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ICS] PRINCIPLE FOR GOVERNANCE

1) | Sustainable development of stakeholders-
o) | Eftecti : | distributi . ey

~3) | Discharge of social responsibility-

__4)| Application of best management practices-

NEED FOR CORPORATE GOVERNANCE

practices:
Corporate Enhanced Better Access Combating
Performance | _ _ y|/nvestor Trust| _ Hlto Global __ _ y|Corruption
Market
:
ccountability Reduced Risk nhancing asy Finance
of Corporate Enterprise from
Crisis and € Valuation € Institutions
Scandals

ADVANTAGES OF GOVERNANCE

hereunder:
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mismanagement-

b helps in brand formati ! devel .

| ELEMENTS AND SCOPE OF CORPORATE GOVERNANCE

Role and powers of Board

governance-
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contribution:

4- | Board skills

- Financial skills;
- Legal skills; and
5- | Code of conduct
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the structures and processes-

The princivals wl ol scabbered  be able ¢ or bhi
) the. al ; ! - s timely discl
o { bt C o G < in b ) sust

of oversight-

| Stockholder/shareholder Theory
7

] ina to this t) v i ) . bich i Aered
: heu like- T} y ¢ ! : ! ; i

property:

The ow t tneir investment tnat is why t
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HISTORY OF CORPORATE GOVERNANCE

Qtagpc of deve opment_of. Corporate Governance. in USA

 Years Developments

1977 Provides  for  specific  provisions  regarding
The Foreign Corrupt |establishment, maintenance and review of systems
Practices Act of internal control-

1979 Prescribed mandatory reporting on _internal
US Securities financial controls-

| Exchange Commission

1985

Emphasized the need of putting in place a proper

Treadway commission

control environment, desirability of constituting

independent boards and its committees and

objective internal audit function- As a consequence,

the Committee of Sponsoring Organisations

(C/?gf),) took birth-

71992

The Committee of Sponsoring Organizations of

| Control - Integrated

COS0 issued Internal

the Treadway Commission (C0OS50) issued Internal

Control - Integrated Framework- It is a framework

Framework- “to help businesses and other entities assess and
enhance their internal control systems” -
2002 The Act made fundamental changes in virtually

Sarbanes - Oxley Act

_every aspect of corporate governance in general

and auditor independence, conflict of interests,

corporate  responsibility, — enhanced  financial

disclosures and severe penalties for willful default

by _managers _and_auditors, in_particular-
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D T C TE G C
THE CADBURY REPORT 1992
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THE UK STEWARDSHIP
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Sarbanes-Oxley Act of 2002

of corporate disclosures-

| In 2002, the United States Congress passed the Sarbanes-Oxley Act
| (50X) to protect shareholders and the general public from accounting
| fraudulent ices i ! : | to i Y

7 iahliahts of &l , cant Sarbanes-Ox .

for compliance are listed below:-

SOX _Section 302 - a)
: L) Fi al : ! : i

CEO and CFO must review all financial reports-

misrepresentations-

Respansibilii:y for

Einancial R ) Inf. i n the £ al s s “fairl

presented” -

d)

CEO and CFO are responsible for the interna

accounting controls-

e)

CEO and CFO must report any deficiencie

in_internal accounting controls, or any frau

involving the management of the audit

committee-

CEO and CFO must indicate any materia

changes in internal accounting controls-
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SOX Section 401:

All financial statements and their requirement to

| Disclosures in Periodic

be accurate and prpcpn{:prl in-a manner that does

not contain incorrect statements or admit to state

Reports

material information: Such financial statements

should also include all material off-balance sheet

liabilities, nh/igaf:innc, and. transactions:

| Management

' SOX Section 404:

must _include an

All _annual financial reports

Assessment of

Internal Control Rppnrt stating that management

[s rpcpnncib/p for an “adpq:mtp” internal control

Internal Controls

structure, and an assessment by management

of the effectiveness of the control structure:

Any shortcomings in these controls must also be.
reported- In addition, registered external auditors.

must attest to the accuracy of the company

managpmpnt’c assertion that internal arrmmting

SOX Section 409:

controls are_in place, operational and effective:

Real Time [ssuer

Disclosures

Companies are required to disclose on a almost

Chan . -E g . ! [c! . ! . .

