responses received, audit committee within an
organisation reassures the existence of a competent internal controlling
environment towards the board members. As, the audit committee is
authorised to scrutinise any action and trail any required information from
an employee within its terms of reference. The analysis has revealed that, the
respondent organisations has board level audit committee that acts as a link
between board of directors, management, statutory and internal auditors
that administers financial reporting process. Moreover, 70% out of total
number of respondents has committee presently comprises of number of
maximum non-executive directors than executive directors. 25% of
respondents revealed that, their audit committee encompasses only of non-
executive directors. According to the 72% respondents, internal auditors and
statutory audit partner such as, M/s. Deloitte Haskins and Sells, S.R. Batliboi
and Co., Ernst and Young Private Limited etc. oversees internal audit
activities in-line with international practice. Moreover, 54% respondents
quoted that, the outsourcing of internal audit function produced better

results and added more value towards current process.

Interestingly, respondent organisations has implemented usage of ERP
system to record data for accounting, consolidation and management
information purpose that connects with different locations for efficient
exchange of information. It was found that 62% of SMEs responded were in
favour of professional auditors such as chartered and cost accounting firms,
independent external auditors (40% of total sample enterprises); another
substantial number of the respondents said that, the internal employees
perform audit function (40% of total sample enterprise) and about 4%
through finance and account advisors. Most of the organisations believed
statutory auditors should be independent from any influence. Interestingly,
professional and industrial associations (Other) appoints auditors each year
based on rotational policy for an audit function. According to the
respondents some of the recent statutory auditors comprises of M/s. Thakur
Vaidyanath Aiyar & Co, M/s. G C Sharda & Co.
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5.2.11 Risk Management and Internal Control

According to the respondents, organisations had undergone enduring
process of risk evaluation and management. The 95% of respondents has a
comprehensive risk management policy and board of directors periodically
reviews this process. Moreover, during the period under review,
presentations are arranged on critical risk aspects and respective units
formulate mitigation plans towards board members. The 75% of respondents
has revealed that, the live demonstration of an online Risk Management Tool
is also used for more clarity in this process. Interestingly, 100% of MNCs,
professional and industrial associations (Other) and 25 % of SMEs has framed
an Enterprise-wide Risk Management (ERM) programme based on (COSO) the
Committee of Sponsoring Organisations of Treadway Commission

framework.

25% of the SMEs entrepreneurs said that, they found ERM programmes
expensive and complex for their organisations. Interestingly, one of the
respondents quoted that, they rely only on experience of top management.
One of the respondents has quoted that, Risk Management Group (RMG) and
Finance Group performs under the supervision of risk management
committee and Board. The risk management framework ensures that various
risks are understood, measured and alleviated. Moreover, established
procedures and policies that addresses these risks are strictly adhered too.
The analysis has revealed that, risk management and internal control has
direct relationship with the overall functioning and growth of an
organisation. Moreover, ERM programmes benefits identification of risk
across various levels of the organisation such as strategic, operational,
financial and compliance-related risks. This also includes risk assessment
and mitigation at distinctive levels within an organisation such as
organisational, functional division level, project and relationship level. Thus,
risk management framework facilitated sample corporations in positioning
down procedures to notify directors about the risk assessment and
minimisation procedures. Moreover, periodic reviews of these procedures

benefited executives to control risk through properly defined framework.
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5.2.12 Compliance with Clause 49 and Disclosure Norms

According to the respondents, in order to protect investors’ interest
and organisational behaviour corporations require constant and effective
regulator surveillance. The systematic adjustments of capital markets in
domestic and international financial flows require constructive supervision
on corporate governance. Moreover, good corporate standards calls for
professional vigilance. The clause 49 has been overarching legal provisions
in-accordance with corporate governance framework. Corporate governance
adjustments has provided framework with respect to rules, board and
committee composition, discloser norms such as directors’ activism,
regulations of auditors, risk management and internal control for the

organisations.

The analysis has also revealed that, the respondents has been
benefited from Clause 49 of the Listing Agreement. Thus, regulatory shift in
policy making with global reforms has ensured organisational liquidity and
improved investors’ confidence towards established practices. 69% of
respondents has revealed that, Clause 49 facilitated in creating awareness
about directors roles and responsibilities. Thus, compliance with current
corporate governance standards seems to be increasing. The respondents
has also quoted that, the nature and qualification of benefits flowing from
robust corporate governance mechanism is an influencing factor from the
investors’ perspective. 72% respondents posited that, their organisations
comply with some non-mandatory guidelines of Clause 49. Moreover, 36%
out of total number of respondents has adopted non-mandatory suggestions
on independent directors and whistle-blower policy for the improved

corporate governance performance within an organisation.

According to the analysis, independence of board members and
various committees has facilitated unbiased and insightful leadership.
Therefore, organisations should not only attempt to meet recommendation
of Clause 49 but also implement measures to mitigate risk that impacts
shareholders value. Some of the respondents quoted that, in case of non-

independent chairman 50% independent executives on board is a stringent
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requirement because of the critical functioning of executive directors that
can increase board size. However, some responded that, the independent
review system is crucial for smooth functioning of any organisation. The
segregation of chairman and CEO benefits organisational transparency,
professionalism and accountability. However, 10% of SMEs respondents
quoted that, the segregation of chairman and CEO is insufficient in the
inherent family cultured organisation than professional set-ups. 78% of
respondents quoted that, there are inadequate procedures for the
adjustments of new directors within specific organisational environment
regardless of their knowledge and experience in relevant industry.
Interestingly, only 63% of respondents believed that, independent directors
should communicate and express opinions with full independence; whereas,
15% did not commented much about independent directors. Moreover, 36%
of respondents quoted that, distinctive business environments demand
distinct approaches; therefore, tenure of independent directors should not
be defined.

According to the responses received, provisions of audit committee
provides framework for assessing internal control. However, weak vigilance
on external audit firms may encourage fraudulent representation of financial
information. The number of respondents has quoted that, joint auditors
increase operational cost rather than necessary audit quality. The most of
the respondent organisations follow standard practice of quarterly board
meetings. However, Clause 49 dose not set the upper cap on the number of
board meetings. The respondents has appreciated new provisions within
Companies Bill (2012) towards the usage of electronic means for board
meetings than physical conduct of meetings. It has enhanced seamless
connectivity amongst members. The analysis has revealed that, most of the
respondents comply with the disclosure norms as per SEBI. Surprisingly,
some of the respondents were hesitant to comment about the compliance

with disclosure norms of Clause 49.

Corporate Governance: An Indian Perspective Disparities in Theory and Reality = Page 75 of 166



MKM 227 University of East London
Postgraduate Dissertation U1153960

5.2.13 Adoption of IFRS

The analysis has revealed that, the globalisation of Indian economy
has created need for adoption of (IFRS) International Financial Reporting
Standard to bring more uniform and transparent practices for satisfying
needs of wide users of financial information. MNCs Respondents quoted
that, the adoption of IFRS may benefit in raising overseas capital due to
better quality and comparability within financial statements and information.
The organisations will benefit in preparation of consolidated statements that
can result in reduced time and cost in the preparation of financial statements
in different territories. However, lack of training programmes, impact on tax
system, reduced competition, poor communication between groups, limited
knowledge transfer, failure of effective communication between
shareholders, board members, audit committees and investors has restricted

implementation of IFRS in India.

Interestingly, SMEs respondents were positive about IFRS but appealed
to be hesitant in adoption and implementation of IFRS in business
environment. 25% of SMEs respondents highlighted key issues in
implementation of IFRS such as extensive financial cost, lack of trained
professionals, time and cost involved in maintaining accounts, major
domestic investments, legal and regulatory framework. However,
respondents also quoted that, adoption of IFRS may raise global capital at
low cost, increase investors’ satisfaction, benefit in expansion and growth of
corporations. The analysis has revealed that, the issues and manipulative
disclosure practices in accounting system in India has put forward need for

convergence but significantly adoption of IFRS.
5.2.14 Benefits and Necessity of Corporate Governance

According to the responses received, corporate governance
contributes towards organisational efficiency and country’s economic
development. The good corporate governance practices has facilitated most
of the respondent organisations towards decision making freedom of board

members on progress and innovation within an established framework. The
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ethical norms of corporate governance has benefited most of the
respondents in attracting investors and human capital domestically as well
as internationally. The corporate governance has also benefited
establishment of relationships between shareholders and credibility to retain
capital for long-term. The analysis has revealed that, the good corporate
governance practices have added considerable value towards operational
performance of the respondent organisations. Moreover, adoption of
corporate governance norms has built confidence in shareholders and
stakeholders. Some respondents has quoted that, corporate governance

practices has reduced perceived risk and capital cost.

The respondents has expressed a need of good corporate governance
practices within Indian organisations. Since, corporate governance system
deals with directing and controlling organisational activities, stimulating
corporate accountability and transparency. In India, the good corporate
governance practices can benefit all forms of organisations in attaining
corporate objectives and ensuring adequate disclosures, effective decision
making, organisational transparency and statutory compliance, protection of
shareholders’ interests and ethical behaviour of corporates. The respondents
has quoted that, the implementation and adoption of good corporate
governance within Indian organisations can prevent fraudulent behaviours
and corporate risk that has startled global investors. Moreover, constant
effort towards improvement of operational performance with directed firm-
specific values forms the base for good corporate governance. Furthermore,
corporate governance establishes strong value impelled facet such as
learning, trust, commitment, integrity, teamwork, quality, discipline, respect,
transparency and customer orientation. The analysis has also revealed that,
corporate governance directs conduct of organisational undertakings with a
fair-view for shareholders benefits and rights. This framework provides a
tool for control and prevent interest conflicts within involved parties.
Moreover, corporate governance integrates economic and more importantly

social involvement of corporates.
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Interestingly, most of the respondents has quoted that, an attempt of
Indian organisations is not only towards organisational growth and long-
term enhancement of shareholders value and wealth, but also towards
socio-economic development that seems to be principle during current
movement of legislative reforms in India. Remarkably, number of respondent
corporates generate domestic and worldwide employment opportunities.
Moreover, most of the corporates have facilitated development programmes
for economically backward groups’ namely educational scholarships, health

and environment programmes for better living of the community.
5.2.15 Corporate Governance in India- Practices, Problems and Solutions

According to the responses received, India’s corporate governance
reforms has stimulated capital flows and attracted financial suppliers within
MNCs at large and comparatively low in SMEs. The basic phenomenon of
corporate governance has provided stringent controlling and directing
mechanism for Indian corporates. Moreover, after the Satyam scandal Indian
regulators had pronouncedly stringent corporate governance norms for all
organisations. The new Companies Bill (2012) and Clause 49 of listing
agreement are stringent; thus, may encourage ethical behaviour and prevent
corporate frauds. Furthermore, adoption of voluntary guidelines can benefit
Indian corporates. One of the respondents has quoted that, regardless of
corporate governance reforms it is the duty of executives and organisational
participants to accept and adopt these changes for betterment of
corporations as well as shareholders and ultimately of a country. However,
direct-indirect interference of political institutions has been a major
troublesome in recent period. Some respondents believed that, separation of
SEBI as a watchdog may cultivate good corporate governance practice in

India.

According to the respondents, private companies and particularly SMEs
should exercise separation of chairmen and CEO as guided in Companies Bill
for better organisational performance and growth. SMEs and family-owned

businesses can build confidence in shareholders, attract investors and set
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pitch for internationalisation of their business activities. However, lack of
incentives and training towards management has been deforesting corporate
governance mechanism in SMEs. Thus, debt restructuring mechanism may

manipulate concentrated ownership structures in Indian organisations.

The analysis has revealed that, institutional investors and government
policies are changing in favour of SMEs to increase shareholders credibility
and instigate overall organisational development. Some of the respondents
has appreciated publications of SEBI on corporate governance guidelines
especially for SMEs. Interestingly, most of the respondent organisations have
registered their interest for adoption of IFRS due to incompetence of Indian
accounting standards in current globalised business world. Moreover, the
relationships with accounting firms and external auditors plays manipulative
role in the disclosure of financial information. The dominance of majority
shareholder and minority shareholders has been a primary agency problem
in India. However, strict disciplining of shareholders can be the key solution

of a problem.

One of the respondents has quoted that, instead of waiting for laws to
change adoption and implementation of ethical and good corporate
governance is better for overall organisational development. Moreover,
corporate governance in India can be strengthen through an ethical
behaviour of the society on whole. The enforcement of compulsory adoption
of clause 49 guidelines and IFRS can inject drastic progression within Indian
corporate sector. Some of the respondents were concerned with active
participation of SEBI in this process. According to the respondents, SEBI can
conduct corporate governance audits and periodic reviews to understand
difficulties in implementation and adoption of corporate governance norms
based on distinctive business forms. Furthermore, these practices may
ensure implementation of good corporate governance mechanism in the

country.
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5.3 Findings

Indian business sector is the composition of diverse business forms;
however, private sector especially family-owned businesses dominate Indian
corporate sector. Most of the respondent organisations comply with SEBI’s
norms in-regards with the composition of board in case of executive or non-
executive chairman and number of independent executives; as independent
executives facilitates sources of investments, ideas, experience, knowledge
and expertise. Interestingly, OECD’s perspective on introduction of women
members on board has improved diversification of board within MNCs,

Professional and Industrial association (Other) than in SMEs.

The directors on board of MNCs, professional and industrial
association performs advisory role; whereas 75% board members of SMEs
respondent are involved in daily organisational activities. This type of
involvement of board members can excel and deteriorate SMEs in long run.
Interestingly, high number of directors also serve on distinct organisational
boards. The executives on board are well-qualified and also possess
professional qualifications in their areas of service. The board members in
MNCs, Professional and Industrial association has extensive experience;
whereas, SMEs has combination young experts and experienced members on
board. The directors’ of MNCs, professional and industrial association are
highly paid as compared with SMEs that may set parameters for their

performance on board and ultimately of organisation on whole.

The remuneration policy substantially influences board members
performance. The executives and non-executives of MNCs and professional
associations’ respondents strongly believes that, organisational performance
has links with executives’ remuneration packages. Surprisingly, 65% of SMEs
do not entertain any relationship with non-executive directors that may
restrict organisational and ultimately shareholders growth. Indian
organisations are seems to be complying with legislative norms and moving
towards excellence of their executives for extensive organisational results.
The 69% of enterprises provide training programmes for directors and

employees. All the directors of MNCs, professional and industrial association
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has undergone corporate governance programmes such Leadership
Development Programme (LDP) and Executive Development Programme (EPD)
whereas; comparatively low number of SMEs respondents has recently

undergone such development programmes.

The audit committee of the organisations has provided reassurance
towards the board to maintain effective internal controlling environment.
Moreover, audit committee is accredited to review any organisational activity.
The audit committee serves as a linkage between directors, management and
internal and statutory auditors as well as administers the process of financial
reporting. 70% of organisation has executives and non-executives on audit
committee whereas 25% of organisations comprises only of non-executives
on audit committee. Interestingly, high number of organisations has
implemented ERP; whereas, SMEs depends on professional accounting firms,
employees and independent external auditors. Interestingly, professional
and industrial associations (Other) exercise rotational audit policy for the
prevention of frauds. The high substantial number of organisations has risk
management and internal control policies in place such as ERM due to direct
relationship of these functions with organisations operations and growth.
Interestingly, some of the SMEs rely on experience of top management
whereas, financial enterprises has formed risk management groups under
the supervision of board members. The organisations strongly believes that,
risk management function analyses and mitigate risk involved at the

different levels of organisational activities.

The clause 49 has been overarching legal provisions in-accordance
with corporate governance mechanism. These Corporate governance
adjustments has provided an effective framework with respect to guidelines
for board composition, for discloser norms on directors’ activism and
regulations for auditors, risk management and internal control for the
organisations. The organisations has benefited from Clause 49 of Listing
Agreement. The regulatory shift with global changes in policy making has

ensured organisational liquidity and improved investors’ confidence towards
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established practices. Interestingly, 36% of respondents has adopted non

mandatory suggestions on whistle-blower policy and independent directors.

The provision in Clause 49 on independent directors and separation of
ownership has provided organisations with unbiased leadership whereas,
some respondent found these requirements more stringent. It has been
found that, there are inadequate procedures for the adjustment of new
directors within specific organisational environment; moreover, limited
tenure of directors seems to be less appreciated. The weak vigilance on
external audit firms may encourage fraudulent representation of financial
information. Moreover, joint auditors do increase cost rather than necessary
audit quality. Clause 49 dose not set an upper cap on the number of board
meetings. The new Companies Bill provides electronic means of board
meetings than physical meetings that has enhanced seamless connectivity
amongst members. The most of the respondents comply with the disclosure
norms of SEBI. The Indian organisations has appreciated move towards
convergence with IFRS. MNCs can benefit adoption of IFRS in the process of
internationalisation; however, SMEs are hesitant towards adoption of IFRS
instead of problems in current Indian accounting standards. There are issues
related with the IFRS in regards with cost, trainings, investments and

country’s legal a framework.

The corporate governance framework has benefited enterprises in
aspects of decision making, ethical behaviour, operational risk, increased
foreign and domestic investments, strong shareholders relationships, fraud
preventions and ultimately added towards organisational value. The Indian
organisations quoted the need of good corporate governance practices due
to convergence with global economy. The Indian corporates seems to be
involved with social development programmes. Moreover, the corporate
governance mechanism has been widely practiced phenomenon in India
irrespective of issues within practices. Interestingly, enormous number of
SMEs are turning towards corporate governance as SOcio-economic
successive tool rather than only stringent mechanism. Thus, corporate

governance reforms are major capital stimulating factor for organisation in
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India. The corporate governance has facilitated stringent directing and
controlling mechanism to prevent corporate frauds. However, the source of
corporate fraud can’t be defined and controlled unless organisations adopt
and implement strict ethical norms at organisational as well as personal
level. The major reforms in Companies Bill and Clause 49 of listing
agreement provides and encourages means of ethical practices within Indian
corporate sector.

