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scanning, or otherwise—without the prior written permission of the Editor-in-Chief of White

Black Legal — The Law Journal.

All copyrights in the articles published in this journal vest with White Black Legal — The Law
Journal, unless otherwise expressly stated. Authors are solely responsible for the originality,
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The views, opinions, interpretations, and conclusions expressed in the articles are exclusively
those of the respective authors. They do not represent or reflect the views of the Editorial Board,
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While reasonable efforts are made to ensure academic quality and accuracy through editorial
and peer-review processes, White Black Legal makes no representations or warranties, express
or implied, regarding the completeness, accuracy, reliability, or suitability of the content
published. The journal shall not be liable for any errors, omissions, inaccuracies, or
consequences arising from the use, interpretation, or reliance upon the information contained

in this publication.

The content published in this journal is intended solely for academic and informational
purposes and shall not be construed as legal advice, professional advice, or legal opinion. White
Black Legal expressly disclaims all liability for any loss, damage, claim, or legal consequence
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ABOUT WHITE BLACK LEGAL

White Black Legal — The Law Journal is an open-access, peer-reviewed, and refereed legal
journal established to provide a scholarly platform for the examination and discussion of
contemporary legal issues. The journal is dedicated to encouraging rigorous legal research,

critical analysis, and informed academic discourse across diverse fields of law.

The journal invites contributions from law students, researchers, academicians, legal
practitioners, and policy scholars. By facilitating engagement between emerging scholars and
experienced legal professionals, White Black Legal seeks to bridge theoretical legal research
with practical, institutional, and societal perspectives.

In a rapidly evolving social, economic, and technological environment, the journal endeavours
to examine the changing role of law and its impact on governance, justice systems, and society.
White Black Legal remains committed to academic integrity, ethical research practices, and the

dissemination of accessible legal scholarship to a global readership.
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AIM & SCOPE

The aim of White Black Legal — The Law Journal is to promote excellence in legal research
and to provide a credible academic forum for the analysis, discussion, and advancement of
contemporary legal issues. The journal encourages original, analytical, and well-researched

contributions that add substantive value to legal scholarship.

The journal publishes scholarly works examining doctrinal, theoretical, empirical, and
interdisciplinary perspectives of law. Submissions are welcomed from academicians, legal
professionals, researchers, scholars, and students who demonstrate intellectual rigour,

analytical clarity, and relevance to current legal and policy developments.

The scope of the journal includes, but is not limited to:
e Constitutional and Administrative Law
e Criminal Law and Criminal Justice
e Corporate, Commercial, and Business Laws
e Intellectual Property and Technology Law
e International Law and Human Rights
e Environmental and Sustainable Development Law
e Cyber Law, Artificial Intelligence, and Emerging Technologies

e Family Law, Labour Law, and Social Justice Studies

The journal accepts original research articles, case comments, legislative and policy analyses,
book reviews, and interdisciplinary studies addressing legal issues at national and international
levels. All submissions are subject to a rigorous double-blind peer-review process to ensure

academic quality, originality, and relevance.

Through its publications, White Black Legal — The Law Journal seeks to foster critical legal
thinking and contribute to the development of law as an instrument of justice, governance, and
social progress, while expressly disclaiming responsibility for the application or misuse of

published content.
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CORPORATE GOVERNANCE FRAMEWORK IN INDIA

AUTHORED BY - D.SHANMUGAM & NIRMAL DEV

CHAPTER-I

CORPORATE GOVERNANCE FRAMEWORK IN INDIA
INTRODUCTION:

Corporate governance can be conceptualized as a dynamic framework that governs
corporate decision-making, accountability structures, and stakeholder relationships.
Rather than being limited to legal compliance, it encompasses the distribution of rights and
responsibilities among various participants in a corporation, including the board of directors,
management, shareholders, and other stakeholders.
It functions as a mechanism to ensure that corporate power is exercised in a manner that
promotes transparency, ethical conduct, and long-term sustainability. In the Indian context,
corporate governance has undergone significant transformation, particularly after the economic
liberalization of 1991.
The opening of markets, increased foreign investment, and growing integration with global
economies necessitated the adoption of stronger governance standards.
Regulatory bodies such as the Securities and Exchange Board of India and the Ministry of
Corporate Affairs have played a crucial role in introducing reforms aimed at strengthening
corporate governance practices.
Despite the existence of comprehensive legal frameworks, including the Companies Act, 2013
and various regulatory guidelines, India has witnessed several instances of corporate
governance failures across sectors such as banking, information technology, and non-banking
financial institutions.
These failures have raised serious concerns regarding the effectiveness of enforcement
mechanisms, the role of oversight bodies, and the ethical standards within corporate
organizations.
This study seeks to critically examine the causes, patterns, and consequences of corporate
governance failures in India.
It further aims to evaluate whether such failures arise from inadequacies in regulatory

