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ABSTRACT: 

Corporate governance consists of a framework of formal and informal relationships 

existing between the management of the company and the company’s stakeholders 

including customers, employees, creditors, local communities and society in general. The 

paper aims at broadening one’s perspective on the present corporate governance practices 

in India as well as the challenges faced by this sector. It also throws light upon the key 

role of the independent director in the audit committee and how far can he taken his 

decisions independent vis-à-vis the practices of good corporate governance, Various 

other factors, which have incorporated provisions of corporate governance, have also 

been discussed such as shortcoming in the provisions of the companies Act, stock 

exchange listing criteria, codes of good practices in Corporate Governance etc. 
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Introduction: 

There was not much known about Corporate Governance to till almost three decades ago. 

The rules and regulations of the board of  Directors for governing the companies in India 

is still a debatable matter. The shortcoming of the legal and institutional systems have 

been brought out through various studies since 1980’s. There were a number of problems 

realted to corporate practices. It is only after the sudden rise in global economy in the 21
st
 

century, that the governance activity has been given importance. 

 In a global economy, management on the part of customers, investors and expert 

employees come on the top most priority. The main area of consideration of corporate 

governance is the management of company in the best interest of stakeholders. The 

nature of  business transactions has been completely changed with the upcoming of new 

technology in this era of globalization and liberalization. Complexity of the business 

transactions have been raised and managing the risks has become the most cumbersome 

task for the organizations.  
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Harshad Mehta stock market scam of 1992 followed by the incidents of companies 

allotting preferential shares to their promoters at highly discounted prices and the recent 

scam of sathyam have been aggravated the concerns about the corporate Governance in 

India. 

 Good Corporate Governance plays an extensive role in handling the accounted 

scandals and to pacify the extreme concerns about the quality of financial statements. To 

aggrandize the efficaciousness of corporate Governance diversified committees have 

been globally formed especially, Audit committee from Cadbusy committee report to 

barbans Oxaley Act, 2002 in US. 

 The efficient management of companies is the prime motive of Corporate 

Governance, which refers to a system of making directors answerable to the shareholders 

for the efficient running of the companies. Ethics and values make an indispensable part 

of the effective   governance along with the  accurate disclosure of  information related to 

financial situation, ownership, performance and governance. It helps in attaining 

comprehensibility between the public and the originations. As a result of this the 

investors get attracted which enhances the trust and the confidence of the stakeholders. 

Regulatory Issues in Corporate Governance 

 The modernizing of corporate management arose the need for independent 

directors which are appointed by the dominant shareholders. Through the board of 

directors are also appointed by the shareholders but their role has been quite ineffective in 

monitoring the actions of management especially in India. So the governance and control 

in majority in the hands of the management. They hold a judiciary relationship or are 

friends and allies of promoters and allies. Disclosure of the connections and economic 

interest of the directors with the companies, according to the sections 229 of companies 

Act, thus remained ineffective. 
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 The director of a company directly or indirectly holds less than 2% of paid up 

capital, are exempted from disclosure of interest. Practically, the actual control of 

business is enjoyed by the managers who may not serve in the best interest of  the 

shareholders. The biggest challenge is to monitor the management which can result  into 

a clash between  the executive and the board. Even more difficult task is to explain the 

limits of nature of contract between  the managers and the shareholders regarding the 

decisions of the contribution of funds. 

 Instructing the management on the required course of action under various 

situation is formidable task for the board. No contract can direct the right course of action 

because in that case, the management would be held responsible for the violation of the 

contract if the desired course of action is not pursued. Such contracts are called 

incomplete contracts. Therefore, some residual powers over the funds must be invested 

with either financiers or the management. If the financiers do not run the business in 

accordance to the situations specified in the contract, then in that case the residual powers 

must go to the management. Much of the Corporate Governance encompasses of the 

efficient limits to theses powers. 