The political system in India play manipulative role towards some
organisations. Furthermore, division of SEBI and other regulating bodies as a
watchdog on corporate activities may inject operational benefits at large. The
separate ownership norms has not been increasingly adopted in SMEs;
whereas, MNCs seems to be positive about these structural reforms. Thus,
this may continue manipulative activities of directors and chairmen in SMEs
and restrict means of global organisational expansion. However, adoption
and implementation of good corporate governance mechanism can develop
organisational health for long term. The problems of dominance and
conflicts of majority-minority shareholders became devastating fact for
Indian organisations. Thus, implementation of debt restructuring mechanism
can prevent such problems. The personal relationships with the external
audit firms plays questionable role that disturbs shareholders confidence.
Therefore, organisations has registered their interest for the adoption of
IFRS. Moreover, corporate governance audits and periodic reviews of SEBI at
both implementation and adoption level can procure key changes in the

Indian corporate governance practices.
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Chapter 6
Conclusion and Recommendations
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6. Conclusion and Recommendations

6.1 Conclusion

The corporate governance is a sole mechanism that facilitates reform
agenda comprising improved supervision, capital market and financial
institutional regulations, adaptive microeconomic and exchange rate policies
for new open financial environment and better competitive policies
(Ananchotikul and Eichengreen, 2009). The incompetent corporate
ownership structures, failures of board, distressed shareholders activism,
non-transparent accounting practices and disclosures, frauds and
malpractices of corporates are the causes of corporate governance
predicament in India (Som, 2006). Moreover, corporate governance
structures in India are evident to be incompetent, and unsuccessful due to
high competition and economic deregulation (Dahiya and Gupta, 2001;
Khanna and Palepu, 2000). However, improved corporate governance can
contribute towards an establishment of international financial markets and
facilitate productivity growth. Thus, problems of corporate governance
abuses can be dissolved through regulatory market forces and capitalised
market (Kaushik et al., 2012, Varma, 1997).

The agency problem arises in low investment protected countries; thus
establishment of good corporate governance mechanism is significant in
these countries (Francis et al., 2013). The paradigm shift of corporate
governance exposed top level management towards new set of challenges in
India (Sharma and Gupta, 2012). Moreover, corporate governance norms for
separation of ownership has not been increasingly adopted within Indian
corporations yet; though, this type of corporate behaviour can manipulate
activities of directors, chairman and may restrict organisational growth (Luo,
2013; Dutta, 2006). Thus, separation of CEO and chairman is insufficient in
inherent family cultured organisation than in any professional set-ups. As a
result, positive relationships between organisational value and managerial
holding beyond certain threshold is constant with the fact that many Indian
corporates are typically family-dominated (Sarkar and Sarkar, 2000). The

shareholders’ dominance and conflicts has been a central issue for Indian
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corporate sector (Varma, 1997). Therefore, debt mechanism can be
implemented as disciplining mechanism to comprehend agency problems
between management and outside stakeholders (Dwivedi and Jain, 2005;
Sarkar, and Sarkar, 2005). However, debt mechanism can impose positive or
negative effects on organisational value, growth and performance. Thus, any
single corporate governance model cannot be pertinent (Shleifer and Vishny,
1997).

The findings suggests that, Indian business sector is a composition of
distinct types of business forms; however, private sector especially family-
owned businesses dominate Indian corporate sector (Kumar and Singh,
2013; Fan and Wong, 2005). The board of directors are primary internal
controlling mechanism; moreover, directors act as shareholder
representatives and perform monitoring and strategic functions within an
organisation (Singla et al., 2013). Thus, appointment of professionally
trained-qualified executives and non-executives is significant due to the
benefits attached with them such as source of investments, ideas,
experience, knowledge and expertise (Aggarwal and Kaur, 2012). However,
corporate governance must not be consigned exclusively on independent
directors’ regardless of directorates’ type (Pergola and Joseph, 2009). The
remuneration policy significantly influences board members performance
(Kakabadse et al., 2001). However, SMEs may not retain any relationship with
non-executive directors that may restrict organisational and shareholders
growth. Moreover, lack of incentives and qualified directors, shareholders’
dominance and weak monitoring structure can hamper corporate governance

mechanism within an organisation (Rajagopalan and Zhang, 2008).

The major reforms in Companies Bill (2012) and Clause 49 of listing
agreement (2004) may provide and encourage means of ethical practices for
Indian corporates. Despite of stringent guidelines within Clause 49 on
independent directors and separation of ownership provides an unbiased
leadership (SEBI, 2013; Broni and Velentzas, 2012). The new Companies Bill
(2012) provides distinct benefits towards organisational conduct. Thus,

Indian legal structure provides adequate corporate governance mechanism
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and powers towards board of directors for transparent functioning of an
organisation (Chakrabarti et al., 2007). However, variations in legal system
and organisation-specific governance standards, relationship amongst
organisation-specific governance mechanism and monitoring on investors’
protection laws formulate further research (Aggarwal and Kaur, 2012). Thus,
differences in firm-level corporate governance mechanism prompts for
performance based, market valuation and external financial accessibility

problems in the country (Klapper and Love, 2004).

The audit committee has been empowered to review any undertaking
within an organisation (Raju et al., 2012). Moreover, board level audit
committee establishes connection amongst management, internal and
statutory auditors and directors as well as governs financial reporting
process (Fan and Wong, 2005). The Indian organisations heavily depends on
professional accounting firms, employees and independent external auditors
for an audit function. Since, audit committee ensures consummate financial
functioning as an important concern of corporate governance mechanism to
safeguard shareholders’ wealth (Aggarwal and Kaur, 2012). However,
complete alliance of board of directors or non-executive directors is an
ineffective step that may lead towards corporate governance failure (Khanna
and Palepu, 2004). The weak vigilance on external audit firms may
encourage fraudulent representation of financial information (Khanna and
Palepu, 2000). Moreover, joint auditors does increase cost rather than
necessary audit quality (Fan and Wong, 2005). Therefore, adoption of IFRS
can benefit Indian organisations; however, issues of cost, trainings,
investments and country’s legal a framework can decelerate process of
adoption (ICAI, 2010).

This study point towards that, the corporate governance framework
can benefit organisations in various aspects of decision making, ethical
behaviour, operational risk, international and domestic investments, strong
shareholders relationships, fraud preventions and ultimately development of
organisational value (Roy, 2012; McGee and Bose, 2009; Sarkar and Sarkar,

2000). The risk management function analyses and mitigates risk involved at
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different levels of organisational activities. However, SMEs rely only on
experience of top management; whereas, financial enterprises formed risk
management groups under the supervision of board members. Even though,
Indian regulatory framework provides one of the highest level of investors’
protection theoretically and substantial corruption can deteriorate corporate
governance structure in the country (Chakrabarti et al., 2007). Moreover,
sources of corporate fraud cannot be defined and controlled unless
corporates adopt and implement ethical norms rigorously at organisational
as well as personal level. Therefore, existence of good corporate governance
for today’s complex and dynamic business environment for sustainable
reforms is essential to prevent corporate scandals, frauds, civil and criminal
liabilities within an organisation (Roy, 2012). Moreover, firm-specific
corporate governance is more feasible within organisations in India (Klapper
and Love, 2004).

The corporate social responsibility is recommended in-context with
international development and poverty mitigation aspects due to the benefits
of contribution towards equity, economic growth and human rights
(Blowfield and Frynas, 2005). Interestingly, Indian corporations are turning
towards corporate governance as corporate and socio-economic successive
tool rather than only stringent mechanism. The interference of domestic
political institutions may hinder organisational performance Ananchotikul
and Eichengreen, 2009; Kakabadse et al., 2001; Varma, 1997). However,
good political governance can overcome country-wise development and
regulatory obstacles and reinforce good corporate governance (Oman,
2001). Moreover, political and microeconomic stability are essential factors
for good corporate governance that facilitates freedom of voice for investors
and investment incentives towards government (Ananchotikul and
Eichengreen, 2009).

The separation of SEBI and other regulating bodies as a watchdog can
improve corporate activities within the country (Companies Bill, 2012). The
periodic reviews and corporate governance audits of SEBI at different levels

of implementation and adoption can procure key changes in Indian corporate
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governance practices. Moreover, good corporate governance can incorporate
transparency principles, independence of boards, accountability and
fairness, social-environmental concern of stakeholders, unbiased directorate
selection procedures for formulation and implementation of organisational
policies and controlling operational strategies (Hothi et al., 2011).
Furthermore, corporate governance will facilitate lucrative framework
towards organisations, its participants and ultimately towards country-wise
economy (Gourevitch and Shinn, 2005; Letza et al., 2004). The good
corporate governance practice can benefit India’s dominance within global
economy. Therefore, implementation and development of good corporate

governance norms is an effective step (Chakrabarti, 2005).
6.2 Recommendations

The new structural reforms of corporate governance in India can
promulgate adoption and implementation of good practices within Indian
corporates. Moreover, following recommendations can be seen as model of

good corporate governance for Indian Organisations.

The appointment of board members should be based on following

aspects to ensure transparency and sense of responsibility:

- Qualification
- Experience

- Integrity

- Skills

- Interest

The board of directors should maintain balance between number of
executive and non-executive members. Moreover, number of non-executive
directors should be sufficient enough as per the SEBI’s guidelines in Clause
49 to provide independent judgements on organisational strategies, decision
making, key appointments, conflict resolution, attracting investment and for
better organisational performance. The organisations must improve

diversification within composition of board members. The board members
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should conduct regular meetings and monitor organisational activities
closely. Moreover, directors must perform advisory role rather than
interfering in day to day organisational activities. The board members should
undergo regular training programmes on corporate governance. The all
types of business forms should form diverse committees for better
monitoring and controlling activities. The organisations can form

committees such as:

- Finance Committee
- Executive Committee
- Audit Committee

- Remuneration Committee

The composition of audit committee should integrate independent
non-executive directors. This committee must reassurance organisational
board on corporality of the efficient internal controlling environment. The
internal audit committee must report and have access towards CEO and
board members of an organisation. The organisations should publish and
enforce ethical code of conduct to maintain high standards of ethical
behaviour at all levels of organisation. The organisations can conduct ethical
training programmes for management as well as employees. The
organisations must implement risk management and internal control policies
such as ERM due to its direct relationship with the operations and growth of
an organisation. Moreover, this function may facilitate investigation and
mitigation of risk involved at the different levels of an organisation.
Moreover, companies must adopt Whistle Blower policy as per the norms of
SEBI.

The adoption and implementation of clause 49, Companies Bill and
SEBI’s norms can provide stringent framework with-respect to procedures,
board composition, discloser norms such as directors’ activism and
regulations of auditors, risk management and internal control for
organisations. However, these norms must ensure unbiased leadership,
organisational liquidity and improve confidence within investors toward

established practices. The organisations must comply with the disclosure
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norms as per SEBI. The organisations must include section of Management
Discussion and Analysis (MD&A) in yearly report for more transparent
disclosure of information for shareholders (SEBI, 2004). Moreover,
convergence with IFRS can Dbenefit SMEs in the process of
internationalisation. However, issues of cost, trainings, investments and
country’s legal framework may restrict implementation of IFRS. The

organisations must avoid interference of domestic political institutions.

The adoption and implementation of good corporate governance
mechanism can develop organisational health in long run. Thus, good
governing organisation can rely less on legal systems of the country to
dissolve corporate governance conflicts that may result in improved
investors’ protection and minority shareholder rights independently. The
good corporate governance practices can develop organisational
performance, capital growth, sustainable productivity, intact shareholders’
interest, enhancement of organisational value and shareholders’ trust (Roy,
2012). Therefore, Indian organisations must adopt necessary guidelines as
published by SEBI for the better corporate governance mechanism within
organisation. Moreover, adoption and implementation of corporate
governance practices can result in high profits, market value and sales
growth, lower capital cost that facilitates greater access towards external
finances (Sur and Chakraborty, 2006).

6.3 Limitations of Study

The scope of study was inadequate to selected sample organisations;
though signified diverse business forms within the economy. As a result,
samples were representative of organisations within India. These
organisations were expected to have high motivation and resources to
secure opportunities for adoption and implementation of good corporate
governance practices preceding to their adoption being compulsorily
initiated through national regulators. Moreover, study could not engage the
additional statistical analysis of regression. Furthermore, the findings may

have been dissimilar if the large size of samples were comprised and period
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of study was prolonged. This research may not have considered other factors

that can effectively be tracked in future research.
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8. Appendices
8.1 Appendix 1

8.1.1 RBI’s Recommendations for Corporate Governance in India

ISSUE CODES AND PRINCIPLES / CURRENT PROVISIONS IN INDIA /
ISSUES AND RECOMMENDATIONS
BOARD ISSUES
Re:ponubiliry | CODES AND PRIN S

oftheBoard | 520D Principles

The board thould &S] certaia key fumctioas, suck a3 () roviewing and
gFmdng corporate sTategy. risk policy, ammual budget and business
plans, setung performance objectives, mmomitoring corponate
performance and oversesing major capital expesdinwes axd
acquisitions; (1) selectag compenmsating and momitoring key
execmtves; (i) reviewmg key exscunve ndbondm(n)
monitoring and mamaging potential coaflicts of imterest of
mazsagement, board members and sharsbolders: (v) essuning the
Imtegrity of corporation’s accomnting and fimancial reporting systemms;
(vi) moaitoring the efectivensss of the governance practices: and (i)
overesing the process of discloswre and communications
BIS

Bazk boards should establish statepc cbjectives and set corporate
values thae will &rect the oagoing actvites of the bazk. The board should
snsure that weaicr management muplements policies Sat prokibir actvites
and relationships that dimimich the quality of corporate govermance, such
as conflicts of mterest, self-dealing and preferential dealing: with related
pxrtes. Board should et a=d enforce clear Lmes of respoawhility axd
accoumtability throughout the organisation Koeeping I view thexr
ovenuight role board of dirsctors wbould feel sxmpowsred to recommend
sound practices, provide dspassiomate advice, and avoid coaflict of
merests.

LSE Comdimed Code

Every listed company should be beaded by a3 effective board which
sbould lead and cozrol the compazy.

SEBI
The board of directoes of a compamy divects and coazrols the
mazsagement of 3 compazny. The day-to-day mamagement of the
company is the responsibility of the management

CURRENT PROVISIONS

Companies
The board of dectors is the nltmate governing body of a compaay. It
AZIOVE eXWAINS powers 33 provided mander e Companies Act and the

company’s Articles Some of these powers e exercisable at board
mestings while others require the consent of e sharebolden

Directers, who are appointed 3z Sducianies of the company, e
“expected to dsplyy @ wmmoit good futh towads e compasy
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ISSUE CODES AND PRINCIPLES / CURRENT PROVISIONS IN INDIA/
ISSUES AND RECOMMENDATIONS
whether thewr dealings are with e compasy or oz bebalf of the
company”. ($.291)
The board may, thromgh a resolution. delegate its powers to the
masagers. However, it remains the duty of the board o set out kimit to
the powen delegated to management The board shomld not act
zeghgently o the management of the compazy s affair.
The boaxd of directors mmust &iclose their imterest in any Tamsactions
of the company. Board's sanctica is required for certain comtracts i
which particular directors are terested They mmst avedd condlices of
iterests in heir duties and obligations to the company.
The board is respoasible for signing of the compazny’s balance sheet
and proSit and loss statement and for sasuring that ese documents we
Sled with the Regisoar and sext o sharebolders. The board =mse
provide the divectors’ report amached to the ammual report to the
sharebolders and soswe e accwnacy of statements made theren. The
directors are Lable for thedr statemneats made i the directors’ report
Banks

Some bank: xuculate cosporate values, codes of coaduct axd
standards of appropriate belaviour, ¢c. Some of them have alio well-
articulated corporate stategy decided by the boxrd of duecton. In

paance thareof performance budgeting system is followed, whick
mzmmdwahamcmmuadm

contibution of business wnits.

The mechaxism for mteracticn and co-operation amoag the board of
directors, senior masagement and the anditors of the bank is fairly well
established

Section 20 of BR Ace, 1949 prohibats Joans and advances to directors
o7 to azy £rm or compazy i which directors are xterested or loans o
dividuals I respect of whom amy of its divectors iz 3 parter or
gaaranter. Discloswre of interest by directoss is mandatory and iz case
there is azy bkellood of coaflict of imterest ariuzg, the concerned
director is required to abstain from participating = the decision-
making process relatiag to that case.

The board:s genenally perform the fumction of providing “check and
balance™ to the masagement However, all members of the boards

dividually may 20t be said © be conducting themselves a3 ideally 2
eavisaged

RBI bas issued a circular regardiag Do's aad Doa'ts for the drecton
of baxks ca Mazxch §, 1992,

Pudlic Sector Companies
Most of the provisicms iIn the Compamies Act regarding
roleTespoasibility of the Board alic apply to the Governmesnt
companies. The caly exception being Section 297, which states thae
the ‘Board’s sanction it requived for cermin coatacts in which
In additica, the Department of Public Exterprites (DPE) bas specifed
the following:

Corporate Governance: An Indian Perspective Disparities in Theory and Reality = Page 105 of 166



MKM 227 University of East London
Postgraduate Dissertation U1153960
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1. Board of Directors of all noz-Snancial PSUs ibould ensure thae
decisions regarding mmvestmest of fands e tansparent and taken
ouly by the delegated authornity, and that the proper exerciie of
such authority is momitored by e Boxrd. Boards of all PSUs e
dected t0 lay down clear policies oa investment of suwplus funds,
establish transparent procedures, review delegation of authonty
Mmmwo{mwwﬁmm
Administatve Moy pves guidance 0 the Boaxd I laying
dowa policies and procedures. The Adminiserative Mizisty in turn
is guded by the DPE and the Miniszry of Finance The latter
closely follow uwp the implementation of the policies oo investment
laid down by these Mimistmes.

Wharever the company is beaded by a part e chaimman the pan-
time Chairman should guide the board of dizectors in the discharge
of the role extusted o them in respect of formulating corporate
poitcy and the corporate plan, thedr mplezsentation and svaluaticn
with a view 0 Improving the exterprize’s perfocmance. The part-
tme Chairman bowewver, camncet issue dErectives as the

mazagement of public emterprises is vested under the Companies
Actwith its Board of Dizectors.

3. As Chairman of the Board of Directors, the par-time Chaiman
will also evaluate the work of the Chief Executive = implemseating
the policies laid dow= by the Board for improving the eaterprise’s
performance.

ISSUES 'RECO NDATIONS
Companies
Az in OECD Principles. the respeasibility of the board should be
cleasrly defined to incinde following key fumcticas: (B) seviewing and
gding corporate stategy. risk policy, anmual budget and bmimess
plazi, seming performance objectves, momitoring  corpomate
performance and oversesing myor capital expeadinmes axd
acquisitions; (i) selectag compemsating and monitoning key

SXOCUETS; (m)mvmhrwondwm(xv)

monstoring and masaging potental coaflicts of mmterest of

mazagement, board membar: and sharsbolders: (v) easuning the
mtegrity of corporation’s accounting and financial reportiag systems.

(vi) momitoning the efectiveness of the governance practices: and (vii)

oveneeing the process of disclosure and commmnications.

