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Issues and Challenges of Corporate

Governance in India

SAMIKSHA!

ABSTRACT
Corporate governance is the components, cycles, and relations by which partnerships are

controlled and coordinated. It specifies the designs and standards which distinguish the
conveyance of freedoms as well as limitations among various members in the enterprise.
Since corporate governance gives the structure to accomplishing an organization's goals,
it incorporates essentially every circle of the executives, from activity plans and inside
controls to execution estimation and corporate disclosure. Although Our Country has been
a consistent performer in possessing good corporate governance but still in realm it faces
barrier by the several issues and challenges that act as a hurdle in effective governance of
the corporates in the nation. Therefore, in the light to this concern the author has written
this paper to demonstrate some of the major challenges and issues faced in maintain and
balancing the Corporate Governance. The paper briefly deals with the concept and
importance of the corporate governance with India’s viewpoint and also the author has
tried to highlight the major cause and concerns that highly results as a hurdle in
implementing the principles of the corporate governance. Also, in this paper the author has
tried to discuss the regulatory frameworks that bring the corporate governance standards
into line with escaping the challenges of it. The canvas of Corporate Governance is very
large. However, there are some important issues that should not be lost sight and it is with
the same objective the author has formulated this paper in brief.

Keywords: Corporate Governance, Essential, Issues and Challenges, Companies, Ethical.

I. INTRODUCTION

Governance explicitly refers to the arrangement of rules, controls, strategies, and goals set up
to coordinate corporate way of behaving. A top managerial staff is critical in governance.
Intermediary guides and shareholders are significant stakeholders who can influence

governance.

As per the Cadbury Committee of the U.K, “Corporate governance is the system by which

Companies are directed and controlled.”

As such, it is the framework, construction or instrument of rules, practices and cycles by which
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a firm or organization is represented. The actual objective of the system is to adjust the interests
of a firm or organization's numerous stakeholders like shareholders, senior administration
executives, customers, providers, lenders, the public authority, and the local area all the while
increasing the value of the organization. So, the target of corporate governance is to adjust

individual and cultural objectives as well as monetary and social objectives in lengthy run.

Corporate governance is completely founded on the four central cornerstones of decency,
straightforwardness, responsibility and obligation. Morals are fundamental as they reach out

past corporate law. Various nations have various models of corporate governance.

The corporate governance structure in a given not entirely settled by many elements viz. the
legitimate and administrative system, the corporate climate in the nation, and every partnership's
articles of affiliation. In every country, the corporate governance structure has specific qualities
which recognize it from structures in different nations. Corporate governance rehearses are
impacted by endeavors to adjust the interests of a specific partner. In India corporate governance
rehearses got due significance solely after the accompanying the high-profile implodes of
various enormous partnerships during 2001-2002.With the fast speed of globalization many
organizations have been compelled to tap worldwide monetary business sectors and hence to
confront more prominent rivalry than previously. Both policymakers and business supervisors
have become progressively mindful of the significance of further developed principles of

Corporate Governance.

India has one of the most mind-blowing corporate governance laws however unfortunate
execution along with communist strategies of the perform period has impacted corporate

governance.
(A) Objective of the Study
The Objective of this study are as per the following:

a) To Understand the Nature and Concept of Corporate Governance.

b) To Understand the need and importance of Corporate Governance in India.

¢) To Study About the Issues and Challenges forthcoming the ethical corporate

governance.
(B) Review of Literature.

The Research includes a comparison and contrast of different studies. The Author has discussed
the aspects which helps to identify the main gaps that need to be worked upon. Various writing

of authors has been referred to which makes it essential for defining the problem statement of
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the study and highlighting the significance of the research under question. “Corporate
Governance in India; Changing Landscapes” by ‘Yogendra Kumar Srivastava, Dipak
Das, Yamala Papa Rao, Ankit Awasthi’ explores various aspects of corporate governance and
aims to cover comprehensive literature of contemporary relevance, such as the need and
situation of corporate governance in India, corporate criminal liability, CSR, etc. ‘Jayati Sarkar,’
Subrata Sarkar’s book of “Corporate Governance in India” ISBN: 813210983X,
9788132109839 authoritative discourses on the state of corporate governance in India.
Similarly, the book “Corporate Governance: Concept, Compliance and Practices” ISBN:
9789389110791 authored by ‘Dr Ramroop K Sharm’ provides insights about the concepts,
historical views, theories, and models of corporate governance and briefly talks about the issues
and challenge faced in good governance of the corporates in India.

(C) Research Hypothesis

In this research the author has tried to gather information about “the factors that impact the good
governance” and “what are the issue & challenges faced in order to regulate and implement the
governance policies. In this paper, the author has reported as to what are the issues of
governance; accountability and transparency in the affairs of the company? Also, she has tried
to focus “that the rights of shareholders and their role of Board of Directors have never been so
prominent as it is today”. And “with the drastic change globally there is an immense need to

adopt and sustain good corporate governance practices”.
(D) Research Methodology

This paper is purely doctrinal and descriptive in nature. The study has been carried out based
on the existing collection of the relevant secondary data which was and are collected from the
various sources such as published reports, books, articles published in different journals &
newspapers, periodicals, conference paper, working paper of different organizations or
individuals and blogs of websites etc. The Author has solely relied upon the existing and
prevailing information and theories or say the principles behind the topic, in order to develop

an approach that matches with the objectives of Study.
Il. BACKGROUND OF THE STUDY
(A)Meaning and Nature of Corporate Governance.
Corporate governance is the framework by which organizations are coordinated and controlled.
Boards of directors are answerable for the governance of their organizations. The investors' job

in governance is to designate the directors and the examiners and to fulfill themselves that a

fitting governance structure is set up.
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The obligations of the board incorporate setting the organization's essential points, giving the
administration to place them into impact, overseeing the administration of the business and

answering to investors on their stewardship.