frameworks or from weaknesses in enforcement and implementation
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Core Principles of Corporate Governance
The effectiveness of corporate governance is grounded in a set of interrelated principles that
guide corporate behaviour and decision-making.
e Transparency requires that companies provide clear, timely, and accurate information,
enabling stakeholders to assess performance without informational disadvantage.
o Accountability ensures that decision-makers within the organization are answerable for
their actions and can be held responsible for misconduct or inefficiency.
o [Fairness emphasizes equitable treatment, particularly safeguarding the interests of
minority shareholders against dominant stakeholders.
« Responsibility extends beyond profit-making to include obligations toward society,
environment, and sustainable development.
e Independence, especially at the board level, is essential to prevent undue influence and
to enable objective decision-making.
Pre-1991 Era: Controlled Economic Environment
Before the liberalization reforms of 1991, India’s economy was characterized by extensive
government control over industrial activities.
The regulatory environment, often referred to as the “License Raj,” restricted competition and
limited private sector autonomy.
During this period, corporate governance was not a primary concern. Companies were
predominantly family-owned, and decision-making authority was concentrated in the hands of
promoters.
Disclosure requirements were minimal, and regulatory enforcement was weak.
Key features of this phase included:
o Concentrated ownership structures
o Limited financial transparency
o Weak protection of minority shareholders
« Lack of active institutional investors
As a result, governance practices were informal and lacked accountability.
Post-1991 Era: Liberalization and Global Integration
The economic reforms of 1991 marked a turning point in India’s corporate landscape.
Liberalization policies opened up the economy to foreign investment, increased competition,
and integration with global markets.

This transformation created a need for stronger corporate governance frameworks to attract
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investors and ensure market stability.
Companies were required to adopt international standards of transparency and accountability.
Major developments during this period included:

« Introduction of stricter disclosure and reporting norms

« Growth of institutional investors and shareholder activism

o Establishment of regulatory bodies and enforcement mechanisms

« Adoption of global governance practices
Corporate scandals during this era further highlighted the importance of governance reforms.
Consequently, India witnessed the gradual development of a more structured and regulated

corporate environment.

Role of Securities and Exchange Board of India
The Securities and Exchange Board of India plays a central role in shaping corporate
governance standards within the Indian securities market. Its regulatory approach focuses not
only on compliance enforcement but also on promoting fair market practices and investor
protection.
Through various regulatory instruments, SEBI has strengthened disclosure norms, mandated
board structures, and enhanced accountability mechanisms. Its evolving framework reflects a
shift toward proactive supervision and preventive regulation rather than merely reactive
enforcement.
Regulatory Functions
SEBI’s functions include:

e Regulating stock exchanges and market intermediaries

o Protecting investor interests

e Preventing insider trading and market manipulation

« Ensuring compliance with disclosure requirements
Governance Initiatives
SEBI has introduced several measures to strengthen corporate governance, including listing
regulations, disclosure norms, and guidelines for board composition.
It has emphasized the importance of independent directors, audit committees, and risk
management systems.
Enforcement Mechanism

SEBI has the authority to impose penalties, suspend trading, and initiate legal action against
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companies that violate governance norms.
Its proactive approach has contributed significantly to improving corporate governance

practices in India.

Provisions under the Companies Act, 2013

The Companies Act, 2013 represents a significant advancement in India’s corporate
governance landscape by introducing a more structured and accountability-driven framework.
It emphasizes responsible management through clearly defined duties of directors, enhanced
financial disclosures, and stricter audit requirements. The Act also institutionalizes concepts
such as corporate social responsibility and minority shareholder protection, thereby broadening
the scope of governance beyond traditional financial oversight.

Overall, the legislation reflects an effort to align Indian corporate practices with evolving global
governance standards.

Board Composition and Structure

The Act mandates a balanced board with a mix of executive, non-executive, and independent
directors.

It also requires the inclusion of women directors to promote diversity.