Though lyw provides safeguards to sharebolders, it is well knows thae

directors’ duties are often followed in Jetter but mot in spirit. The board

of directors aseds to lock imto Improving the quality of information,
whick they provide %o sharebolder:s. The balance ibest is prepared to
meet caly statutery requiresseats. It i3 not much helpful oo average
shareholders” point of view. About 6-§ page: sbould be added to
ealighten the sharebolder about the performance of the company
relatica to last couple of yeam. with reference o other compamies in

the same’similar mdusty as also with referesce to the indusyry as a

whole. Coansclidated accounts incorporating pecformance of

subiidiaries and performance of wvaricus &visicas of the compazy
szould be preseated

"
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Banks

Even =m respect of banks, the respoambility of the board should be
cloarly deSined as in the case of other companies

There i3 an wrgent need fo follow the best practices in the banks ==
respect of comstitution and fanctioning of the boards.

Baxks need 0 develop mechaniims o exsuwre percolaticn of corporate
sTatepc objectives and sommd values throughbout the organization. The
board ibould exsure that senior mazagement implements policies that
proisbit (or stictly limit) activities and relatiomahips that dimimich the
quality of corporate govermance, such a3, conflicts of intesest. el
dealing and prefereatial reatmaent 0 related parties.
Baxk boards sbould play an active role in providing oversight of the
way in which senior management approaches dfferemt kinds of ridks
whick banks face, such 23, credit, market, Bquidity and operational
Cuwreatly several bank boards, particulwily thowe of the PSB: xe
selatvely weaker and less motvated to punus policies, which e ==
the best merest of the banks themselves. Comectve steps sbould be
taken through appropsiate restractuniag the boards.
A sumber of corpornate contol mechanisms do pot work feely =
bazks as bank: operate under substantially &fforent legal and
segulatory eaviroaments than noa-Snancial companies. The absence of
a credible take-over threat among banks bas 2 mxked infiuence on the
effectvensss of the corporate comtrol mechaxiims operating in banks.
There may be bemefits =n reduciag ngouwr of wome of e regulatory
mupediments that mergers of banks face.
The regulaticms regarding Lmits on individual sharebolding: and
voting right:s differ as berween PSB: and private sector banks For
Mﬂmm“n&\m}\mr@nml‘onMsM
are 10% for private sector banks. All suck regulatons should be made
uxiform STespectve of whether the banks are in the private or public
sectoT.
There are many reswrictions, which influsnce the ownenkhip stuctwe
of banks. To the extant that these restictons reduce the Lkslibood of
bazks Baving equty bolders with large stakes, it may reduce the
effoctvensss of the mechanism of mozitoring and ovenight performed
by the sharebolders with large stakes Since the restictons o markert
for corporate ccamol for bazks in India is not being made up for by
geater direct sharebolder mozmitoring, the curreat restuictions o=
poteatal owners of banks do bave costs.

Pudlic Sector Companies

The qualbty of information provided to the shareholders should be
improved substaatally. In particular, e balance ibeet, besides
eStnE saMory requIremments, sbould alio devote about 6-8 pages o
enlighten the sharebolders about the performance of the compasy
dwring the cwTeat year vis-a-vis that duning the last 45 years. It should
gve a comparative pictwre with refersace to other companies im the
sammesimilar indusery as also with reference to the industry as 2 whole.

Consolidated accomats imcorponating performance of sabiidiaries and
performasnce of vanions divisions of the company should be preseated.
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The Hact thar divectors’ duties are often followed iz letter but not i
sparit is all e more tue in the case of Government commpanies, which
in many cases keep on fazdfully following extant guidelines issued by
different Miniities Departments

Broadly speaking the role and respoauibility of the Board should be

Iad down iz very clear terms for all kinds of Govemnment companies,

just ke all other companies. The recommendations made = this

segard in the comtext of Indianm companies sbould appiy o the

Govenment compamies a3 well In any cawe, the Sllowing

recommendations should apply to all Bited Government companies

1. The information regarding coatolling stake of major shaebolders
iz various government companies should be publicly available

2. The board of directors needs to look izmto improving the guality of
information, which they provide to shareholdars.

Accomntability | CODES AND PRINCIPLES

‘S"m‘ siderss | OECD Principles
Stakebolder: Net coversd.
LSE Combined Code
Not coversd.
SEBI

The board iz accountable to the sbarebolders for creating. protectng
and exbancing wealts and resouwrces for the commpany. and reportiag o
em oa the performance in 2 txmely and cansparent manner
CURRENT PROVISIONS
Companies
No speciSc provisions.
Banks

Board:s of majority of the banks do zot emforce clear Lmes of
respoasibility and accountability for themselves.

Pxudlic Sector Companies

The Companies Act (5.619) thus requires that amausl repert oz the
wozking and affains of eack govt company be propared and lxid befcre
boch the Homses of Pxrliament aloag with the andit report and
comxsents of the Compoolier and Auditor General of India (CAG) =
caze the Ceatal Govemmment iz a member of the Government
compazny. Where any State Govermment is also 2 member, the annwal
soport Bas 20 be Iaid before both Houses of State Legislatue as well
This applies to all companies wiich are refecred 0 a3 “deemmed
Gorvernment companies, 1.6. those companies in which at least 51% of
the paid-up capetal is beld by the Ceamal Govemmment or State
Government or azy other comspany which is owned by them or is under
thesr control.
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Companies

The board sbould be accozntable to the owzens of the company, but
oot pecessanly to the stakebolders. The company should bowever,
tespect it coatactmal obligations o the stakebolders. such as,
employees, creditors, suppliers, customer:, saviveamesata] impact of
e openaticns of the company, etc.

Banks

The boards of banks do not seemm to subject themselves o high
measwre of accommtability or performance either set by themselves
voluntanily or made spplicable to thems extersally. Thms, this leaves
e largely without any accomntability either to the institation or %0
e superviser. The stess oz accountability largely ends =p with
offorts to Sx accountability for loansadvances that go bad The
situation calls for suitable comectioa.
The board should be accountable o e owners of the baxk. The bazks
sbould alio keep iz view the intecests of main stakeboldess. such as,
depositors, employees, creditors, customers, etc.

Pudlic Sector Companies
The board should be accommtable 0 the ultimate owners of the
Goverament company, which is essentially public and coaduct the
affyirs of the company I such way that the overall zocial and zot
sectiomal interests receive the highest prmicrity. The companmy sbould
remain viable and meet the objectives for which it has boex et up.
Similasly, the mmterests of the main stakebolders. such as, exmployees,
creditors, supplbiers, customaers, savizoamental mpact of the openaticas
of the compazy, ot receite dus amenton.

Access to CODES AND PRINCIPLES

Information OECD Principles
In ozder to f&IS] their responsibilites, board members should bave
acCess 1O accurate, relevast and tmely information.

LSE Combimed Code
The board shouid be suppbed I a timely manmer with informatica i a
Sorm and of gaality appropsiate 20 exable it 20 discharge its duties. The
board should be £9e 0 acquire ndependent professiozal advice at the
expense of the company.

SEBI
Mazagessent should provide timely, accurate, substantive and material
mformation, including Snancial maters and exceptions, to the board
and board committess.

CURRENT PROVISIONS

Companies
Ne speciSic provisions.

Banks
Internal mformation Sow is reasonably well established = banks
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Pudlic Sector Companies

Often all the required information is 20t Tven especially to the nom-
gover=ment directors. As per DPE gidelines, the part-time Chairman
can call Sor mformation, but this should be appropeiately dose through
e MD and sot directly Som the officers. The agenda papecs for the
Board meeting are provided o all the Directers.

ISSUES ' RECOMMPENDATIONS

Companic: / Banks / Public Sector Companies

In order to fulSl their respomsibilities, board members sbould have
access %0 accurate, relevant and timely information Informaton
cureatly volumtesred by e management to the board members iz
often quite inadequats. Tais needs o be immproved coasiderably
Wheoever necessary the directors should be £es 20 acquire, at the
expense of the company. independent professicaal advice in regaxd to
the marers of the company.

The board meeting should be condactwed properly with clearly Iad
dowa agenda for discussion, which should be circulated well =
advance and supported by substantive mformanion. The mizutes of the
board mesting sbould be circulated well = advance of the next board
meeting This should be a mandatery recommendasoz for all
compamies.

Election CODES AND PRINCIPLES

OECD Principles
The board sbhould eosure 2 formal and tamsparent board momination
process

LSE Combined Code
Noz-sxecutive directors should be appoimted for specific terms: axd
reappomtment sbould be awtomatc: all doectors should be subject o
sharebolder electon following therr appoimument and re-electons
thereafter.

Appoinzment to the board shomld follow formal and Tamsparent
procedures: the sominaton committes should make recommendations
oz all asw board appointments
Drectors sbould submit themselve: for re-electon at regular intecvals
of 20 more than three years.

SEBI
Not coversd.

CURERENT PROVISIONS

Companies
The directors are slected by the sharebolders = the gemeral mesting.
The lsted companies ae required to mmtmate stock exchange: of the
appomtment. (5.255)
Each dmector i3 sppointed or rexnoved by codinary resolutica.
Az least 2/3™ of total directors should retire by rotation at AGM.
Rezsaizning 1/3™ may be appointed for a fixed dwration in the geseral |

Corporate Governance: An Indian Perspective Disparities in Theory and Reality = Page 110 of 166



MKM 227 University of East London
Postgraduate Dissertation U1153960

ISSUE CODES AND PRINCIPLES / CURRENT PROVISIONS IN INDIA /
ISSUES AND RECOMMENDATIONS

meeting. At every AGM, 1/3 of Bowe Lable to retire by rotanos aball

et from office. A retiring divector may be re-appointed at AGM.

(5.235.236)

The appointment of manmaging director or whole-time director or

requires Central Government approval i certain cases.

=azage:
(S.269)

No specific gmaliScations are expected of directors other than the usual
requirements that they ibould not be msane, oot declared izsolveas or
with 3 criminal record. (5.267)
Banks
In tecms of the proviuoas of Sectica 9§ of Baszking Companies
(AcquisiSon and Transfer of Usndertakings) Act, ©e Government
comstitutes the boards of decters of matiomalized bazks. The boards
compriwe of two whole-time directors, 2 somines sach of Government
of Indis and RBI ncminees of workmen and soa-workmen umions,
and a chartered accountamt. Besides this, six ncs-official dectorns with
specialized knowledge = agmiculture and runal economy, banking, co-
operation, economics, finance, law, SSI etc. are appointed
The directors on the boards of private sector banks are
terms of Section 10A of B R Ace, 1949::45.:90:3030(&0
Compazies Act While appoixting the directors, the area of interest is
considered 20 be the most important crteria. On a case by case basis,
RBI sppoint: a somines director on the board
Pudlic Sector Companies
Section 233, 256, 257 and 269 of the Companies Act do not appiy toa
Gevemment company in which entire paid-up sbare capital is beld by
Ceatal'State Government or subiidiary of 3 Goverament company =
whick eatte paid-up capital is beld by that Goverment company.
These Sectioms stipulate:
Az least 2/3"™ of tonal directors should retive by rotation az AGM.
MI‘B"mthpomdSwwwSo:a&“dm
a:b.powalm At overy AGM, 1/3™ of those liable 20 retize by
mson skall retve Som office. A metinag &rector may be e
qpmnda:AGM (52355.2%6)
The appointment of managing director or whole-time d&rector or
mmazager requires Ceatal Goverzment approval caly = certain cases.
(S.269)

The DPE guidelines stpulate the followmg:

All purt-timme noz-official dixectors ae appointed for 3 term of three
years 2t 3 tme with rotatiozal retrement The retiring directors are
eligible for re-appommtment

Rotational retivement is 26cessary 10 ensure 3 degree of comtimmity of
the Boxrd For the purpose of rotaticaal retrement the public
enterprizes fall @ two categonies. mamely, () eaterpniies where the
entre paid up sbare capatal is beld by the Govermment (including State
Governments), and (i) the eative paid up capital is 30t beld by the
Government Ideally i both cases rotatiomal retiremment system sbould
be adopted i both cases.
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Selection Proce::

All proposals relating to creation/redesignation’upgradation of board
lovel posts, including MD, Chazman, CMD, e¢tc. in PSEs require the
approval of the Financial Adviser and Minister-in-Charge of the
Admizistratve Ministry. The proposals are thea processed by the DPE
= comsultation with the Public enterprites Service: Board (PESB) for
approval of the Mumitxry of Heavy and Public Exterprizes and the
Miniszy of Finance.

ISSUES | RECOMMFENDATIONS
Companies

Independent and executive directors should be appointed ca the board
based on the recommeadations of 3 2ODDATOD COMIRINGS COmMPrising
e independent directors of the boaxrd The zomimaticms committes
sbould adopt clear and tamsparsat criteria for selectica of the
=depeadent board membars.

The critemia for choosing noz-executive directons should be disclosed
= the Azaual Repont

Banks

Prezextly. the bank board: coamist mainly of nomizmated members a3
against elected members. The board with pominated members cannot
be regarded as bewng tuly mmdependest

It sometimes takes 3 sumber of yeams 20 recoastitute the boards of
some public sector banks. The board should have comtmmity and

Presextly, the dirsctors represeating the terest of workmea,
employees, officers, depositors, farmers, worker:, and artisans, aad
directors with special knowledge or practcal expenence m speciSed
Selds are appoimted co the boards of matozalised banks for a period
20t exceeding 3 years, and they are eligible for meappomamment =t
hivher successor Bas bean appommted. It i3 esseatal o look imto the
compositica of board of drectors of nationalised banks and induwce
professiozals.

As I caw of other companies, independent and executive directors
sbould be appointed ca the board based oz e recommendatons of a
somination committes of the board The sominatioa comminee should
adopt clear and Tansparent crnteria for selection of the independent
board memben

The cnteria for choosing independent non-executive directors should
be d&isclosed in the Anzmal Report.

Pudlic Sector Companies

The coacept of nomination committes of the Board does not exist in
e Govemmest companies 3t preseat 1be selection for all Board-
lovel posts in PSEs i3 doze through a complicated process. The role of
Public Exterprises Services Board (PESB) set up by the Boaxd comes
close o that of the nominaton committes. It advizes Government oz
the appoimmments 20 all top-level posts in PSEs. As the eatire process i3
very complicated and ivolves diffecent levels of reccmmendations,
ammgndﬁnﬂbama&a*é&nmcoou&abbm
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= appozatment 20 vancems top-level posts
Az independent Zigh powsred Selecticn Board of eminent persons o
the lines of the Uzica Public Service Commissioa to select full time
directors for the PSUs sbould be set up. It decisions should be £xal
and a0t subject 0 approval of the coacerned adminisTative mimiwry.
The selecticns board sbould alic prepare 3 panel of experts for
somination 2: depeadent or professicmal directors on the boasrds of
PSUs. The inductica of soz-executive diecters should be doze by a
2OmMIDITOD COMIMITS
The cnteria for choosing independent noz-executive directors sbould
be &sclosed in the Anamal Report
Size CODES AND PRINCIPLES
OECD Principles / LSE Combined Code / X M Birla Report

Not coversd.

CURRENT PROVISIONS

Companies
The Compamies Act stpulates every compasy 20 have mimimum three
directors. Oaly mdividuals can be directons
A company, i its general meeting by ordimary resolutica. caa
mcTease or decrease the mumber of its directors within the lmmits Sxed
by it Artcles. Aay increase in the mumber of directors beyoad 12
reques Cental Government approval (5.252, 253,258 and 259)

Banks
The zize of boards of public sector banks is stipulated by their
ISIPOCHTE 1TATNSS.

Pudlic Sector Companies
Sectonms 232, 233, 258 of the Companies Act regarding iize of the
board apply o Government companies alio.
Secton 239 of the Companies Act, which stpulates that any ncrease
2 the aumber of directors beyoad 12 requires Ceatal Government
appeoval, dees 3ot apply 20 Government commpanies.

ISSUES | RECOMMFENDATIONS

Compeanies
All listed companies should bave mizimum of eight board member 50
as to bave professiomalvexpert Som different disciplines 3: required
by the company’s scale and range of cpemations. Companies with net-
worth of Rs 15 crore or mere whould have at lsast 10 directors of which
at Jeast 5 should be independent dxectors.

Banks
All bazks should have minizmsum of 10 board members.

Pudlic Sector Companies

The AruclesMemorandum of Associaticn of differsar PSE: specify
the uize of the board whichk vanies fom compamy to company.
Nozzally, the 320 of the Board range: betwesa 3 and 15. Some PSUs
Bave evea bigger boards
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The secommendation that all Bsted companies should have minimgum
of 10 board membaers should apply to PSEs a5 well

Compezition CODES AND PRINCIPLES

OECD Principles
Majority must be independest boxrd member: who can commbute
suffcieatly to the decision-making of the board.

LSE Combined Code

The board ibould :mciude a balance of executive and soz-executive
directors (including independent noz-executives) so that 2o individual
or group of individuals can dominate the board™s decisioz-making.

SEBI

The boxrd of a compazy should have an optimum combimation of
executive and sca-executive directors with 3ot less than ffty per ceat
of the board comprising the son-executive directors. The sumber of
dependent d&rectors would depend ox the mature of the chaimmas of
e board. In cawe of a noz-executive chaimmaxn, at least coe-thixd of
board should comuprise of ndependent drectors and in case of an
exocutve chairman at least half of board should be independest
(Masdatory Recommendasion)

CURRENT PROVISIONS

Banks
Not less than one-half of the total aumber of directors of a baak shall
comust of pervons who Bave special knewledge or practical expenience
= cme or more of the arsas speciSed in Sectica 10 A (2) of the
Bazking Regulaton Act 1945,

Pudlic Sector Companies

The Members of the Boaxd of PSEs genenally consist of the following
2ree cateponien

Fusctional Director:: Tiesse ae full time openaticaal Dimecton
respomsible for day to day functicaing of the eamterprize. The
eaterprises could bave represectation at Board level for disciplinmes,

suck a3, Snance, pervonnel, producticn. marketing, project. plazning
otc. The sumber of such should not excesd 50% of e actmal sweag

of the boazd.