 Another prominent issue regarding the monitoring of company affairs especially 

of board and management by the shareholders. But the irony is that the shareholders 

never look forward to be a part of the general meetings to elect or change the board of 

directors and often grant their proxies to the management. It is only the management, 

who gets importance to propose a state of directors for voting whereas the shareholders 

are not given any importance in the selection of directors. The CEO always goes for the 

selection of his well wishes, as the board members and he himself becomes the chairman 

of the Board of Directors. Consequently, the management holds the prime position in the 

business and they, manipulate theresources in accordance to their own self interests rather 

than the interests of the share holders. Thus, the role of shareholders is very crucial in the 

selection of board of directors. 
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Effectiveness of Audit Committee and Independent Director: 

 Independent directors share the independence as no other relationships can 

interfere in their decision making, from management to the company. There is complete 

absence of employment relationships such as business relations, family or employment 

relations. 

The audit committee should determine whether the management has established and 

maintained efficacious program related to required extent to the following:- 

--- Conflicts of interest 

--- Antitrust laws and Policies 

--- Insider training  

---The use or misuse of corporate funds and confidential information 

--- Employment practices 

The role of the audit committee becomes completely ineffectual, if the independence of 

directors in the audit committee cannot be determined. 

Therefore the most challenging aspects to be regulated is independence which is more 

than the absence of apparent conflicts and it is also about the independence of attitude 

and human behavior. 

Whistle Blowing Policy: 

It has been made mandatory by the SEBI, that any case of unethical behavior, fraud or 

violation of the code of conduct in all listed companies, the employees should report to 

the management. A suitable mechanism is put forward by the regulator to the companies 

for safeguards against victimization of whistle blowers and they should also have direct 

access to the co’s Audit committee. To prevent corporate frauds, effective methods 

should be implemented. 
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Prevention of insider training: 

 According to the SEBI regulations 2002, insider is referred to as a person who has 

some connections with the company and can have the access to the unpublished price 

sensitive information about the securities of the company. The motion behind the role of 

insider is driven by the fact that a person in a judiciary position should not use the 

privileged information for personal benefits. The difficulty faced in this approach is that 

of ensuring that the people who trade on inside information should be trapped. It would 

also be cumbersome for the prosecution to prove the connectivity even when they can 

show that the secondary insider in question has been dealing and using the information. A 

person can easily escape if the prosecution fails to give evidence against him. So the 

suggestible remedy for it is to adopt the information based approach rather than personal 

connection based approach in order to prevent insider training. 

Suggestions: 

1. The appointment of Independent Director should be made through some new 

methods. 

2. The credit Rating agencies require transformed their criteria focusing on the 

substance rather than the form of governance. Therefore SEBI needs to change the 

regulations concerned with it. 

3. The clause 49 of SEBI listing agreement should be revised and reconsidered. 

4. The framing of code of conduct and whistle blower policies should done in the 

best possible manner such that it is convenient to be put into practice. 

5. The functioning of management should be properly supervised and at the same 

time it should exhibit transparency and account ability to the shareholders. 

6. Code of corporate governance should be efficaciously implemented. The penalties 

should be enhanced by the regulators and in case of non-compliance, substantial 

penalties should be imposed. 
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7. Compensation of executive directors should flow from an objective performance 

evaluation process conducted by the board. 

8. The substantianbility of business models should also be given equal importance as 

that of quantity and profits. 

Conclusion: 

 The interpretation of public company u/s 292A of the company Act should 

be thoroughly revised and the consequences should also be taken care of removing 

the loop holes in the provisions. The limitations of the clause 49 of the listing 

agreement should not let the companies to take undue advantage for their benefits. 

The biggest requirement is the efficacious leadership and alertness of the board of 

directors. The number of directors required in a company should be properly 

planned and reconsidered. The unlisted companies should be restricted in 

directionship. 

 A congenial environment should be created by the audit committee by 

adopting risk management control systems which keep a close check on the proper 

functioning of the good corporate governance. It is the responsibility of the audit 

committee to improvise the comprehensibility between the directors and to look 

forward to various other matters such as account related issues, behavior of the 

organization and integrity of the financial information which is disclosed to the 

stake holders in a report. Audit committee also plays a crucial role in sustaining 

the quality of financial statements for the protection of interest of the stake 

holders. 

SEBI needs to form certain rules and regulations at the ground level which ensures 

the effective implementations and compliance of standard of corporate 

governance. 
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