Duties and Responsibilities of Directors

Directors are required to act in good faith, exercise due diligence, and avoid conflicts of
interest.
They must prioritize the interests of the company and its stakeholders.
Audit and Financial Oversight
The Act requires the establishment of audit committees to oversee financial reporting and
internal controls.
This ensures the reliability and accuracy of financial statements.

Corporate Social Responsibility (CSR)
The introduction of mandatory CSR provisions reflects a shift toward socially responsible
governance.

Companies are required to allocate resources for social development activities.

Disclosure and Reporting Requirements

Detailed disclosure requirements ensure that stakeholders have access to accurate and

comprehensive information about the company’s performance.
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Protection of Minority Shareholders
The Act provides mechanisms such as class action suits to protect minority shareholders from

oppression and mismanagement.

Clause 49 of Listing Agreement
Clause 49 of the Listing Agreement marked a turning point in formalizing governance
standards for listed companies in India.
It introduced mandatory requirements relating to board composition, audit committees, and
financial disclosures, thereby reducing the scope for managerial discretion without oversight.
Over time, its principles have been absorbed into more comprehensive regulatory frameworks,
reflecting a gradual transition toward stricter and more integrated governance norms.
Key Features

« Mandatory inclusion of independent directors

« Formation of audit committees

e Regular financial disclosures

o Certification of financial statements by senior management
Clause 49 emphasized accountability and transparency, laying the foundation for modern
governance regulations.
Evolution into Modern Framework
Over time, the provisions of Clause 49 were incorporated into SEBI’s Listing Obligations and

Disclosure Requirements (LODR), strengthening the governance framework.

Role of Board of Directors and Independent Directors

Board of Directors

The board of directors’ functions as the primary oversight body within a corporation,
responsible for aligning managerial actions with stakeholder interests.

Its effectiveness depends not merely on its formal composition but on the quality of its
engagement, independence, and decision-making processes.

A proactive board is expected to question management strategies, evaluate risks, and ensure
that governance practices are meaningfully implemented rather than superficially adopted.
Independent Directors

Independent directors play a crucial role in maintaining objectivity in board decisions.

Their independence enables them to evaluate issues without bias and ensure accountability.
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Their functions include:
e Providing unbiased opinions
e Preventing conflicts of interest
« Enhancing transparency

o Safeguarding minority shareholders

Corporate Governance Committees

India’s corporate governance framework has been shaped by several expert committees that
have recommended reforms over time.

Kumar Mangalam Birla Committee (1999)

Laid the foundation for structured governance practices in listed companies.

Naresh Chandra Committee (2002)

Focused on strengthening auditing standards and ensuring independence.

Narayana Murthy Committee (2003)

Emphasized transparency and improved disclosure requirements.

Uday Kotak Committee (2017)

Introduced advanced reforms such as separation of leadership roles and enhanced board
independence.

Significance of Committees

These committees have played a crucial role in modernizing corporate governance in India by

introducing best practices and aligning with global standards.

Conclusion of Chapter

The corporate governance framework in India has evolved significantly over time, transitioning
from informal practices to a structured regulatory system.

The combined efforts of legislative reforms, regulatory authorities, and expert committees have
contributed to the development of a comprehensive governance framework.

However, the effectiveness of this framework depends on proper implementation, ethical
conduct, and continuous monitoring.

As corporate activities become more complex, the need for robust governance mechanisms

becomes increasingly important.
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CHAPTER-II
CORPORATE GOVERNANCE PRACTICES IN INDIA

1 Governance Practices in Indian Companies

Corporate governance practices in India have witnessed a significant transformation,
particularly in the post-liberalization era.

As Indian corporations increasingly interact with global markets and attract international
investors, the demand for transparency, accountability, and ethical management has intensified.
Governance practices today are not merely regulatory requirements but essential components
of corporate strategy and reputation management.

Indian companies, especially those listed on stock exchanges, operate within a structured
framework influenced by regulatory authorities such as the Securities and Exchange Board of

India and statutory provisions under the Companies Act, 2013.

Major Governance Practices

1. Board Structure and Composition

A balanced and well-functioning board of directors is the cornerstone of corporate governance.
Indian regulations mandate a combination of executive and non-executive directors to ensure
that decision-making authority is not concentrated.

The inclusion of independent directors introduces objectivity and reduces the risk of biased
decision-making.