Governmesnt Directors: They e appoimted by the Admimismatve
Mimsmies 20d e genenally the ofScem dealimg with the comcerned
DLCPrite. In mOst C2a3es there are two such Diecters ca a Board: the
Joint Secretary or Additosmal Secretary dealing with partcoular
enterprise and the Financial Adviser of e Minisxry. The sumber of
goveramment directors should not exceed one-sixth of the acmaal
steagth of the board with a Limit of two

Noa-Official Directors: The mduction of nca-official Dxectors on the
Boards of PSEs i3 consudered essential in order to make the Boxrds
more professional. They are dnwa Som the public mea, techaocrats,
mazagemeat experts and coasultnats, and professiomal managers
>dusyy and wade with a Righ degree of proven ability

Corporate Governance: An Indian Perspective Disparities in Theory and Reality = Page 114 of 166



MKM 227 University of East London
Postgraduate Dissertation U1153960

ISSUE CODES AND PRINCIPLES / CURRENT PROVISIONS IN INDIA/
ISSUES AND RECOMMENDATIONS

Thke sumber of Nea-Ofcial Pat-tizme Dizectors ca a Boazd should be
at Jeast coe-third of itz actmal stength.

ISSUES | RECOMMFENDATIONS
Companies

Whale the boards of myjor private sector listed companies bave lasge
sumber of soo-executive directorn., most of the noz-executive drectorn
mexsbers, recsatly retived CEOs or company managers, represestatves
Som the fixms offening legal and other advice to the company.

The boxd ibould Bnmve core gomp of excellent professiomally
qualiSed noz-executive directors who undentand thesr dumal role: of
appreciating the issues put forward by management and of boasstly
discharging ther Sducixy respomsibilities towards the compamy's
sarebolders as well as creditors.

The boasd sbould be suitably composed of scz-executive aad tuly
dependent members, who ibould be professicnally competeat It is
Soportant to bave khigh proportica of moz-executive independent
directors.

Banks

In view of the ca-going Tansformation fom taditomal basking to
modern baniang. it is esseatal to lock 2o the composition of boaxd of
directors of banks and imduct professiomals Som the respectve Selds
to the boards. The bank boards sbould bave a speciSed proporticn a3
soa-sxecutive ndependent directors as in case of other compamies
There i3 alio peed to review and take 3 stand oa 3 reasomable board
level representation for private sharebolders when thece i3 muxed
owzanlip betwesn Government and the private sector.
Pudlic Sector Companies

The boards of PSEs should bhave core growp of well
qualiSedexperieaced professicnal soz-executive dectors who e
culy independent

Indepeadence = CODES AND PRINCIPLES

OECD Principles

* Board indepecdence usually sequires that a sufScient sumber of board

membars 20t be exuployed by e company and ncet be closely relased

to the compazy or it management through signiScamt ecomomic,
family or other Ses. This does 2ot preveat sbharedoldess from being

members.

* Members should be requied to d&isclose any matemal Imwrests =
tamsactions or matters afecting the corperatica.

LSE Combined Code

e A maonty of nom-executive directers sbould be mmdependent of
management and £ee from azy buiiness or other relaticashsp thae
could mterfore with their ndependent judgement; they should be
ideatiSed iz the anzmal report.
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- SEBI

» [Independent ncm-executive directors have 2 key role in the eaure
mosac of corporate govermance. Independesce i3 defined as:
“Indopendent diectors ae directors who apant Hom recedving
director’s remmuseratioz do ot have any other material pecusixry
relationship or Tamsaction: with the compazy, its proesotess, its
management, or its subuidiaries, which iz the judgement of the board
may affoct their independence of judgement ™ Further, all pecusixry
relationships or Tansactons of the on-sxecutive drectors sbould be
disclosed i the anzmal report

= CURRENT PROVISIONS

= Companies

= Dizector sball not enter into azy coatract with the company for sale,
puschaze, otc. of goods without the conseat of Board of Directers of
the company. except in certain cases. (5.297)

= Director shall disclose his interest in any coatract or ammangecment at 3
meeting of the Board of Directors.

* Banks:

= Section 20 of BR Act, 1949 proksbits Joans and advances to directorn
or to any Srm or comspany in which directors are interested or loans o
individuals 3 respect of whom a3y of im divectors i3 a parmer or
guarazsor. However, where tamsactions ase 20t bamred by law, special
moaitoniag of tansactons with related parties, including large
sharebolders is ot always subjected to special momitonag. Discloswre
of mterest by dectors is mandatory and in case there iz any Lkekbood
of comflict of interest ansing the comcerned director i3 requied
abstain from participeting in the deciuon-making process relating to
that case.

Pxdlic Sector Companies

= The coacept of independence of directors does not appear to have
found its place in the existing Government guidelines.

ISSUES / RECOMMENDATIONS

Companics / Banks / Public Sector Companies

* The definition of independence to be foliowed by all comspanies,
including banks and public sector companies, ihould be the definitica
rcommended by S Blune Ribboa Commutee in the context of the
aadit commitess, which i3 as Sollows:

= "Maxmbers ... 2all be conudered independent if they bave 20
relationslip to the corporation that may mterfere with the exercime of
their independence Som management and the corporation.

= Examples of such relaticaships iaclude:

= A drector being employed by the corperation or any of ity affiliates
for the curreat year or any of the past Sve years;

= A director accepting auy compensatica Som the corporatica or amy of
itz affliates other than compemsation for board service or beneSts
under a tax-qualified retrement plaz;
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= A dioector being a member of the immediate famuly of an individaal
who is, cr has besa iz any of the past Hve years, exployed by the
corporation or axy of ity affliates a3 an executive officer;

= A director being 3 partasr iz, or a coawroliing shareholder or aa
exscutive ofScer of any for-proSt buiiness organisatios to which the
cecporaticn made, or from which the corporation received, payment:
that are or Bave been sigmiSicant to the corporation or business
crgamisation in agy of the past five years;

= A director being employed a3 2z executive of another company where
azy of the corporation’s executives senves that company's
COTPEnIATOD COMMISS.

In the Indian comtext the directors sominated by the govermment on  the

boards of PSUs and PSBs and all somizness of the regulators should oot be

coasidered 23 mdepeadaent

A majority of nom-executve directdors should be independent of

mansgement and £e0 fom azy buiiness or other relatomihip that could

intecfore with their independent judgement: they sbozld be ideatfied =

the anzmal repert

Orieatation & | CODES AND PRINCIPLES

Training OECD Principles
Not coversd.

LSE Combdimed Code

Traizing should be available 0 any director mpea appointment to the
board

SEBI
Not coversd.

CURRENT PROVISIONS

Companies / Banks / Public Sector Companies
There is Do practice in Indian compamien of pre-inducton
meeting briefing or any post-induction onestation.

ISSUES | RECOMMFENDATIONS

Companies / Banks / Public Sector Companies
Ozly expects, such as those Baving financial technical or Jegal
kzowledge or specialization in the area of openations of the company,
sbould be appomted 20 the boxrd Howwenver, s0me taining on board
practices ibould be mmparted to the elected members at the cost of the

compagy. For this purpose, aa Institute of Directors conld be et up.
Afultiple Board | CODES AND PRINCIPLES
Sosts OECD Principle:

Secvice o 200 many boards cas imterfece with performance. Specific
Gmitations may be less muportant than ensuring that members of the
board ezjoy legitmacy and coaSdence i the eyes of the sharebolders.
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LSE Combined Code
Not coversd.
SEBI

A dixector shozld not be a member in mere than 10 commitess or act
as chairman of more than Sve commitiees across all companies i
which bhe is a divector. There shozld be a mandatory anmmal
requement for every duwecter to inform the company abour the
committos positicns Bbe occupies in other compamies and noufy
changes as and whea they ke place. (Mandatery Recommendation)

CURRENT PROVISIONS

Companies
Directors are requized to disclose other directonlips, the total sumber
of which should act be more than 15 companiss. (5.273)]
The Board may appoint a person Mazaging Director in more than one
comspagy, subject 20 passing of unanimons rescluton. (S.316)

Sanks
A penca cannot be oz the boards of two banking compamies
simultaneously.

Pudlic Sector Companies
AspcthoCmsAc‘ Dzectors are requed to discloe other

5. the total gumber of which should not be more than 15

companies. (S. 273)
Secticn 316 of the Companies Act which stipulate: that the Board

may appomt 2 persca Mazaging Director iz more thas one company,
subject to passing of umamimons resclution, does not apply w0 a
Goternment compasy where eantire paid-up capital iz beld by
Ceatral'State Govermment A full-time Diector can bold post = oaly
oze PSE.

ISSUES ' RECOMMFENDATIONS
Companies / Banks / Public Sector Companies

In case of all companies, the maximum kimit for a drecter serving ca
multiple boards shounld be 10

The same diector ibould alic 2ot be 3 member of o0 mamy
comm:ttess (preferably nct more than 5/6 committess).

Chairman and | CODES AND PRINCIPLES

cx0 OECD Principle:

In unitary board systems, the separation of the roles is often proposed.
LSE Combined Code

Thaere should be a clear diviion of respomaibilities at the bead of the
compazy whick will easure a balance of power and authonity. such that zo
oze individual bas unfertered powars of direction

Axy decizioa to combine these two positions must be publicly jmstfed
iz all cocumitances, 3 sTong 3ad =dependant DOD-SXSCUUTS Slemment mmust
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33t oo the board with a sexicr :ndependent director, other than the Chaimman

to whoms conceras caa be brought and whe, together with the Chairman and

CEO, should be :deatiSed in the anaual repost

SEBI

Charman’s role should i principle be different from that of the chief
executive, though the same individual may pecform both the roles. A
sca-executive Chairman should be entitied to maintain 3 Chazman's
office at the commpany's expesse and al:o allowed reimburiement of
expentes incuwred i performance of his duties to emable him to

&uhrgo&onspouibﬂmso&xmdy

CURRENT PROVISIONS

Companies
No speciSic provisions.

Banks
The Govermment bas beea i coamel of the appomement of Chief
executve and Bas: prefarred the composite position of Charman and
Mazsagiag Director.

Public Sector Companies

As per DPE Guudelines, the Board of PSE ibould sormally be beaded
by 2 siagle Chaimman-cum-Masaging Director. This post should not be
kept vacame for very loag The temporasy vacancies of Chatrmas and
Mazaging Directors of PSEs can be Slied in by giving officiating
charge to the semior most Functiomal Director oo the Board of the
concersed enerprise.

ISSUES ' RECOMMPFENDATIONS

Companies
If e CEO is also the Chairman of the Board, more than 50 per cent of

26 board members should be mdependent It i3 preferable to sepanate
e role of CEO from the Chairmax of the Beard.

Banks

The maiversal prefersace these days i3 separation of the functons of
Chairmaz and MD/CEOQ. Chairmax ibould be independent, objectve,
othical and experienced 0 mazage the diversities among sharebolders,
stakebolders and masagement

Pudlic Sector Companies

The post of CEO in mamy cases keeps oa lying vacaxme for months and
et undertakings we looked after by the Joint Secretanes of the
Ministy as additicnal charge. Immediate steps should be naken 2o
delink e posts of Chairman and CEO of the PSBs Som the officials
of the admumistrative ministries. Fusther it is alio preferable to sepanate
e role of CEO/MD £om the Chairman of the Board
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Board Committee:
Audit CODES AND PRINCIPLES
Cemmitsee OECD Principles
Boards may coasider establishing this commitee with 3 muinimum
smxber or 0 be composed extirely of noo-executive members
LSE Combined Code

The andit Commimes should comprise at lsast three zoa-executive
directoss, 2 majority of whom ihould be ndependest with writtea
termms of refecence thar identfy their authonty and who sdould be
samed in the anaual report.

Biue Riddon Commitice Report

Audit Committees play as mportant role in the Ilxrger govesrmance
process through oversight of fzancial reporting A proper and well
functoning system it wien the three main groups respoassble for
Ssancial reporting—the full board including the audit commitee,
Snascial mazagement inclading the internal auditers, and e outiide
auditerv—form a2 “three-legged stool” that supports respomaible
Snancial &sclosure and active and participatory oversight The audie
commites i3 an extension of the full board and hemce the ultmate
monitor of the process.

Recommendations for performance of audit committees

NYSE and NASDAQ adopt the following defimition of independence

for puwposes of service oa the audit commines of listed companies:

“Mezmbers of the andit commitnes shall be comsidered :mdependent if

ey Bave 20 relatonukip to the corporatica that may mterfers with the

exercize of hedr independencs Som management and the corperation”.

= The audit commitees 20 be comprised solely of independent
diecton

* The audit committees 20 be compnised of 3 mimimum of three
dizectors, sach of whom is Sxaacily Liserate or becomes
Saancially Lterate withis 3 reasozable pericd of tme. Further, 2
loast one member of the audit commitee sbould have accounting
or related Sxancial management expertie

* The aundit commiree of each listed compazy to (3) adopt a formal
writtes charter that is approved by the full board of drectors and
that specifies the icope of the commiree’s respomsibalities, and
how it caries out thote respoasibilities, ncluding structure,
processes, and memberihip requiremeats, asd (i) seview aad
70333055 the adequacy of the audit commities charter o= an azaual
basis.

e SEC 0 promuigate rales that sequize the audit commmittes to
disclose i the company’s proxy statement for its annuasl meeting
of dharebolders whether the audit commires has adopted 2 formal
writtes charter, and, if s0, whether the andit committee satisfied its
responsibilites dunng the pricr year in compliance with its charter.
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= The andit committee charer for every Lited company specify thae
the outiide anditor is uitimately accountable to the bowd of
divecters and the aundit commities, a3 repraseatatives of
sharebolders. These sharsholder represemtatives have the ulttmate
authority and respomsibility to select. evaluate, and whaere
appropriate, replace e outiide auditor.

= The audit commitee charter for every Lited company specify that
D6 rodir commumes 13 responuible for smiwring it recerpt Som he
cutside auditors of a formal writen statement delineating all
relatiozahip: botween the auditor and e company.

= Geaenally Accepted Accounting Standards (GAAS) requize that a

m'sm&nﬂm&x&svﬁ&ou&tcm&o

anditor’s judgemments abous the quality, 20t just the acceptability, of

the company’s accomnting principles as applied im its Sxamcial
Teportag.

= SEC requires all reporting companies to imclude a Jetter from the
andit committes in the company’s anaual repert disclesing whether
or not (i) masagement bas reviewed the audited E£sancial
statacments with the andit comminee, (33) the outiide anditors have
d.smud with the aundit commitee the outside anditors’
of the quality of accommting principles. (i) the
members of the audit commines have discussed amoag themselves
the mformation disclosed to the audit commiries. and (3v) the and:e
committee believes that the company’s Snancial statements are
faxly prewented in coaformity with GAAP in all matenial respect.
SEC reques that a seporting company's outside auditer coaduct an
Interin Fizancial Review.
BIS

The audit committee of bazks sbould provide ovenight of the bank's
intermal and extecnal auditors, spproving thelr appointment and damissal,
roviewing and approviagz audit wcope and foquency. receiving thexr
reports and ensuring that management i3 taking Ippropniate ComecHive
acticns in a timely mamner. The independence of this commires can be
enbanced when it is comprised of extermal bowrd members whe bave
banking and Saancial expertse.
SEBI
A gualiSed and independent audit committes sbould be et uwp by the
board of a3 company with 3 view to exbancing the credbility of the
Snancial diclosure: of a company and promoting Taaspareacy.
(Masdytory Recommendation)
The audit commitee should Bave mimimum three members, all being
soz-execunive directors, with the majority being independent, and with
at Jeast oze director Baving Snancial and accounting kaowledgs.
(Masdstory Recommendation)
The Chairman of the commmines should be an independent drector and
should be present at AGM to answer sharebolder queries. (Maadatory
Recommmendation)
The audit committee should meet at least dhrice 2 year. One meeting
must be beld before Snalizatica of annual accounts and coe aecessanly
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A: the Audit Commites acts as the bdridge betwseen the boxrd, the

statutery aunditors and imtecmal auditors, its role should mclude the

followng:

e Ovwenight of company’s Snancial reporting process and the
disclosure of ity fimancial information to easure that the £xanmcial
statesmamt i3 comrect, sufScieat and credible.

e Recoxmeanding the appommtmesnt and remotval of extersal audivor,
Sxaton of andit fee and alio approval of payment for any other
IVICOS.

e Revewing with the masagement the anzmal Sx:amcial statecments
before submissica to the board, focussing prizsanly oa any changes
in accomnting polices and practices, m2jor accounting enmies
based oz exercise of judgemment by mazagement gualiScations =
draft audit report, suigmificant adjustments ansing out of audit, the

ECIDE <CODCera 23sUmMPLOBS, compliance with accountag

standards, compliance with stock exchange and legal reguiremnents
concerning fimamcial statemsest, any related party Tramsacticas of

the company of material zatwe with promoters or the
management, thewr subudianes or relatves etc. that may have
poteatial comflict with the mrterests of the compaxny at large

e Rsaviewing adeguacy of xterzal coamol systems: and functons

e Rsviewing the company s Eaancial and risk managemsent policies.

e Looking into the reasons for substantial defaults in the paymeats
to depouters, debeature bolders, sharebolders, and creditorn.

Roviewinglooking into the mamer: where there i3 2 suspected
fraud or uregulanty or a faitlure of imtermal coawrol systemm of
mater:al nature and reporting the mater 20 the beard

CURRENT PROVISIONS

Companies
The detailed provisions In respect of Audit Commirees have besa
iacorporated in the Companies (Amendment) Act, 1999,

Banks
Bazk: = India xe reguized to 20t up a3 andit committes of boasd of
directors 0 oversed and provide direction o the Imteramal
suditimspection function = banks in order to enbance its effectveness
as 3 management tool. The CMD of the bazk is not a member of the
sudit commitee 20 ensure dependence I it functoning. The
members of the andit commitee comuprise of the ED of the bank, two
ofScial directors (sominee: of RBI and Govermment) and two soo-
offcial and ancs-executive directors, at least ome of them being a
professional Chartesed Accomatant The Chartersd Accountant director

proaides over e meetngs.
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Pudlic Sector Companies
Section 619 of the Companies Act lay: down the procedure for the
audst of accomats of gove. companies. Sec. 224 o 233 of the Cos. Ace,
whick deal with appointment and remuneratios of auditon, resoluton
for appointingremoving auditors, gualification’ disqualificasion of
auditers, powers/duties of auditors and signing of andit report, etc. do
20t apply O SOVI. COmPARIes.
The axnditor of a govt company i3 appeinted by the Ceamal
Goverament ca the advice of the Comptoller and Anditer General of
India (CAG), who directs the manner in which the accomnts of
goverament companies shall be audited The audit report is submined
to the CAG, who comments upos o7 supplements the anditor’s repost.

The commeat of the CAG along with the andit report are placed
before the AGM of the company.