SOX _Section 802

This section specifies the ppnaltips for knowingly

I3 . .

Altering Documents

!E . [ ! . . ! !. !. !a

audit, or bankruptcy proceeding:
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UK GOVERNANCE CODE 2018

The Code. i icable to all os wit) um listi ot/
: ved in bhe UK cowhere- T} o es ¢ .
ods beainni oo 7 7 2079-

Main Principles of code

\BOARD LEADERSHIP| A:- A successful company is led by an effectiv
AND COMPANY and entrepreneurial board, whose role is t

PURPOSE promote the long-term sustainable success of

the company, generating value for shareholders

and contributing to wider society- |

B- The board should establish the company’s

purpose, values and strategy, and satisfy

itself that these and its culture are aligned:

All directors must act with integrity, lead by
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The board should ensure that the necessary

resources are in place for the company ¢t

meet its objectives and measure performanc

against _them- The board should also establish

a_framework of prudent and effective controls

DIVISION OF

The chair leads the board and is responsibl

RESPONSIBILITIES

for its overall effectiveness in directing the

company- They should demonstrate objectiv

judgement  throughout their tenure and

promote a culture of openness and debate

In_addition, the chair facilitates constructiv

board relations and the effective contributior

of all non-executive directors, and ensures

that directors receive accurate, timely an

clear information:

The board should include an appropriat

combination of executive and non-executiv

(and, in particular, independent non-executive)

directors, such that no one individual or small

group of individuals dominates the board’s

dpcision—making- There should be a clear divisior

of responsibilities between the leadership of

the board and the executive /eader‘ship of the

company’s business-

Non-executive directors should have sufficien

time to meet their board responsibilities
I
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They should provide constructive challenge,

strategic quidance, offer specialist advice and|

hold management to account:-

G- The board, supported by the company

secretary, should ensure that it has the policies,

processes, information, time and resources it

needs in order to function effectively and|

efficiently-

AUDIT, RISK H: The board should establish formal and
AND _INTERNAL transparent policies and procedures to ensure
CONTROL the independence and effectiveness of internal

and external audit functions and satisfy itself

on the integrity of financial and narrative

statements:-

[ The board should present a fair, balanced and

understandable assessment of the company’s

position and prospects:

J- The board should establish procedures to

manage _risk, oversee the internal control

framework, and determine the nature and

extent of the principal risks the company s

willing to take in order to achieve its long-

term strategic objectives:

REMUNERATION K- Remuneration policies and practices should be
designed to support strategy and promotel

Inng— term  sustainable  success: Executive

remuneration should be aligagd to company
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K- purpose and values, and be clearly linked tc

the successful delivery of the company’s long-

term strategy-

L- A formal and transparent procedure for

developing policy on executive remuneration anc

determining director and senior managementiQ

remuneration should be established: N

director should be involved in deciding their

own remuneration outcome:-

M- Directors  should  exercise  independen
jud t and discretion w thorisi
remuneration outcomes, taking account of

company and individual performance, and wider

circumstances:

AUSTRALIA
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SINGAPORE

6 ”

effect on 1 January 2003

9 ”
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. . . I . .