A diverse board—comprising individuals with varied expertise, professional backgrounds, and
perspectivesenhances strategic thinking and improves risk assessment. Gender diversity, as
mandated through the inclusion of women directors, further strengthens board effectiveness.
However, in practice, the independence of directors may sometimes be compromised due to
close relationships with promoters or management, which undermines the purpose of such
provisions.

2. Ethical Business Conduct and Corporate Culture

Ethical governance is a defining feature of responsible corporate behaviour.

Many Indian companies have institutionalized ethical standards through formal codes of
conduct. These codes outline acceptable practices and provide guidelines for handling conflicts
of interest, insider trading, bribery, and corruption.

Beyond formal documentation, the effectiveness of ethical governance depends on corporate

culture.
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Organizations that promote integrity, transparency, and accountability are more likely to
prevent misconduct. Leadership plays a crucial role in setting the tone at the top, influencing
employee behaviour and decision-making processes.
3. Risk Management Frameworks
In an increasingly complex business environment, risk management has become an integral
aspect of corporate governance. Companies face various types of risks, including financial,
operational, legal, technological, and reputational risks.
A robust risk management framework involves:

« Identification of potential risks

o Assessment of their impact and likelihood

o Development of mitigation strategies

« Continuous monitoring and review
Risk management committees and internal audit functions play a key role in ensuring that risks
are effectively managed. Failure to address risks adequately has been a common factor in major
corporate failures.
4. Compliance Mechanisms and Regulatory Adherence
Compliance forms the backbone of corporate governance. Companies must adhere to a wide
range of laws and regulations, including financial reporting standards, tax laws, labour laws,
and environmental regulations.
Effective compliance systems include:

e Regular audits and inspections

o Compliance officers and dedicated teams

« Reporting mechanisms for violations

e Adoption of digital compliance tools
Non-compliance can lead to legal penalties, reputational damage, and loss of investor
confidence. Therefore, companies must integrate compliance into their operational processes
rather than treating it as a mere formality.
5. Stakeholder Engagement and Inclusivity
Modern corporate governance extends beyond shareholder-centric models to include a broader
stakeholder perspective.
Companies are increasingly expected to engage with employees, customers, suppliers,
communities, and regulators.
Stakeholder engagement involves:

e Transparent communication
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o Addressing grievances and concerns

« Incorporating stakeholder feedback into decision-making
This approach aligns with the concept of sustainable development, where long-term value
creation depends on maintaining positive relationships with all stakeholders.
Critical Evaluation
While Indian companies have made notable progress in adopting governance practices,
implementation remains uneven.
Factors such as promoter dominance, limited enforcement, and cultural resistance continue to

hinder the effectiveness of governance framewaorks.

Audit Committees and Internal Control Systems

Audit committees and internal control systems are essential mechanisms that ensure the
reliability and integrity of corporate governance. They serve as safeguards against financial
mismanagement and operational inefficiencies.
Audit Committees: Structure and Role
Audit committees function as a specialized sub-group of the board responsible for overseeing
financial reporting, internal controls, and audit processes. Their effectiveness depends on
independence, expertise, and active engagement with both internal and external auditors.
When external verification lacks independence or critical evaluation, the credibility of financial
reporting is significantly weakened, thereby affecting the overall governance structure.
Functions of Audit Committees

« Reviewing and approving financial statements before disclosure

« Monitoring internal control systems and risk management practices

e Ensuring compliance with accounting standards and legal requirements

o Coordinating with internal and external auditors

« Investigating financial irregularities and ensuring corrective measures
The audit committee acts as a critical link between management, auditors, and the board,
ensuring transparency and accountability in financial reporting.
Importance and Challenges
A strong audit committee enhances investor confidence by ensuring the credibility of financial
information. However, challenges such as lack of expertise, limited independence, and
inadequate oversight can reduce its effectiveness.

Internal Control Systems: Framework and Significance
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Internal control systems consist of policies and procedures designed to ensure operational
efficiency, financial accuracy, and regulatory compliance.
Core Components of Internal Control

« Control Environment: Establishes ethical standards and governance culture

o Risk Assessment: Identifies potential threats to organizational objectives

o Control Activities: Implements policies to mitigate risks

e Information and Communication: Ensures timely flow of relevant data

« Monitoring: Evaluates the effectiveness of control systems
Strong internal controls help in detecting errors, preventing fraud, and ensuring efficient
resource utilization. Weak internal systems, on the other hand, have been a common factor in
corporate governance failures.
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