ISSUES | RECOMMPFENDATIONS
Companics / Banks / Public Sector Companies

All types of companies 2eed o emswre that audit commites of the
board functions effectvely and independently. It is therefore dewrable
that the majerity of the members of e andit commines should be noa-
ofScial professicaals. It is recommended that the audit commmittess
sbould be formed as per the recommeandations of the Blue Ribbea
Committes in all compamies, incinding banks and public sector
GURIPIILGs.
In particular, the following poats mmust be mcosporated:

= Andit Comminees play az important role in the larger govermance
process through oversight of financial reporting. A proper and well
functioning systess exists when the three main groups responssble for
Enancial reportmg—the full board including the audit comminee,
Snancial mazagement including e mtermal suditors, and the outside
aaditors—form a “dwree-legged stool” that supposts respomible
Saancial disclosuwre and active and participatory oversight The amndie

comnmities 33 an exteasicn of the full board and bemce the ulttmate
moaiter of the process

= The following definition of independence for purposes of service ca
the audit commines of listed comspazies mmust be adopted. Members of
the audit comminee shall be comsidered independent if they bave 20
relationship 1o the corporation that may mterfore with the exercise of
their :ndependence Som management and the corporaticn

= The andit commnitess o be comprised solely of independeat directors.

= The audit commitiess 2 be comprised of 2 minimum of three
directors, sack of whom is Sxancially literate or becomes Saancially
L2scate withiz a measczmable pesiod of mme. Fusther, at least cae
member of the audit commumes should have accomnting or related
Saancial managemnent expertise.

= The audit commites of the company should (3) adopt a formal writtea
clarter that is approved by the full board of directors and that specifies
the scope of the commites’s respoasibilites, and bow it carmies out
thote respoauhbilites, incinding structwre, processes, and memberihip
requrecsents. and (1) seview and reassess the adeguacy of the andit
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commitee charter oz an a=mual basas.

= The audit commines to discloe = the company’s proxy statement for
i3 anzmal meeting of shareholders whether it bas adopted a formal
wnttsa charter, and, if so, whether the audit commitee satisSed it
responsibilites duriag the pricr year in compliance with its charter

* The audit commutee charter should specify that the andit committes is
respoasible for exsuning it secedpt Som the outude anditors of a
formal written tatexent delincating all relatoaships between the
anditor and the comupany

* Genenally Accepted Accommting Standards (GAAS) require that a
commpany’s cutiide anditor dizcuis with the audit commimee the
anditor’s judgesnents abous the guality, not just the acceptability, of the
commpany s accousting principles as applied in its Snancial reporting

= Al reporting compazies o ncinde 3 letter from the audit comumitee =
the company s anaual repert disclosing whether or not (I) management
ha: reviewed the audited Sxamcial statemeats with the aundie
commitiee, (il) the outidde auditors have discussed with the andie
commitiee the outnide auditers’ jadgements of the gquality of
accounting principles, (i) e members of the aundi: commites have
discussed among themselve: the mformation disclozed to the amdie
committes, and (iv) e audit commines belioves that the company’s
Snancial statecnents are fanrly presented in conformity with GAAP =
all material respects.
The audit commitees should not functica merely as super inspecton
departments of banks a3 they are doing cumeatly. They should
basically provide oversight of the bank's ntermal and external auditors,
approving their appointment and dizmissal, reviewing and approviag
audit scope and frequency. receiving thedr reports and easuring that
mazagecseat is taking Ippropriate comeCtive actions iz 2 tmely

mamner 0 address coatrol weaknesses, noa-complance with policies,
laws asd regulations, and other problem: identiSed by anditors.

The Government companies follow a very diffeceat procedurs for andit
at present. The audst is conducted as per the procedure laid dowsn by
the Compoolier and Auditor Genenal of India (CAG). It i3 deurable
that the sudit comminees should be formed in Government companies
as per the recommendations of the Blue Ribbon Commines 20 pecform
a distinct role. The role of CAG and audit comumitiees should nct be
mixed wp a3 CAG looks at andit Som propriety azngle.

Nomization CODES AND PRINCIPLES

Boards may comiider establisthing remuneration committee with a

mmb«csoboconpoudmdyofm'o
members.

LSE Combined Code

A majonty of the maembar: of the somination committee should be
sco-execunve directors and the chaimmazn of the comumiree should
either the chazman of the boasd or a noz-executve diecter. The
chairman and members of the commirme sbould be idextified in the
anzual report.
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BIS

Nemination commitnee should be set up for providing assesament of the
boxrd effectvensss and directing e process of reviewing and replacing
board members

SEBI
Not covered.
CURRENT PROVISIONS
Companies
Nomizaticn commitess do 20t X5t In COmPanios 3t presest
Banks

Bazks do ot have sominaticn committess for sominating directors o
boards of bazks.
Pudlic Sector Companies

The coacept of somimation committes of the board does not exist =
the Government companies af preseat.

ISSUES | RECOMMFENDATIONS
Companics/Banks/PSUs

Boards of compaxnies, bank:, and PSUs should et mp somimation
commuttees comaistmg of at least three independent board member:.
The nomination commuttes should have the respomsibility of proposing
26w Dominees for the board and assessing directors o2 az omgolmg
basis. Such a review sbould be condacted co an ammmal bawms so that
boards a9 manned by pensoas with the appooprmiate slalls and
SXperiencs.

Remugeraton | CODES AND PRINCIPLES

et OECD Principles
Board:s may comsider establishing this commites with "3 minimum
szmber or b6 compoted satrely of noz-executive members”

LSE Combined Code

Ramusenaton committees should b made m excluuively of nom-
exocutive dectors who make recommesndations ca the company’s
Samework of executve rexmuneration and who mmst openate

Som mazagerial iterference a=d fom azy mtusive
bawsnlmush:p they should be panmted full authority to seek
counsel fom both inside and outuide sowces. They should establish a
formal and tazsparext procedure for developing policy on executive
remunsraton and for Sxing the remunenatics package: of individual
director.

A Compeasation Committes should be set wp for providing cvessight of
rexmuneration of senior mazagement and other key personnsl and easuring
that compensation is comsistent with the bank's culmwe, objectves,
sTategy and ceawol savironment

Corporate Governance: An Indian Perspective Disparities in Theory and Reality = Page 125 of 166



MKM 227 University of East London
Postgraduate Dissertation U1153960

ISSUE CODES AND PRINCIPLES / CURRENT PROVISIONS IN INDIA /
ISSUES AND RECOMMENDATIONS

SEBI

The board ibould set up 2 remuneration commities to determine om
their bebalf and oz bebalf of the sharebolders with agreed terms of
reference. e company’s policy on specific remumecation packages for
exocutive directors, including peasios right and azy compemsatica
pay=eat (Noa-mandatory Recemmmendation)
The remuneration comamutee sbould comprise of at least three
directors, all of whom should be aoa-sxecutive directors, the chairman
of the commities dedng an independent director. (Noa-maadatory
Recommendation)
The Chairman of the remuneratios commites sbould be present at the
AGM to answer the shameholder gquenes. (Noa-maadatory
Recommendation)

CURRENT PROVISIONS

CompaniesBanks/PSUs

The remsunenation commitiess do DOt ex3st 32 preseat

ISSUES | RECOMMFENDATIONS
Companies / Banks / Public Sector Companies

The boards should be required 20 form reuzenatoDn COmMmMINGes.
Rexmuzneration commities sbould be made up exclmively of zoa-
executve ndependent drectors who make recommendaton: oz the
company’s Samework of remmmemation for the full mme directors and
senior employee: of the company. The commuitee shomld operate
dependently Som mazagena] interference and Som agy intusive
business relaticaship. ey should be ganted full authorty to sesk
counzel fom both inside and ocunide souwsce:s. This should be a

mandatery secommmendation.
Committee to | CODES AND PRINCIPLES
BN OECD Principle:
complaunr: Not coversd.
LSE Combined Code
Not coversd.
SEBI

A board comnutnes under the chairmanshin of a sos-executive director
should be formed to specifically look imto the redress of sharebolder

complamt relating to tamifer of shares, noa-recedpt of balance sheet
otc. (Maadatory Recommendation)

To expedite the process of sbare tamifers, the board should delegate
the power of sbare tamsfer 20 an officer or 3 commutiee or to the
regisans and sbare tamsfer agents. The delegated authomety should
attend to shave wramsfer formalities at Jeast omce in a fortmighe
(Mazndatory Recommmendation)

Corporate Governance: An Indian Perspective Disparities in Theory and Reality = Page 126 of 166



MKM 227 University of East London

Postgraduate Dissertation U1153960
ISSTUE CODES AND PRINCIPLES / CURRENT PROVISIONS IN INDIA Y/
ISSUES AND RECOMMENDATIONS
CURRENT PROVISIONS

Companie: / Public Sector Companies
No specific provisioas exists for such a commitee.
ISSTUES' RECOMMPFNDATIONS
Companies
Board committes 23 recommendsd by SEBI sbould be formed.

Board Meeting: | CODES AND PRINCIPLES
OECD Principles

Not coversd.
LSE Combined Code

The board sbould meet regularly and bave 3 formal schedule of maten
speciically reserved to it for decizioa

SEBI

The board meeting: should be Beld at least four timses i 3 year, with a
maxmum tme zap of four mcaths between azy two meetings. The
Committes bas prepared a list of minimum nformation o be placed
before the board of doectors. (Mandatery Recommendation)

CURRENT PROVISIONS
CompaniesPSU:

The board of directors i3 legally bound to mest at Jeast cace every
three moanths. There sbould be 4 meetings every year. (5.285) The
mestings can be beld ar any place comvenisnt to the directors.

Banks

Natonalized bazks Zave o hold 2t least six board mestings in 3 year
and a3t least cace in 3 guaer.

ISSUES ' RECOMMPFNDATIONS
Companies / Banks / Pudlic Sector Companies

The boards of large compamies and banks should meet at Jeast ux
tmes 3 year. Through sweable legal provisicas i the Companies Act,
artending of board meetings through video-ccnfersacing Hicilites
sbould be recognised as vald ameadance. This s partculaly necessary
2o facilitate participation i or attendance of some of the drectors who
are sormally located abroad or oz tour to 2 different place on urgeat
business.

Tenure of CODES AND PRINCIPLES
Directers OECD Principles
Not coversd.
LSE Combined Code
SEBI
Not covered, except re-election svery ree years.
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The teouze of office of the directors will be as stpulated in the
Companies Act

CURRENT PROVISIONS

Companies
The Managing Dector cannot be appointed for more than S years ata
time. ($.317)

Banks

The teawe of whole time directors of maticoalised banks i3 up o Sve
yeoars at time and that of other drectors hree years.

Pudlic Sector Companies

S317 of the Companies Act which stpulates that the Managing
Director cansot be appointed for more than 5 years at a time, does not

appiy to 2 Govermment compasy.
ISSUES ' RECOMMFNDATIONS
Companies / Banks / Public Sector Companies

The term Limits for independent directors may preferably be wp to 10
years i a streech

Age himit: CODES AND PRINCIPLES

OECD Principles / LSE Combined Code /SSEBI
Not coversd.

CURRENT PROVISIONS

Companics / Banks / Public Sector Companies
No age limirs 2 specifed.

Companies / Banks / Public Sector Companies

All compames should ideally follow the maximum age limit of 65
yeoars for whole-time dizectors and 73 years for pase-time directors.

Liabalicy CODES AND PRINCIPLES

OECD Principles / LSE Combined Code /SSEBI
Not coversd.

CUERENT PROVISIONS

Companies
Liability of directors in a3 Imited compazmy is limited in zatuse.
However, the hability of all directors or of any director or mazager
may be made uanlimited by incorporating an enabling prowvisioa % this
offect in the memorandum. (5.323)

Sanks

No provisicas.
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Pudlic Sector Companies
$.323 of the Compamies Act applies to Governmuent companios.

Companie: / Bank: / Public Sector Companies
The Lability of aca-executive divectors should be Emited They sbhould
ot be Beld responsible for matters that ae ot disclosed o the board
by the executive directors. The main responsibility and hability thereof
= respect of all stamutory compliamces should sclely rest with the
CEOMD.

Nominee CODES AND PRINCIPLES
Not coversd.

LSE Combined Code
Not coversd.

SEBI
The fimancial or investment imsttuticns ibould 3ppoint ZOmMIDGes o2
e boxrds of companies oaly ca a selective dasis where wuch
appointment i3 pursuant 20 a right under loan agreements or where
such appointment i3 coasidersd Decessary to protect the imterest of the
mstmuton. Whea 2 nomines of the imstitution is appointed as a director
of the commpany be sbould have the same respoastbility, be subject o
e same discipline and be accountable to the sharsbolders in the same
manner 33 any other director of the company.

CUREENT PROVISIONS

Companies
Not stpulited. the practice may vary fom compazy to company.

Banks
The Bank Natozalisation Act stipulates that cae officer of the RBI
sbould be nominated by e Ceatal Goverzmment 33 a director on the
board of aaticmalised banks.

Pudlic Sector Companies

sominge Drectors, the DPE Guidelmes stpulate the

Regxrding
Sollowing:
The prime duties of 3 Government nomines oa the Board of Diecton
of a PSU are to safoguard the nterest of the sharedolders, coatibute o
the eofficient functoaimg of e PSUs and report back the same
segulxly to the Governxment The concerned Admimistratve Mimiswy
i3 requred to easmwe that the domines Directors comply with the
respoasibility cast on them.

ISSUES / RECOMMPFNDATIONS
Companies

To protect their commercial mterests Jending insttutions may stpulate
a clause in the lcax agreement appoint nomines directors on the boards
of cozmpanies

Corporate Governance: An Indian Perspective Disparities in Theory and Reality = Page 129 of 166



MKM 227 University of East London
Postgraduate Dissertation U1153960

ISSUE CODES AND PRINCIPLES / CURRENT PROVISIONS ININDIA /
ISSUES AND RECOMMENDATIONS

Since insttutiomal investors ke mutal fund:s ace the tustess of
Ivestens” moasy, ey have a special rols o play in the Indias coatext
where majonty of the comupanies coaform o the “imsider” model and
the promoter family imterests receive much highsr priosity over that of
e common sharebolders. As mmstitmtons Bave much betwer access
mformation and better monitering capabilities they sbould ke interest
i corporate governance. ImsStusioms sbould me their voting rights to
got emment and competat profeswonal:s elected a3 independent
director: oz the boards of companies especially where they have
sazsable sbarsboldags
Banks
The KBI being the regulator of the banking system, nomization of the

RBI oficial to the board of a bank involves bazic coaflict of mrerests.
RBI ka: started withdrawing it somines: Som bank boards. It may

consider bastening this process of withdraywing its Dominess.
Pudlic Sector Companies

The Governmaent should lay down specific gudelines to be followed
by all sozuines dizectors.

Dixclozure of CODES AND PRINCIPLES

Director i

. y OECD Principles
Biographical
Informanen Not coversd.

LSE Combined Code
Sufficient biographical data sbould accompazy mames of directon
sshmitted for election and re-electca by which shareboldess may
make informed vouing decisions.

SEBI
In cae of appoiztment of a Dew director or reappoiatment of a
director, sharebolders mmst be provided with a bmef resume of the
director, his expertise in specific functiomal areas and names of
compaznies iz whichk be bolds dieceorship and the membenkip of
commuttess of the board. (Masdatory Recommendaton)

CURRENT PROVISIONS

Companies / Banks / Pudlic Sector Companies
No specific provisicas 2ave besa lad down.

ISSUES | RECOMMFENDATIONS

Companics / Banks / Public Sector Companies

The secessary biographical details of dector: sbould be provided i
the Aanua]l Report The details should alio coatain pecunixry and'or
Samuly relatioaships, if any, of the divectors with the compazy and its
mazagement. All such details should be mven o the sbareholderns
whea 3 sew director is beang elected by them at the geseral meeting of
sbareboldars.
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Remuneration
Level and CODES AND PRINCIPLES
Compozition of SR
ikt Core OECD Principles
Not coversd.
LSE Combined Code

Lovels of rez=znenaticn should be sufficient 20 retain directors with the

competeace %0 rum the company. but not higher. and should be
stactured 30 23 to Link rewards to pacformance.

Grants under cptioa aad ofher nceative plans should be phased over
tme, rather than in one large block.

Director remuseration shozld be incentive-oniented for best director
pecformance and be 30 designed as to alizm directors’ imterests with
hose of sharebolders.

Azaml boeamses, long-term incemtive or traditomal ihare optica
schemmes sbomld be comiidered a3  supplements to  director

compeasation; azy such defecved remuneratios or cptioas should mot
be exercizable manl afer 3t least 3 thres-year penod

SEBI
Adequate compensation package sbould be givea to e noz-executive
dependent directors 3o that these pouitioms become Saamcially
IemmuDATATYS O atwract taleat The board of diectors shonld decide the
remuseation of soa-executive directors. The remunsration packages

for executive directors to be determingd by the remunenatics
comminge.

CURRENT PROVISIONS
Companies

The total remmuneration payable by a company to its dizector aad
mazager shall sot exceod 11% of itz net profSt for a Sxzancial year,
excluding fees payable 2o director: for amending mesting: of the board
o7 any commines thereof (5.198)

There is a3 upper limit of remmuseration payable o each of the MD or

whole-time dizector individually up to 5% of the net profit and if there
is mcre than such directer, 10%: for all of them together in a Exancial
yeoar. The perguiutes payable are 2ot included in the computation of
ceding Lmits Remumnenation payable to a2 doecter who i3 20t a
mazaging or whole-time director or where there is more than coe suck
directos, 0 all of them taken together, shall not exceed 1% of et
peofin if the company bas MD or whole-time director or manager and
3% of net profits in asy other case. (S 309)
Banks

In public sector banks, thare is 2o perfommance-related compensation.
Therefore, there is very linle nceative or disinceatve for good or bad
pecformance. Some private sector baznks bave moved towards
performance-related compensation.
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Pudlic Sector Companies

Sections 198 and 309 of the Companies Act, whick deal with
remuseraton payable by a compazy. do pot apply to Govermment
companies. The remunsnaton for all board level posts in PSEs 33 Sxed
by the Government at 2 g2p of every Sve years.

The part-time Chairmas i3 paid either 3 Sxed moathly bosorarmum or
sitting fee and incidestals subject to 3 maximum of Rs. 1000-p.=.
They xe alio eatitied to Tavelling allowance, accommodation,

applicable 0 2 zenving Government officer &xmg a3 part-tme
Chairman

ISSUES ' RECOMMFENDATIONS

Companics / Banks / Pudlic Sector Companies

==
devoted by them for the affairs of the company. There should be 20
such upper mit ke Rs. 5000 for sitting fees.