SOUTH AFRICA
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functions:
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of the company

| The responsibilities of the board:

ARTHASHASTRA

aubilua’s  Arbhashast ntaine bhat £ : ’
iministrat o cluding the ki dored e of b »
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Kautilya’s fourfold

dm‘;y

The substitution of the state with the corporation,

the king with the CEQ or the board of a corporation,|

of a king

and the subjects with the shareholders, bring out

the quintessence of corporate governance, because

central to the concept of corporate governance

is the belief that Pub/ir 9aad_shauld_be_ahe.ad_a£_

private gnnd and that the corporation’s resources

cannot _be used for pprcnnal benefit:

Raksha

Raksha - literally means protection, in the

corporate scenario it can be equated with the risk

Vriddhi

management aspect-

Vriddhi - literally means growth, in the present

day context can be equated to stakeholder value

enhancement

Palana

in_the present day context it can be equated to

compliance to the law in letter and spirit-

Kautilya’sArthashastra it is used in context of a

social security system- In the present day context

it_can be equated to corporate social responsibility-1
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practitioners of statecraft

importance for good leadership-

’ e & : : o / . :
! ! : ! hat ! liabilit ati
| are not put at stake- Corporate Governance pillars on transparency and
i : . isfyi abilit : bility ¢ s ¢
stakeholders-
The lona ! ; ; e is iudaed | d it

of the company:

Government

Employees ¥ Society

- - - >

STAKEHOLDERS

Vendors === === Customers
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1998

Desirable Corporate

Cll took a special initiative on Corporate Governance,

the first [nstitution initiative in Indian Inductry-

Governance: A Code

The objective was to dpw—vlnp and promote a

code for Corporate Governance to be adnptpr]

and followed by Indian companies, whether in

the Private Sector, the Public Sector, Banks or

Financial Institutions, all of which are corporate

entities: The final draft of the said Code was

widely circulated in 1997- In April 1998, the Code

was_released: |t was called Desirable Corporate

Governance:. A _Code-

71999

The Securities and Exchange Board of India (SEBI)

Birla Committee

ad set up a Committee on May 7, 1999 under the

i hiv of K anaalam Birla 1 !

nd raise standards of corporate governance: The

eport of the committee was the first formal and

omprehensive attempt to evolve a Code of
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Corporate Governance, in the context of prevailing

conditions of governance in Indian companies, as

well as the state of rapita/ markets at that

time: The recommendations of the Report, led to

inclusion of Clause 49 in the Listing Agreement in

2000

the year 2000-

In May 2000, the Department of Company Affairs

' Task Force on

[now Ministry of Corporate Affairs (MCA)] formed

a broad-based ctudy group under the chairmanship

Excellence through

of Dr- P-L- Sanjeev Reddy, Secretary, DCA- The

group was given the ambitious task of examining

ways to “nppra{;inna/icp the concept of corporate

excellence on a sustained basis”, so as to “sharpen

India’s glnbal competitive pdgp and to further

deplnrn corporate culture _in the country”- _|n

November 2000, a Task Force on Corporate

Excellence set up by the group prnr]urpd a report

containing a range of recommendations for raising

e andard ’ e in India-

[t also <llggested the setting up of a Centre for
Cnr'nnrm‘:e Excellence.

2002

Naresh Chandra

The Enron debacle of 2001 involving the hand-
nal ationship bet Y i | &)

corporate client, the scams involving the fall of th

corporate g[aats in the U-S- like the (AZacldﬁam,

Qwest, Global Crossing, Xerox and the consequent
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the U-S- were some important factors which led

the Indian Government to wake up and in the year

2002, Naresh Chandra Committee was appointed

to examine and recommend inter alia amendments

to the law invn/ving the auditor-client rplatinn;lqips

and the role of inrlpppnr]pnt directors:

2003

In the year 2002, SEBI analyzed the statistics of

N- R: Narayana

rnmplianrp with the clause 49 by listed companies

and felt that there was a need to look bpynnd

the mere systems and pmcadures if corporate

governance was to be made effective in protecting

the interest of investors: SEB| therefore

constituted a Committee under the Chairman;hip

of Shri N-

R: Narayana Murthy, for reviewing implementation.

of the corporate qovernance code by listed

companies and for issue of revised clause 49 based

on its recommendations:

The Government constituted a committee under

the Chairmanship of Dr-

J-_J- Irani, Director, Tata Sons, with the task of

arl\/icing the Government on the prnpncprl revisions

to the Cnmpani.oc Act, 1956 with the nbjprtiup

to _have a simplified compact law that would be

able to address the rhangpc taking plarp in_the

national and international scenario, enable
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adoption of internationally accepted best practices

as well as prm/idp ar]pa'um‘:p ﬁpxibi/i{:y for timpllu

evolution of new arrangpmpntc n response to the

requirements of ever- changing business models:

2013

The Companies Act, 2013 envisaged radical changes

| Companies Act

in the sphere of Corporate Governance in India- [t

provided a major overhaul in Corporate Governance

norms _and would have far-reaching implications on.

the manner in which corporate operates in India in

coming times- The Companies (Amendment) Act,

2017 consisting of 93 amendments to the 2013

Companies Act, further resulted in changes related.

to legal definitions (related party, subsidiary

company, associate company, independent

directors, etc:) corporate governance, (eg-

Ratification of auditors appointment and role of

audit committee) and management compliance: It

impacts different aspects of business management

in_India, including key structuring, disclosure, and

rnmplianrp requirements:

ith a view to consolidate and streamline th

. - oxisting listi < for different

egments of the capital market and the provision

ertaining to listed entities with the Companies Act,

013, the SEBI notified SEBI (Listing Obligation

nd Disclosure Requirements) Regulations, 2015 for

the listed entities Iqaving listed r]pcignm‘:prl securitie
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on rprngni7pr] stock pxrlqangpc- The provisions of

Corporate Governance in SEBI/ \/L/)DR/) Rpgu/ahinnc,

2015 are discussed at relevant places in this study

material:
2017 The SEBI Committee on corporate governanc
Uday Kotak was formed in June 2017 under th
 Committee Chairmanship of Mr-Uday Kotak with the ai

of improving standards of corporate governanc

of listed companies in India-

With the aim of improving standards of

Corporate Governance of listed companies i

India, the Committee was requested to mak

recommendations to SEBI on the following

[ssues:

« Ensuring independence in spirit of Independen

Directors and

their active participation in functioning of

the company;

« Improving safequards and disclosures pertaining

to Related Party Transactions;

« [ssues in accounting and audi{:ing practices by

listed companies;

. Improving effectiveness of Board Evaluation

practices;

. F)ddrpssing issues faced by investors on voting

and participation in general meetings;

o_Disclosure and transparency related issues, if.any;)
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o Any other matter, as the Committee deem

fit_pertaining to corporate governance in India-|

The Committee submitted its report to SEB

in October 2017 The recommendations of th

Committee were given in 11 Chapters as follows:

» Composition and Role of the Board of Director

o The Institution of Independent Directors

o Board Committees
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Adv. CHIRAG CHOTRANI
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Adv. CHIRAG CHOTRANI

Adv. Chirag Chotrani is a young yet experienced faculty in the field
of Law. From being the topper of his batch, to creating many All
India Rankers in the Field of Company Secretary, Chirag has proved
hisacademic capabilities time and again.

Chirag is a Commerce and Law Graduate and holds a Masters
Degree in Corporate Law, earned specialisation in Corporate Laws
and in Arbitration Law and is currently completing his PHD in
Corporate Laws.

The ease with which this faculty introduces the concepts is
commendable and every student who has studied under him has
passed in his subjects with flying colours. From the start of his
career till now he has always been into teaching and has served in
many Prestigious Institutions and is presently the Top Educator for
CS Category at UNACADEMY Platform which currently caters to 10
Million students across country.

Address: Office 27, 1¥ Floor, Kumar Prestige Point,
Behind BSNL Office, Bajirao Road, Shukrawar Peth,
Pune - 411 002

Mob.: 8888 235 235, 8888 545 545
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