Since compamies vary i uze and complexity azd if noz-execusive
directors Zave o take close interest in the marer: of thedr companies,
ey should be compensated for the time spent by them. To secure
deeper mvolvement of non-executive dectors, companies should pay
a commision over and above the wmtting SHes for the uwe of the
professiomal imputs. Companies may also coasider offering stock
opticas, 30 23 20 relate rewards to performance. As appropriate mux of
commissions, which are rowards oz curreat proSts, and stock optoas,
whick are rewards contingent upon future appreciate of corponate
valze, would align 2 noo-executive director towards keeping a= eye o
sbort term proSits as well a3 longer term sharebolder value.

Procedure for | CODES AND PRINCIPLES
Determining 2o
B OECD Principles
The board should review key executive and board remumsration.
LSE Combimed Code
Companies sbould establish formal and tamsparent proceduses for
: rexuzenation. No director should aloze be imvolved ==
determining his or her ows rexunenation.
The remuseratios commuttes should take care 0 position the compasy
amoang other: i the indusyy 10 23 20t 20 overpay directors whea 20
proportionats improvesment in performance may be possible.
Exscutive ibare cption: should not be priced at a discount excopt whea
authonised by the listing rales.
Dixecter parformance conditions should be Hictored o determination
of boauses, with upper limits and period-related parual payments.
Cnteria such as performance and the company's position amoag
companies should factor imto the determinmaticm of all inceative
schemen.
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SEBI
The board of dectors should decide the remunenaton of 200
exocutive directors. (Mandatery Recommendaton)

CURRENT PROVISIONS

Companies
No specific provisicas 2ave bees laid down.

Banks
For public sector banks, decided and reviewed every 5 years through a
process of indumity-wide wage negotations.

Pudlic Sector Companies
Decided by the Pay Commussion

ISSUES ' EECOMMENDATIONS

Companies / Banks / Public Sector Companies
The remuneration commuttes should follow a clearly laid dows and
cansparest procedure for determining rexuneration o the boxxd

The remuneratioa commines should take care 0 positica the compasy
among othaers in the indusTry 10 a3 2ot to overpay directer: whea 20
proportionate improvement in performance may be possible.
Executive sthare options sbould not be priced at a discoust exceopt whea
authonized by the Lsting rules.

Crnteria such as performance and the company's positica amoag
companies in the ame or umilar ndusty ibould Hctor o the
determination of all nceative schemes.

Dixclozure of CODES AND PRINCIPLES

Compazies are generally expected to disclose sufEcient information oo
&omaefboaxdmb«snqumcmm(m

or in the aggregate) for imvestors o propesiy asess the
costs and besefinn of rumusenation plans and the coatibution of

incentive schemes, such 23 stock optica schemes, 0 parformance.
LSE Combdmed Code

Memberihip = the remuneraton commines must be anzwally reported
o sbarebolders

The amnual report sbould include statemeat to sharebolders regarding
remuneration policy and the state of accounss.

The ropost of the remuneratios committes sbould identfy sach director
and specify their total commpensation package: regarding share optons,
it should incinde 3 statement of complance with the Accounting
Standard: Boards® wrgest issues task force Absmact 10 axd
explazations of any lump su=u paymsents.

Directors’ tetal remuseration package, including share cpticms aad
penuon amagements, sbould be subject to andie.
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SEBI

The discloswres regarding all slements of remumeration package of all
e drectors, ie. salary, beneSits, boamies, stock optons, pemiion eic.
sbould be made o the sharebolders. (Mandatery Recommendation)

CURRENT PROVISIONS

Companies/PSUs
Compazies e required by law to &sclose in e annual repost all the
paymeat: made to the director: and all exployee: drawing anamal
compensation’salasy above Rs

Bask:

A sumber of banks do not disclose the entire compensation package of
thedr fall tmoe directons.

ISSUES / RECOMMENDATIONS

Companies / Banks / Pudlic Sector Companies
The remuseraton package: of all drectors should be disclosed in the
anzwal report.
Meomberihip iz the remuneration commites must be annually reported
to sharebolders
The aanual seport should include statemments to shaseholders segarding
remuseration policy and the state of accounss.
The report of the rexunention commines should identify directors
adividually and specify their compensation packages
Dzecton’ total remuseration package, incinding share cptioms and
peaon arangements, sbould be subject to andie

Sharebolder CODES AND PRINCIPLES

Involvement in ST
Detormining OECD Principles

Remuneraton Not coversd.

LSE Combdined Code
Sharebolders should approve azy loag teem ceatve schemes for
executives and either decide compensation of soa-executive axd
femunernation commuittee members or, if the articles allow, the board
should delegate 3 sub-committes to address this matter, the AGM
should be comiidered a conveaieat forum for sharebolder approval of
resmunenaton policy.
Sharebolders may be called oz 20 approve the board's remunenatica
report, and they should approve azy mew or supplemental loag-term
Icentive.

SEBI
Not coversd.

CURRENT PROVISIONS

Companics / Banks / Public Sector Companies
No specific provisicas Bave beea laid down
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Companic: / Banks / Public Sector Companies
The shareholders sbould have the £xal 3y in approving rexsusenton
of the full-tme a: well a: the zoz-executive divectors. The

remusneraton packages of semior exmployess bolding key execumve
posts should be approved by the board and full detxils thareof should

be disclosed to the sharebolders.

ROLE OF SHARFHOLDERS

Sharebolder | CODES AND PRINCIPLES

Righe: and e

P = OECD Principles

Vodag The corpomate gotvermance Samework shoumld protect wharebolders’
rights

Sharebolders should Zave the oppormanity to participate effectively and
vote = gexeral sharebolder meoting: and mformation abour rules,
=chuding voting procedures, hat govers geaeral tharedolder mestings:
Sharebolders should receive sufScient and timely information abou
e date. location and agenda of general meetimgs.
Subject o reasomable ILmitatioms, iavestors sbhould Bave the
opportunity 20 ask questions of the board and place i%ems oa agenda.
Sharebolders should be able 20 vote in person or iz abseatia, with equal
weight for the two.
Shareboldess, ncluding instmutiomal imvestors, should consider the
costs and bezefits of exercising their voung rights.

LSE Combined Code

Sharelolders Bave a respomsibility to make conudered use of thedr
wvotes.

Usnless a poll is called, all proxy wvotes sbould be counted. and after
resolnticns have besn dealt with ca a show of hands, the compasy
sbould indicate the mumber of proxy votes cast, aloag with for and
against vote, ca each resoiution.

SEBI
A compasy msust have appropriate systems in place, which will exable
e sharsdolders to participate effecuvely and vots in the sharebolders’
mestings. The compasny sbould also keep the sharebolders informed of
e rules and voting procedures, which govern the general sharebolder
T

CURRENT PROVISIONS

Companies
All sharebolders awe guarantesd the night o participate and vote
company meetings and shareholder ballots.
All maters of importance regarding a company's functioming require
sharebolder approval
Sharebolders bave 3 night to vote by proxy and are eatitied to appoint

ancther persca a3 hisher proxy. mrespective of whether the proxy is a
shasreholdes or sot Apruyht:boripzbundndmu.bu
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caznot speak at the meetmg.

The coacept of postal baliot bas besa mtoduced i the Companies
(A=eadment Act), 1999

Sharebolders cas approach CLB, the cowt or SEBI for redress whea
their legal rights are viclated The mimonty shareholders can apply o
CLB for redress against oppression and mismanagessent, subject o the
mizimum requirement of 30t less than cne bundred members or 1/10°

of the total pumber of members whichever is Jess, or any membes's
bolding not less than 1/10® of the issued share capital (S.397-399)
The Companies Act requives all shares and all share wansfers 20 be
remistered. Companies are required to maintas up-to-date registers of
sharebolders and debeatme-holders. Registers must be available for
peblic scrutiny.

Banks

The shareboldens” nght: of public sector baxmks stand comsidemably
Mpdmco&ocmﬂxsmnqmdfam&*ﬁndw
approving accoumts at the AGM. The voting rights of 2 sharebolder i
a public sector bazk do 20t exceed 1% Zespective of the size of
boldings. In the caze of the private sector banks this Limnie is 10%.

Pudlic Sector Companies

The provisions in the Compazies Act apply 0 Government companies
ISSUES 'RECOMMENDATIONS
Companies/PSUs

A systemm of electomic voting should be inwoduced to emable
shareboldars to vors at the AGM:.

Institstional imvestors should SHvowr a dialogue with companies o
determine mutmal cbjectives. They should eacourage regular axd
SSIIMAtc ComIact At semior executve level o exchange views axd
mformation oz stategy, performance, board memberihip and gmality
of management. They sbould also provide checks and balances o
provent mbsalthy conceamation of decisios-makiag powes.

The mmstitutional sharebolders can alio play a role in sppointment of
mdependent noz-executive directors of necessary calibre, competence.
and expenence.

While i 33 tue that the wmbarebolders have the appeliate powers and
some of them have besn successful at redressing minagement of thexr
rights, it is al:o 3 well-known fact thae the judicial process in India i3
slow. Iovestor complaints should be brought under the purview of the
Asbizration Act 5o thae quick relief could be gramted Stock exchaages
sbould be made the focal poinme for such arbizration process mvolviag
Imvestor commplaints.

Banks

Presextly, the Govermment i3 the domuinant owner of the Indias
baznicng secter. The impoutioa of decisions by the domimant owner
mfluences the sharebolder value.

In view of the growing sharebolding by the public in the capital of
pblic sector basks it would be pecesiary to move ameadments 20 the
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Baxk Nasozalisanos ACt 10 provide fo7 ETedter TOpresentInOn 10 e
public shareboldars at Jeast i propostica 0 their shareholding

For ifusing increased corporate governance in banks, sbarebolders
should have the nght 1o Escuss, vote on, and approve the profit and
loss account and the balance sheot, at the AGM of the banks. The
selovant provisicms of the Bank Natiomalisatiom Act which does not
provide for voting and approving the account by sharebolders should

be amended.
General CODES AND PRINCIPLES
Meecing: OECD Principles

Processes and procedwes for gemeral sharebolder meetings should
allow for equitable Teatment of all shareholdess.

LSE Combined Code

Board should me the AGM a: the primary means of direct
commumication with sharebolders. Notices for AGMs should be sext o
sbareholders 2t least tweary working days before the meeting.

SEBI
The AGM:s of the cozmpany sbould sot be deliberansly beld a2 vezues
oz the timing should not be such which makes it difficult for most of

the shareboidess to amend The company must also easure that it is not
Icogvenient or expeasive for sharebolders to cast their vots.

CURRENT PROVISIONS
Companies

The Compazses Act masndartes companies 20 Bave an AGM of thexr
sharebolders. The potice of the AGM Bas to be posted 0 all
shareholders 21 days prior to the mosting, coataining the company’s
reports and accounts, the ageada all resciuton: that ae o be
discussed in the meeting and 3 proxy form

Sharebolders accounting for at least 1/10™ of the paid-up share capital

Bave the right 10 call an exvacrdinary general mesting. If the request
i supported by reazon and sigmarares, ity is mcumbent upon the board
20 aznounce such 2 meeting and bold it within 45 days.

Banks
A: per RBI's instractions, banks should bold AGM: where the bank i3
baving it head'corporate ofSce

Pudlic Sector Companies
The provisicas of the Comspazies Act apply o Government companies
also.

ISSUES ' RECOMMENDATIONS

Companies / Banks / Public Sector Companies
The AGM: sbould be beld at the town/city, where the CEO of the
compazy is located beadgquarteced The compazy sbould also bold one
or two geseral meetings of darebolders a year by retation at differeat

ghcurbcolngmofw&naudowucm
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sharebolders Bave opportumites to imteract with the board and
mazagement of the company. The timing of such meetings sbould be
coavenieat fom shareholders’ poist.

Evaluation of CODES AND PRINCIPLES

Governance e Z

=S p— OECD Principles

Not covered

LSE Combined Code
Compaznies sbould have a free hand to explain their govermance
policies in the lighe of the principles, and ibarebolders and others mmst
ovaluate the compazy's statement and explanatons.
Instimatomal sharebolders should elimimate wmivial vamations over
Imvestment criter:a that they may apply to isues of corponate
goverzance and compazy performance, provide ther clsats with thedr
complete voting record and moniter results of ther voting mteaticns
and mfiveace.

SEBI

There should be 3 separate section on corporate govesmance iz the
anazal reports of companies, with detaled compliance eport oa
Corperate Govemance. Noza-compliance of 2amy mandatory
recommendation with reasoas thereof and the extexnt 2o which the zon-
mandatory recommendations bave beea adopted should be specifically
highlighted The compazy should arange to obtain a certificate fom
it anditors regarding compliance of mandatory recommendations and
annex the certificate to the directons” report to be eat to all
sharebolders and the stock exchanges.

CURRENT PROVISIONS

Companics / Banks / Public Sector Companies
No specific provisions exist

ISSUES ' RECOMMFENDATIONS

Companics / Banks / Pubdlic Sector Companies
Compazies should make special efforns in explaiming company’s
goverzance polcies, business ethics, and the exvirommest and other
peblic polbicy commitments. The discloswe sbould belp sdarebolderns
and othars to evaluate e company’s statement and explamaticns. All
large companies should amange to get evaluated the quality of all thedr
disclosures 0 the sharebolders and the stakeboldess. This evalmation
3ob sheuld be eatusted 0 a2z mdependent agency, which can andit the

quality of d&isclosuwres. This evaluation report should be sext o all the
shareholders.

Sharebolder CODES AND PRINCIPLES
Reselutions OECD Principles / LSE Combined Code / SEBI
Not coversd.
CURRENT PROVISIONS
Compeanies / Pudlic Sector Companies
Thare ave two classes of resolutions- codinary and special Ordiaxry
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resoluticas, such a3, electon and removal of directorns, appomtment of
exterzal auditors, remumeration of dectors, payment of dividead
approtval of anamal accommts and the routine maters relatiag to the
coaduct of a commpany, ae passed with the approval of mere than 50
per cent of the shareholders present and voting. Special resclutons,
such a3, buy-back of dhares, proposed merger or de-merger, changing
the mame of the company, alecing the memorandam and artcles of
ass0ciation oF e registeced address of the commpasy Som o026 state o
ancther, volumtary winding of the compasy and similar decisicas
reque special resclutions with the approval of 73 per cemt of those
present and voting
These 3pply 20 Government commpanies alio.

ISSUES 'RECOMMENDATIONS

Companics / Banks / Public Sector Companies
Sharebolders bhave a rnight to participate i all major decimonms.
However, the umall sharebolders often find it &ificult 10 get thesr voice
to the board. The recent amendmexnt to the Companies Act has not
mads it mandatory to have represeatative of the small shareholders oz
the boxrd Therefors, Sromgh suwitable legizlatve ameandmeats, e
voung rights of small sharebolders should steagthensd by inwoducag
a provision for compomnding of voting rights for small sharebolders 5o
that they are able to get their represeatative elected to the board

FINANCIAL REPORTING, TRANSPARENCY AND AUDIT

Financial CODFS AND PRINCIPLES

gy OECD Principles

P

The corporate govermance Samework ibould easws that tmely and
accunate dscloswe is made oz all material matters inclading the
Snancial situation, performance, ownership and govermamce of the
company.
Chanznels for disseminating informaticn should provide for fair, tmely
and cost-sfScieat access to relevant ixformation by users.

LSE Combdimed Code
Both directors and auditors ibould be required o make formal
stateznents of thedr andit reporting responsibilities.

SEBI
Information ke quarterly results, and presestaticns by companies o
nﬂpnmhpzm&ocmpmswamboummad
a form 10 2: o exmable the stock exchamge oz which the compazy iz
Bsted f0 put it o2 its own web-site. (Mandatory Recommendaton)
Half-yearly declaratica of fimancial performance. ixcludiag summary
of the sigaificant eveats in last six moaths, should be sent 2o the
bBousebold of each sharsbolder. (Noo-mandatory Recozxmendation)

CURRENT PROVISIONS

Companies
All companies are required 0 prepare andited anzual accounn, which
are Srit submited o the board for approval then fled with the
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i.;is:nt of Companzes.

The a=nomal accounsts must contain in the prescribed format the balance
sheot, profit and loss account, their schedules, the amditor’s motes ca
accomats and gualifications (if any). together with the directors’ report
for the year.

Banks

All bank: are sequired 20 prepase andited anamal accounts which
comtain iz the prescmbed formar the dalance sbeet, profit and loss
account, their schedules, the andites’s nctes o3 accomats and

qualiScatioas (if azy), together with the directorns’ report for the yeur

Pudlic Sector Companies
All compamies are requived o prepare audited anmwal accounts which
coztain i the prescmbed formar the balance sbeet, profit and loss
account, their schedule:, the audites’s notes om accomnts and
gualiScations (if any), together with the directors’ report for the year
Both in regard to statutery corporations and Govermment Companies, it
Bas been prescribed that the Annumal Report together with the andited
accomats and audit report for any particular year should be laid oa the
Tabile of the Parliaxment within 9 mcaths of the clote of the accounting
yoar

ISSURES 'RECOMMENDATIONS

Companics / Banks / Publbic Sector Companies
The boards of all types of companies should easwre the integnity and
coasistency of thexr reports and they sbould meet the Exaxcial
teportag standards i letter as well a5 i spinit
in additon o pretenting information, which is already being pretented
as part of the ammmal accomunrs, they should alio sepont certaim key
Snancial ntos, which refloct the bealth of the company.

Disclosure and | CODES AND PRINCIPLES

Transpareacy | oxCD Principles

Discloswre should includs, but not be kmited to, material information
o the £aancial and operating results of the company. and material
Soresesable ritk factors.

Capital stachres and arangements that enable certain shareholders o
obnain 3 degree of coatrol disproposrtionats o their equity ownership
sbould be disclosed

BIS

Traaspareacy can reiaforce wound corporate governance. Thersfore, public

disclosure is desinable in the Sollowing areas

e Board structme (size, membenkip, qualifications, and commitnees)

e Senior mamagement stuctwre (respomaibilites, reportimg Limes,
qualiScatica and experience)

e Basic crganisational scucture (line of business stracture, Jegal eatty
sTucture)

e Natwe of mansactons with affiliates and related parties
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LSE Combined Code

The board ibould establish formal and Tamsparest axrangements for
comsidering bow they sbhould apply the Saancial reporting and imternal
coarol principles and for mammtaining an appropriate relationikip with
e company’s anditors.

SEBI

As sharebolders bave 3 night to participate i, and be sufScieatly
mformed oa decimons: comcerning fundamental corporate changes, ey
sbould ot oaly be provided informaticn as under the Companies Act,
bt also in respect of other deciiions relating to material changes such
a3 take-overs, sale of astets or d&visions of the company and chaages
= capital souctare which will Jead 0 chamge iIn coatrol or may result
= certaa sbareboldars obtxning coarol dispropostionate to the equity
cwzenlip

CURRENT PROVISIONS

Companies / Public Sector Companies
Sharebolders have a night to receinve copies of balance sheet and
auditees’ report. (5.219)

The balance ibheet and profit and loss account should ©ve tus and SHur
viow of the state of affairs of the company (S.211)
Uszder the provisions of the Listing Agresment, all Ested companies
are requred to make detaled dsclosmres
The commpanies are Jegally bound o make timely discloswe of material
and price senutve mformation including material ewveats Zaviag a
bearing on the performance of the company o every stock exchange
where they are Dited and to the regulators,

Banks

The standards of banks’ discloswres, geserally, fall shert of
mtersatozal standards. However, there bas besa some improvement
this regard The Reserve Bank bas mandated the discloswre of some of
e essential sTeagth indicators as also performance-related parameterns
as part of the Notes to the balance sest of bazks. The bazks: are also
sequed to disclose ther accounting policies. Morecvesr, ey xe
requved 0 &iclose matanty pamern of loans and advances. invesament
secunites, deposits and bomrowings. eec.

ISSUES /| RECOMMFENDATIONS

Companies / Public Sector Companies

At pretent, the comtmuous diclosure requiremeat: for material eveat:
to be commplied by the Ested companies ae goversed by the Lstag
agreexneat (Clause 36). Though the clause was inwoduced abeut two
yeoars ago, compliance of this clanse by some cozupanies Bas besa
slack primanly due o e abience of eaforcement and pemal
mechaniun for nea-complance with the Liting agresmment

Mazy corporates disseminate price semsitive informaticn to 2 sectoa
of the public, namely, analyits or a wecton of ®e press, some of it
mformally. This informmaticn iz 2ot made available to the stock
exchanges The issmers of Lsted secunties mmst disclose smck
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mformation smmulitansously OF i3 asy case not later than §30 am ca
e next day to the stock exchange: and imsue appropzmate press
reloases.

Mazy tmes, subitantial volatley in the price of the ibares i3 obsarved
whea a piece of mformaton pertxining 0 the company appears = the
press. Sometimes, the piece of informatica could be a rumour or
erronsously published. In such eveat, e compasy should isme a
clariScation to e stock exchanges: and alio issue press release to the
SOWIPIPET: either dispeling e rumounTeporn or
confoming/clanifyiag the same.

All lxrge Lited commpanies sbould Zave a webiite, where they wbould
p=t all mformation a3 the same is furnished 0 the stock exchanges, as
also the mmformatica dissemimated to 3 class of public, inclading
analysts or the press reports.

The mmtmaton regarding the board meeting at which declanaticas ca
dividend or rights or bogus are dus to be comsidered (Clause 19 of the
Listag Ageement) should meack e stock exchangs at least 7
before the date of the meeting or simultaneonsly aloag with the notices
of the meeting seat to directors, whichever iz earlier. The follow:ng
oventpwposes may alwe be incinded for timely disclosures: amy
oquity issue or equity limked issue, issus of shares to employess uader
ESOPESPS Scheme, stock split, comsobdaton, buy back of shares,
mecger, amalgamation, acquisition, hiving off take over, volumtary
winding up, etc.

Dizclozure of ownership: itock exchange listing agreemmeats require
share owsenship 0 be declared oz the basis of :dividual promotess,
DFIs, Fils, mutual funds, foreiga boldings, other corporate bodies, top
50 sharebolders, and other sharebolders. In addition, investers crossing
e Sve per cemt threshold must mform the relevamt stock exchaage
and SEBI The ownenkip classification u=sed by Indian stock
exchanges does a0t provide 3 Tamspareat pictare of share coatrel due
to the prevalence of complex cross-boldiags acvoss family or o
conzolisd conglomenates. The sharebolding pattern, in particular the
shares of those iIn coaol of the mamagemeat of the company,
mattutional imvestors. FlIs and mumal fomds and other major
sbarebolders must be disclosed.

3t 33 desirable that iz its proposed nformation dissemination site on the
Pattarn of EDGAR in the US, SEBI may comsider giving all the
disclosures of all the companies and i particular small companies that
caznot afford 20 create ther cwa webute.

Banks

Discloswe standwrds of banks in India need firther improvemense,
whick will refloct the affairs of the bank == 3 e and Sy manner. In
addiston to discloswes wiich are required to be made as per RBI
direction, bazks should ca their ows discless all material formation
relating to the tue state of their affairs, thelr vision statemnents, future
business sTateges, etc. To bring more Tramspareacy. banks should
diclote more informaton on nisk mamagement stategies and
practices, wamsaction with afSliated and comnected parties,
classification of assets, off-balance itemms etc.

h\i-ccfm&\w&wofamﬁotdbadtlizisuw» ‘
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present 2 faxr view of the acuvites and the accomats of the subiidanes
of pablic sector banks. This would bruing tanspaseacy and discloswe
= ©6 accomars of thete banks at par with the private sector banks and
other companies.

All baxzks and partcularly the bigger among them should have thexr
owa web-iites, where they should put all information for ®e benefit of
the public, shareholders and depositors.

The shareboldng patters, = particular the ibares of iastitutiomal
wvestors, FiIs and mutual funds and other major sbarebolders must be
disclosed by the public secter and private sector baxnks.

Accosating CODES AND PRINCIPLES

Information should be prepwed audited and disclosed I accordance
with high standards of accomatiag Snancial and ace-Sxamcial
disclosures, and audit The principles suppost the development of high
quality mmtermationally recogmised standards, whick caz szemve ®
mprove the compatbility of information between counties.

LSE Combimed Code
Audit repcrting respoasibilities go beyond the actmal amdit aad
embrace any Pprice-temimive report or statement made to outuide
PXtes; Joposting O going concerns wbould be 2 requIvemsent aad
accompanied with supporting assumptions and qualifications
SEBI
Compaznies should be required to give coasolidated accomats in respect
of all its subsidiaries in which they bold 51% or mcee of the share
capital SEBI is i dislogue with ICAI ¢o bring about changes in the
accomnting standard oz consolidated financial statements.

In cazes of companies with several businesses, it is importamt that
Snancial reporting im respect of each product segment should be
available to shareboldars.

PROVISIONS

Companics / Banks / Public Sector Companies

The Institute of Chartered Accountanes of India (3CAI) bas introduced
segmental accoumating standards It Bas released exposure dnaft oz
coasolidated accomats by companies

LSTESRECOMMENDATIONS

Companics / Banks / Public Sector Companies
Bazk: and companies should be required to prepare and present
coasolidated Snancial statemeats inclading those of all its subsidianies.

There should be reasomably good disclosures about related emtities
where the parent is Zaving 26% or more shareholding

They ibould alio be required to prepaxre and present desegregated
segmental xformatica for eack signiSicamt product or service segment
(1e. ndustry sezment) and for sach sigmificant geographical macket
They sbould provide recconciliation between the sum of the xformaticn
c2 =dradual wamnant and e 2zmreaaed mformanon o he Soancial
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With regard 20 related party tamsactions, they sbould prepare and
present disclosure of related party relaticmskips, whether or not there
Bave besn tamsactions betwesn the related partes. They sbould alwo
disclose the zatwre of relatiomship, type of wansactions, and thexr
sloments necessary for mmderstanding of Snancial statements.

Compazies ibould prepare and present the azgregzate amount axd
peticd of defauits oz repayment cbligations ca. loams, boads,

debearures and public deporin.
Intermal CODES AND PRINCIPLES
Ceatrel OECD Principles

A koy responsibility of the board is to enswe that appropmiate systems
of coamol are = place, in particular systems for moninomag nisk,
LSE Comdined Code

Az azmml review of the efectivensss of the compamy’'s mstermal
controls over fmancial operaticoal and compliance matters should be
condacted and reported to shareboldaers.

BIS

In banks there should be stoag internal coatrol systems, incinding mtersal
and external audit functions, risk mazagement function: indepeadeat of
business Lnes, and other checks and balances

SEBI
Audit Comminse of the board to lock into these aspects.
CURRENT PROVISIONS

Companies
The bowrd of directors and sbarebolders oversee and moaitor the
masagement This momitoring takes place through oversight of the
audits and the commpany's accounts, which must reflect the tue and Hir
view of the company’s affamrs. Directors can inspect these bocks
together with the Registar and government officials. Shareholders
exercize the ovenight function by appointing and removing
ndepeadent auditors through 3 special resolution at the AGM.

Banks

Baxk: have reascmably good imtermal coatrol systems. intermal and
external sudit fumcticms e the other checks aod balazces A
reguiatory framework for nsk masagement functon in banks
depeadent of business knes bas recently been put iz place. Bazks e
= differeat stages of mplemsatation of nik mazagemnent systemns.

Pudlic Sector Companies
The Government compamses, i general, are yet ® put i place
satisfactory internal control mechanisms.

ISSUES ' RECOMMFENDATIONS

Companies / Pudlic Sector Companies
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ISSUE CODES AND PRINCIPLES / CURRENT PROVISIONS IN INDIA /
ISSUES AND RECOMMENDATIONS

Az azmwmal review of the effectiveness of the comspany's msermal
coaols over fimancial operaticaal and compliance matters sbould be
coadacted and reported to shareholders.

Banks
With the mmcreased complexity and volume of buiiness, proper aad
effective ternal coowol mechamism in bank: hould receive mreater
ateatios of the board.
In bank:, there should be muck sTonger intermal coatrol systems,
including offoctve imtermal and extermal audit mechamiims, risk
masagement fanctons mdependsat of business kines, and other checks
and balances

Auditor CODES AND PRINCIPLES
Az independent auditor should coaduct an amaual audit = order to

provide az extarmal and objective asswrance om the way i which
Snancial statemments Bave beea prepared and presented.

BIS
Az important form of oversight in bazks should be through independent ritk
management and audit fancticas.
As the role of auditors is vital to the corporate goverzance process the
e of the andit process should be communicated throughout e

importanc
bank Board should take measwres to sabance the mdependence and statwe
of audxrors. The Sndings of anditors should be utlized in a timely and
offoctve manner. Head auditer should report to the board and the andit
commites in an independest manner
LSE Combdined Code
Not caly should the auditors discharge ther duties = tomnal
depeadence from persomal intecest or managenal mtsrfersace, ey
should perform a regular review of ther independence, alcag with
thear cost effectiveness and cbjectvely.
CURRENT PROVISIONS
Companies
The companies are required to bave their annmal accomats aundited
extarnally aad sigzned by a certiSed chartered accomat
Sharebolders Bave a night 0 appointremove anditor. The aunditor is
appointed at every AGM to bold ofice uanl next AGM .(5.224-223)
Banks
The audt functicas are well developed iz the banks.
Appointmesnt and rexsoval of auditers by the boards of banks has to be
with the prior approval of RBL
Extecmal statutory auditors preseat the report oa the fumcticming of
the baxk to its board directly.
Pudlic Sector Companies

Section 619 of the Companies Act lays down the procedure for the
audit of accounts of Government companies. Sectons 224 to 233 of
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ISSUE CODES AND PRINCIPLES / CURRENT PROVISIONS IN INDIA Y
ISSUES AND RECOMMENDATIONS

the Compames Act, which deal with appomtment and remuneration of
auditers, resciuton for appointingremoviag aunditors, qualkiSication/
disqualiicatioa of auditcrs, powess/duties of auditors and signing of
audst report, etc.. do 2ot apply 0 FOTT. Compamies.

The auditor of a Goverament company is appointed by the Cearal
Govt oz the advice of the Comspoolier and Anditor Genenal of India
(CAG), who directs the manner in which the accounts of Government
compaxzies sball be andited. The audit report is submitned to the CAG,
wbo comments upon or supplexent: the auditor’s report The
comments of the CAG aloag with the audit report are placed before the
AGM cof the company.

ISSUES ' RECOMMPFNDATIONS
Companies
Andi: Committees should bave say in the selection of auditons

Not caly should the auditers discharge thexr dutes i total
=dependence from persomal interest or managenial mterference, ey
sbould performm 2 megular review of ther mndependence. alocag with
e cost effectiveness and chjectively

As role of anditors is vital to the corporate govermance process, the
importance of the audit process should be commumicated throughout
the compansy. Board should wke measwre: fo eabance the
=dependence and statre of auditers. The £xndings of auditors sbould
be utlized in 3 timely and effectve manner. The bead of the andit i
sbould report o the board or the andit commitee n an independent

S2anDes.
Stakebolder - CODES AND PRINCIPLES
Defizinon and N

P ik OECD Principle:

The corporate govermance fmmework should recogmise the righe of
stakebolders as established by law and escourage active co-openatica
between corporaticns and stakebolders in creating wealth, jobs and the
sustaimability of fEnancially sound eaterprises.

The cosporate governance Samework should permit performance-
enbancing mechanisms for stakebolder commumication

Stakebolders who participate in the corporate governance process
sbould Bave access to mformation necessary o fulfil chex
respoaubilities

LSE Combined Code
Not coversd.

CURRENT PROVISIONS

Companies / Banks / Pudlic Sector Companies
No provizions exist

ISSUES ' RECOMMENDATIONS
Companies / Public Sector Companies
Jbe board sbould bave oblizatica bur pot accomntabiliey o
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ISSUE CODES AND PRINCIPLES / CURRENT PROVISIONS ININDIA/
ISSUES AND RECOMMENDATIONS
stakedoldars
Banks

In principle. e bdank’s board ibould have obligatoa. bmt not
accomanability to stakebolders. However, depouitors being the major
stakebolders i baxks, wbose interests may zot always be recognized,
sound corporate governance sbould comsider therr imterests and eamsure
that individual banks are condactng their business i such a way
zot to harm mterests of depoaiters.
Disclesares CODES AND PRINCIPLES
related to & s
Af o OECD Principles
Mazagers must discloss any matenial imtesests Im Tansactons of

LSE Combimed Code

Not coversd.

SEBI
The amnual reports of the compamies ibould coatain Masagement
Discussions and Axalysis, including discumsiions oz maters sach a3
adusty stuctare and developmemts, opportanities and thrsats,

wucrpo&umum outiook, nsks aad
concerns, iteraal coatrol systems and their

, opernaticaal
pcfmaadwdmmnm mdascnlnhoeu
Soat. (Mandatory Recommendation)

The masagemeat mmust disciose o the board all material, financial and
commarcial Taniactons, where they have persozal imtecest that may
Bave 2 potsatal confiict with the mterests of the comspasy at large.
(Mazdstory Recommendancs)

CURRENT PROVISIONS

Companies / Banks / Public Sector Companies
The decision regarding what should be published iz the Anaual Repost
iz taken by the boards. Geasrally, the masagement dscussics is not
cluded in the Report.
As per the Compamies Act Directors’ mterests bave to be disclosed
peciodcally at least once in a year. This i3 mandated ®o exswe thae
thece are 2o coaflicts of nterests whea the board deals with Examcial
mmatters pertaizing %o the company.

ISSUES / RECOMMFENDATIONS

Companies / Pudlic Sector Companies
Some items Lke omtioock, risk and coacerss and imteraal coawmol
systemms and their adequacy. should be covered in the ammmal report of
companmios.

Sanks
Bazk: may alioc be encowaged 20 make disclosmres oa semior
masagement stractare (responwbilities, reporting Lines, quakScaticns
and expenience) The bdasic ocrgamisatiomal stucture may alio be
disclosed. Broad mmceative stucture (remmuneration policies, executive
compensation, boauses, stock optons)
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ISSUE CODES AND PRINCIPLES / CURRENT PROVISIONS IN INDIA/
ISSUES AND RECOMMENDATIONS

Dixclozure of CODES AND PRINCIPLES

Compliance 2

i v = OECD Principles

dation: Compaznies are encouraged to report oz bow they apply relevanmt
COTPOTAe EOVECEARCO PRIDCIPies I3 Ppractce.

LSE Combmed Code

The Listmg Rule: of the Loadoa Stock Exchange coatain a
requirement for UK Lsted companies to make a disclosure statement i
two parts i their anzmal report In the Srst part of the stateznent, the
compazy will be required to report 02 bow it apples the prnciples =
the Combined Cods. In the second part of the statement, the compazy
will be requoed either o coxfirm hat it complies wih e Code

protisions o where it does not - provide az explanation
SEBI

There should be 2 separate sectica oo corporate govermance i the
anzual reports of the companies, with a detailed compliance report ca
COTpOTate  EOVErmance. Noocompliance of azy maadatory
recommendation with reasoms thereof and the extent to which mes-
mandatory recommendations bave beea adopred should be specifically
highligheed (Mandatory Recommeadatioa)
Company sbould armange 0 obtain 3 certificate from the anditors of the
company regarding compliance of mandatory recommendations and
annex the certficate with the directors’ report, which is sent anmmally
to all the sharebolders of the company. The same certuficate should
also be sent to the stock exchanges along with the anawal retwrns Sled
by the company. (Maadatory Recommendation)

Companies / Banks / Public Sector Companies

The exmat of complance with governance requirements sbould be
disclosed in the Dixectons” Repert.
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8.2 Appendix 2

8.2.1 Introductory Letter?

University of East London

Royal Docks Business School

INTRODUCTORY LETTER

To Whomsoever Concerned,

I Raj M Jakkal, a MBA student carrying out research study for the
purpose of dissertation on corporate governance in India. The principle
objective of this study is to investigate problems in corporate governance
practices followed within diverse organisations in India and provide solutions
for it. This research is purely used for academic purpose and all the collected
data will be treated with the strictest confidentiality. Your co-operation and

full participation is vital for successful completion of this study.

Regards,

RA]| MADHUKAR JAKKAL

University of East London
Royal Docks Business School,

London, United Kingdom

E16 2RD

Contact Information: ul153960@uel.ac.uk / rajjakkal@gmail.com

2 ** This introductory letter was sent to sample organisations for the clarification of purpose of

interview.
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8.2.2 Interview Questions

INTERVIEW QUESTIONS

DATE

TIME

DESIGNATION

NAME OF THE COMPANY

Q.1  What is the type of your organisation?

Public

Private

Family owned

Q.2 What is the composition board of your organisation? How many male
and female members are appointed on board? What is the size of board

members?

Q.3 Whartis your role within organisation considering corporate governance?

Q.4 What is the general qualification of board members? What is your
highest/ latest qualification?
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0.5 How experienced are the members of board? How much is your
experience?

-8 Years More than 15 Years
10 Years More than 20 Years
10-15 Years Maore than 30 Years

Q.6 What is current salary range of executives? What is your salary range?

Below £5.000

£10,000

£15.,000

£20,000

Q.7 What is current remuneration policy? Do you think it has links with
performance? What are advantages and problems of it if any?

Q.8 What kind of training programmes organisation offer? If yes then, have
you attended any corporate governance development programmes?
Specify if any?
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Q.9 What is the composition of audit committee? Does any external
professional accounting bodies involve in the auditing process?

Q.10 Do you think internal control and risk management policy is necessary?
How does it benefit your organisation?

Q.11 What do you think about compliance with disclosure norms in clause 49
by Securities and Exchange board of India? Do you think there are any
specific issues in existing process?

Q.12 Do you think adoption of IFRS is necessary? If yes how it will be beneficial
for your organisation? If not why?
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Q.13 Why do you think corporate governance is necessary? What are the
benefits of corporate governance for your organisation?

Q.14 What are the problems in current corporate governance practices in
India? According to you what are the solution for it?

Q.15 Comment on Corporate governance practices in India.
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8.2.3 Sample Interview Transcripts

8.2.3.1 Sample One: Multinational Corporation

Interviewer: Student
Interviewee: Member of Board

Interview Setting: Interview conducted over telephone. The interview was
conducted on 24 July, 2013 at 3:30 PM [BST] on Wednesday afternoon.

Affiliation with interviewee: Interviewee has worked with one of my family
members.

(Start of Interview)
Interviewer: What is the type of your organisation?

Interviewee: This Company is privately owned and belongs to well-known
family group in India.

Interviewer: What is the composition board of your organisation? How many
male and female members are appointed on board? What is the
size of board members?

Interviewee: The board consists of one executive and 10 non-executive
members on board. Currently, board has all male directors on
board. We are thinking towards diversification of board.

Interviewer: What is your role within organisation considering corporate
governance?

Interviewee: Basically, | serve as independent director on board and perform
advisory role on strategic planning and also monitor financial

activities within the organisation. | also serve as director on
boards of different public listed companies.

Interviewer: What is the general qualification of board members? What is your
highest/ latest qualification?

Interviewee: The general qualification of board of members is Bachelor’s and
Master’'s degree. Personally, | have bachelor’s degree in

economics and Master’'s degree in Management.
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Interviewer: How experienced are the members of board? How much is your
experience?

Interviewee: The board members are highly experienced though | cannot give
the exact years of experience of each board member. But,

roughly they have more than 25 years of experience. Personally,
| have 27 years of experience.

Interviewer: What is current salary range of executives? What is your salary
range?

Interviewee: The directors are paid more than £15,000 annually and my
current salary is £ 20,000.

Interviewer: What is current remuneration policy? Do you think it has links
with performance? What are advantages and problems of it if
any?

Interviewee: The remuneration policy is based on performance. The
compensation includes fixed payment of sitting fees, allowances
and commission. This organisation basically follow mixed
compensation strategy including stock-option for directors. |
strongly believe remuneration policy influence performance of

directors and has certain links in offering such lucrative
packages.

Interviewer: What kind of training programmes organisation offer? If yes then,
have you attended any corporate governance development
programmes? Specify if any?

Interviewee: The organisation strictly conducts training programmes for not
only directors but also for employees to improve skills of entire
workforce. Mainly, organisation conduct various learning and
development programmes such as Leadership Development
Programme (LDP) and Executive Development Programme (EPD).
Being a responsible member | have recently undergone
Leadership Development Programme.

Interviewer: What is the composition of auditi committee? Does any
external professional accounting bodies involve in the auditing
process?

Corporate Governance: An Indian Perspective Disparities in Theory and Reality = Page 155 of 166



MKM 227 University of East London
Postgraduate Dissertation U1153960
Interviewee: The audit committee presently has maximum number of non-
executive directors and for more information you can go
through recent annual report. The company has appointed Ernst
and Young Private Limited as internal in consultation with our
statutory audit partner. We also have established ERP system to
record data and connect with different locations to exchange
necessary information.

Interviewer: Do you think internal control and risk management policy is
necessary? How does it benefit your organisation?

Interviewee: Yes, | think organisations must establish internal control and risk
management system for better functionality. ERM programmes
has provided benefits towards organisation mainly of
identification of risk at different levels of the organisation such
as strategic, operational and financial. This internal control and
risk management policy has also facilitated assessment and
mitigation of risk especially at project level.

Interviewer: What do you think about disclosure norms in Clause 49 by
Securities and Exchange hoard of India? Do you think there are
any specific issues in existing process?

Interviewee: The clause 49 and SEBI's publications on corporate governance
provides stringent framework with respect to rules, com position
of board and audit committee, discloser norms on directors’
activism and regulations of auditors, for the organisations. The
Clause 49 has facilitated in creating awareness about good
corporate practices and mainly, role and responsibilities of
directors. | believe that the guidelines in-regards with non-
independent chairman 50% independent executives on board is
stringent a requirement, though it provides various benefits.

Interviewer: Do you think adoption of IFRS is necessary? If yes how it will be
beneficial for your organisation? If not why?

Interviewee: | strongly believe that adoption of IFRS is necessary because, it
will provide uniformity and more transparency in financial
statements. It can prove to be beneficial for Indian organisation
in order to improve shareholders confidence and ultimately,

attract international investors.
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Interviewer: Why do you think corporate governance is necessary? What are
the benefits of corporate governance for your organisation?

Interviewee: Corporate governance is the necessity and current corporate
governance reforms has stimulated capital flows and attracted
financial suppliers for various organisations. It also contributes
towards development of organisational efficiency and ultimately
country’s economy. The good corporate governance practices
has facilitated organisation in providing decision making
freedom of board members on progress and innovation. The
ethical norms benefits in attracting investors and human capital
domestically as well as globally. The corporate governance has
also benefited establishment of relationships between

shareholders and credibility to retain capital for long-term.

Interviewer: What are the problems in current corporate governance practices
in India and according to you what are the solutions for it?

Interviewee: | think, the interference of political institutions is
troublesome issue for many organisation. Therefore,
organisation must avoid any influence of political institutions.
The relationships between accounting firms and external
auditors plays manipulative role in the disclosure of financial
information. The dominance of majority shareholder and
minority shareholders is the primary agency problem within
organisations. Therefore, strict disciplining of shareholders can
be the key solution of a problem. In my opinion instead of
waiting for laws to change it is better to adopt and implement
ethical and good corporate governance practice within the

organisation.
Interviewer: Comment on Corporate governance practices in India.

Interviewee: In my opinion, Corporate Covernance has seen a paradigm shift
and has been posing new set of challenges on top echelons of
management in various organizations including organizations
from financial sector. The increasing stringencies and
tighter regulatory mechanism is the compelling factor for the

companies to have stronger focus and orientation on smooth
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implementation of the corporate governance code in India.
Therefore, clear understanding of various changing dimensions

must be backed by the collective will power of the corporates.

(End of Interview) Time: 27 Min. 36 Sec.

8.2.3.2 Sample Two: Government Controlled Organisation (Other)
Interviewer: Student
Interviewee: Member of Board

Interview Setting: Interview conducted over Skype. The interview was
conducted on 30" July, 2013 at 4:30 PM [BST] on Tuesday afternoon.

Affiliation with interviewee: Interviewee has close relationship with one of
my family members.

(Start of Interview)
Interviewer: What is the type of your organisation?
Interviewee: This is a government controlled organisation.

Interviewer: What is the composition board of your organisation? How many
male and female members are appointed on board? What is the
size of board members?

Interviewee: There are 15 directors on board. Out of which 12 are non-
executive directors and 3 are executive directors. Currently,
there are 12 male and 3 female members on board.

Interviewer: What is your role within organisation considering corporate
governance?

Interviewee: | participate in formulating organisational strategy and decision
making policy and also involve in ensuring good standards of
conduct and sustainable development of the organisation.
Additionally, | am currently involved in intensive task of
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identifying challenges in corporate governance structures,
development and recommendations for necessary actions for
the nation-wide organisations.

Interviewer: What is the general qualification of board members? What is your
highest/ latest qualification?

Interviewee: The general qualification of board of members is Master's
degree. But, some has double postgraduate degrees and PhDs

as well. | hold PhD and professional qualification of CS.

Interviewer: How experienced are the members of board? How much is your
experience?

Interviewee: The board members are highly experienced. Mostly, directors
have minimum 25 years of experience. Approximately, | have

around 25 plus years of experience.

Interviewer: What is current salary range of executives? What is your salary
range?

Interviewee: Cenerally, directors are paid nearly £10,000 annually and my
current salary is £ 9,000 plus incentives.

Interviewer: What is current remuneration policy? Do you think it has links
with performance? What are advantages and problems of it if
any?

Interviewee: The organisation strongly encourage the culture of
professionalism and creative freedom. The compensation
package is in line with current regulations and basically it
includes base remuneration, perquisites and incentives. We
strongly believe that these incentives and perquisites does
encourage performance of members_ | personally don't see any
problems in current remuneration policy.

Interviewer: What kind of training programm es organisation offer? If yes then,
have you attended any corporate governance development
programmes? Specify if any?

Interviewee: The organisation has various training programmes for directors
and for employees. Especially, organisation conducts Executive
Development Programme and Management Skills Orientation
Programme for directors. And for em ployees we have continuous
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class-based trainings. | attended Management Skills Orientation

and Executive development Programmes.

Interviewer: What is the composition of audit committee? Does any
external professional accounting bodies involve in the audit
process?

Interviewee: The audit committee presently has 6 of non-executive directors
and M/s. Thakur Vaidyanath Aiyar & Co is the current audit
partner for this year.

Interviewer: Do you think internal control and risk management policy is
necessary? How does it benefit your organisation?

Interviewee: Definitely, internal control and risk management is necessary for
every organisation. We have risk management and internal
control system in place as this ensures risk involve that is to be
understood and measured, finally monitored. This organisation
strictly adhere to its established policies and procedures to

address risk.

Interviewer: What do you think about disclosure norms in Clause 49 by
Securities and Exchange board of India? Do you think there are

any specific issues in existing process?

Interviewee: According to me Clause 49 of listing agreement facilitates
satisfactory guidelines for organisations to disclose
organisational information for the benefit of its shareholders
and users of financial information mainly. As per new corporate
governance reforms SEBI is sole observant over corporate
functioning and it might prevent frauds and malpractices strictly.
And arrangement of Clause 49 highly protects investors’ interest
and organisational behaviour. To be more specific, the weak
vigilance on external audit firms can produce fraudulent financial

information. The SEBI has to set the upper cap on the number of
board meetings despite of other benefits such as usage of
electronic means for board meetings.

Interviewer: Do you think adoption of IFRS is necessary? If yes how it will be
beneficial for your organisation? If not why?

Interviewee: | strongly believe that adoption of IFRS is necessary for the
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internationalised operations of the organisation as it helps in
preparing consolidated statements. But, organisations may face

problems in implementing IFRS due to lack of training
programmes on usage of IFRS and it can impact our existing tax
system. It might reduce competition due to uniform practices in
the country. As Indian corporate sector is occupied by family
groups the poor communication between these groups and
limited knowledge transfer can result in failure of effective
communication between shareholders, board members and
investors.

Interviewer: Why do you think corporate governance is necessary? What are
the benefits of corporate governance for your organisation?

Interviewee: | think, good corporate governance is beneficial and necessary
for effective functioning of organisations as it good
organisational practices invite international investments and it
might help them to operate world-wide. As being involve in
corporate governance policy making system we strictly practice
good governance practice to set to analyse problems that may
arise. The corporate governance mechanism has reduced risk
and capital cost enormously. Additionally, it has ensures

adequate disclosure of transparent information.

Interviewer: What are the problems in current corporate governance practices
in India and according to you what are the solutions for it?

Interviewee: | think organisations mainly private companies and particularly
5MEs are still hesitant to exercise separation of chairmen and
CEOQ that have restricted corporate growth. But, the current
corporate governance reforms can provide stringent controlling
and directing mechanism for the organisations in India. New
Companies Bill (2012) and Clause 49 of listing agreement
provides efficient guidelines for good corporate governance
practice to prevent frauds though the sources of frauds can’t be
recognised in first instance. In my opinion SEBI can resolve
problems of corporate governance by periodic corporate
governance audits and reviewing difficulties in both
implementation and adoption level within all types of businesses.
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Interviewer: Comment on Corporate governance practices in India.

Interviewee: The structural reforms of corporate governance mechanism may
instigate necessary benefits for various organisations. But,
Indian corporates must implement those changes as | see the
organisations lacks in implementation of these changes.
Corporates must adopt and implement ethical behaviour to
avoid evading lucrative framework of corporate governance. |

believe, there is enormous potential in Indian corporate sector.
But good governing practice is necessary.

(End of Interview) Time: 33 Min. 09 Sec.

8.2.3.3 Sample Three: SMEs

Interviewer: Student
Interviewee: Chairman and Member of Board

Interview Setting: Interview conducted over telephone. The interview was
conducted on 6™ August, 2013 at 3:30 PM [BST] on Friday afternoon.

Affiliation with interviewee: Interviewee has organisation near my area of

residence. Thus, interviewee is well-known to me and my family.
(Start of Interview)
Interviewer: What is the type of your organisation?

Interviewee: This is privately owned enterprise and | am the founder of this

organisation.

Interviewer: What is the composition board of your organisation? How many
male and female members are appointed on board? What is the

size of board members?

Interviewee: The board has five executive and 6 non-executive
members on board that is total of 11members. Currently, board

has all male directors on board.
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Interviewer: What is your role within organisation considering corporate
governance?

Interviewee: As being a chairman and active member of board | involve in day
to day activities of business and additionally perform appointing

other members on board.

Interviewer: What is the general qualification of board members? What is your
highest/ latest qualification?

Interviewee: The general gualification of board of members is Bachelor’s_ |
am commerce graduate.

Interviewer: How experienced are the members of board? How much is your
experience?

Interviewee: The board members have minimum of 5 to 10 years of
experience and recently, we have appointed young professional

members on board. | have 15 years of industrial experience.

Interviewer: What is current salary range of executives? What is your salary
range?

Interviewee: The directors are paid within £5 000 to £10,000 annually and
my current salary is around £ 20,000.

Interviewer: What is current remuneration policy? Do you think it has links
with performance? What are advantages and problems of it if

any?

Interviewee: The remuneration policy is strictly based on performance and
remuneration package includes payments of sitting fees,
reimbursement of expenses occurred for travel, for attending
board/committee meetings additionally we do not retain any
pecuniary relationship or transactions with non-executive
directors except. Due to the accumulated losses, no
commission is paid to board members during last year.

Interviewer: What kind of training programmes organisation offer? If yes then,
have you attended any corporate governance development

programmes? Specify if any?
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Interviewee: We do conduct training sessions for directors and employees
such as executive development programmes and class-room
training programmes_ | have not attended any development
programmes.

Interviewer: What is the composition of audit committee? Does any
external professional accounting bodies involve in the auditing

process?

Interviewee: At present we are structuring audit committee and it will have
maximum number of board members. We basically have

outsourced audit function for the organisation.

Interviewer: Do you think internal control and risk management policy is
necessary? How does it benefit your organisation?

Interviewee: Yes, | do believe that internal control and risk management
system provides better functionality. But the establishment of
ERM programmes are not cost effective as yet. We particularly
rely on experience of the management within organisation. But
| think we need to rethink about this strategy.

Interviewer: What do you think about disclosure norms in Clause 49 by
Securities and Exchange board of India? Do you think there are

any specific issues in existing process?

Interviewee: The SEBI's has published various guidelines for the function
of SMEs thus it has provided with the specifying good corporate
practices and role and responsibilities of directors. | believe that
the guidelines are stricter in case of SMEs though discloser
practice provides excellent accountability and transparency. The
separation of chairman and CEO is insufficient for the inborn
family cultured organisation than the professional set-ups.
Considering the current business form of the organisation we
need different approaches towards it and therefore, tenure of
independent directors should not be defined.

Interviewer: Do you think adoption of IFRS is necessary? If yes how it will be
beneficial for your organisation? If not why?
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Interviewee: In my opinion, adoption of IFRS can prove to be beneficial as it
will provide more accountable and transparent financial
information for the benefit of shareholders. But in current
situation it’s not a good idea to adopt IFRS.

Interviewer: Why do you think corporate governance is necessary? What are
the benefits of corporate governance for your organisation?

Interviewee: The corporate governance provides mechanism for directing and
controlling organisational overall functioning. Additionally,
corporate governance has established strong value driven facet
such as quality, customer orientation, discipline, integrity,
learning, transparency, respect and trust. It has also directed
conduct of organisational undertakings with a fair-view for
shareholders benefits and rights and control and prevent
interest conflicts within involved parties. | personally believe
that the corporate governance integrates economic and more
importantly social involvement of corporates.

Interviewer: What are the problems in current corporate governance practices
in India and according to you what are the solutions for it?

Interviewee: As | discussed earlier, there problems of separation of
ownership. But | think it is beneficial because it can provide
better organisational performance and growth. The corporate
governance helps to build confidence in shareholders, attract
investors and sets ground for internationalisation of the
business activities. Additionally, debt restructuring mechanism
can manipulate concentrated ownership in the organisation. |
can see there is change in institutional investors and
government policies in favour of SMEs to increase shareholders
credibility and to instigate organisation’s development.
Therefore | do appreciate SEBI's moves towards providing better
governance setup especially for SMEs.

Interviewer: Comment on Corporate governance practices in India.

Interviewee: According to me India’s corporate governance has its own pros
and cons. But | do believe recent changes in corporate
governance framework can bring changes in current

business environment.
(End of Interview) Time: 20 Min. 52 Sec.
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8.2.4 Sample Organisations 3
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Tata Consultancy Service
Hindalco Industries

ICICI Bank

Whirlpool India Ltd.
Larsen and Turbo

Wipro

Reliance Communications

Albraco

Creat Wall Corporate Service Pvt Ltd.

53Dl Consultants Pvt Ltd
Alkin Chemical Pvt Ltd.
Golden Tobacco Ltd.
Fine Chemicals

Avcon Controls Pvt Ltd.
A B C Farms Pvt Ltd

Confederation of Indian Industries

The Institute of Company Secretaries of India
The Institute of Chartered Accountants of India

Mational Foundation for Corporate Governance India

Ministry of Corporate Affairs India

University of East London
U1153960

3 ** Several attempts were made in order to contact sample organisations to facilitate interviews with

key management for the purpose of research study. Thus, higher level of response was expected;

though, only fifteen organisations responded and thirteen organisations allowed to conduct interviews

out of total number of sample organisations. Moreover, achieved level of response was considered to

be sufficient for the purpose of this study.
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