Corporate governance is consequently about what the leading group of an organization does and
how it sets the upsides of the organization, and it is to be recognized from the everyday

functional administration of the organization by full-time chiefs.?

Corporate Governance in India is a set on inner controls, strategy and systems which structure
the system of a company's tasks and its dealings with different stakeholders, for example,
clients, the executives, employees, government and industry bodies. The structure of such
approaches ought to be, for example, to maintain the standards of straightforwardness,
uprightness, morals and trustworthiness. Corporate Governance is the spirit of an association
and should be stuck to while enjoying any strategic approaches. A company isn't about benefits,
market valuations, P/E products and turnovers, there is a ton that goes into building its situation
and picture. Corporate Governance is one such secret power. After various embarrassments,
insulted notorieties and financial slumps, organizations are currently understanding that couple

of substantial strides towards better governance might have saved long stretches of their work.?

Most organizations pursue just financial gains and underestimate corporate governance.
Because of absence of trust on governance, financial backer feelings turn out badly bringing

about mass surge of FII reserves, deal by larger part investors, diminished market esteem, etc.

Planning the structure of corporate governance in India is no mean assignment in itself. The
necessity and basics shift across areas, enterprises as well as nationalities. Significant corporate

governance is an unquestionable requirement for banks and medical care specifically.

By and by, corporate governance in India will keep on being pivotal come what may. The
methodology should be an ideal harmony between exorbitant toughness and an excess of
adaptability. Just the system should be comprehensive and consider the interests of the relative

multitude of stakeholders.*
(B) Importance of Corporate Governance.

Corporate Governance is exceptionally significant and significant in India in light of multiple

2 ICAEW, https://www.icaew.com/technical/corporate-governance/principles/principles-articles/does-corporate-
governancematter (Last visited April 11, 2023)

3 Corporate Governance in India — Why is it so critical? Proschool, (Date of Access April 11, 2023)
https://proschoolonline.com/blog/corporate-governance-india

4 Corporate Governance in India — Why is it so critical? Proschool, (Date of Access April 11, 2023)
https://proschoolonline.com/blog/corporate-governance-india.
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factors. It assists with ensuring that organizations observe the laws and regulations set out for
them by the public authority and different specialists. This assists with guaranteeing that
organizations are responsible to their shareholders and stakeholders, which assists with
establishing a fair and serious business climate. Furthermore, Corporate Governance assists
with guaranteeing that organizations are run morally and dependably. This assists with
safeguarding the interests of all stakeholders, including clients, representatives, providers, and
the climate. Thirdly, It assists with guaranteeing and protecting that organizations are
straightforward and can be considered responsible for their activities. This assists with making
trust among organizations and their stakeholders, which can bring about superior monetary

execution and better in general results for all interested parties.®

Notwithstanding, several other factors are working simultaneously that highlight the need for

corporate governance in India as mentioned below:
Security of investors and contributed capital

A vigorous corporate governance instrument might assist the investors with being safeguarded
from deceitful administration of corporate bodies and guarantee the protection of their

inclinations.
Countering mismanagement and corruption.

Most frequently the organizations don't notice the investors' complaints or disperse the expected
data opportune. Such points of reference require the requirement for corporate governance that

might counter the evil administration of corporate bodies.
Sound and lively securities exchange

Corporate authorities frequently participate in insider exchanging taking unnecessary benefit to
the detriment of investors overall. A hearty corporate governance construction might assist with
countering such issues and may ultimately help in supporting up pace of development of the

economy.
Protection of the rights of different stakeholders

Takeovers and consolidations have turned into a standard illicit relationship. Be that as it may,
it likewise acquires uproar and disarray because of clashing cases of rights of different

stakeholders in the organization. Corporate governance might assist manage such issues easily.

Guaranteeing proficiency and responsibility of the firm proprietors and directors

> Why Corporate Governance Is Important In India And What It Entails, Jaro Education, (Date of Access April 12,
2023) https://www.jaroeducation.com/blog/why-corporate-governance-is-important-in-india/
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To manage the sloppy and unconcerned demeanor of the stakeholders a bunch of rules and
guidelines with a down to earth execution of a general set of principles is vital. This gets the

requirement for corporate governance.
Ensuring Social Responsibility of stakeholders

Aside from obligation towards investors, corporate bodies additionally have a few different
obligations. These include of corporates taking care of the environment, pollution, quality of

goods and services and ensuring sustainable development etc.®

II1. PRESENTATION OF RESEARCH

(A) Issue & Challenges of Corporate Governance in India.

India has liberalized its regulatory framework in order to bring its corporate governance
standards in correct with those of other developed nations. However, creating a good
governance and ensuring the outcomes of such governance processes continue to rank highly

among stakeholders’ goals even today.’

e India's consistently growing corporate governance structure is as yet developing. Old
guidelines and guidelines don't meet the necessities of time. There has been predictable
obstruction from the old corporates to embrace the new standards of corporate

governance.
e Rising Non-Performing Assets of companies.

e Requirement of existing guidelines is a significant issue. Numerous government
departments, numerous organization levels, and complex power adjusts between them

forestall the authorization of severe regulations.

e India's corporate area has never been more fruitful in accomplishing better governance
norms. There is an expansion of organizations advanced by families. In many board

rooms in India, the subject of CEO succession is seldom talked about.

e Common society associations are not yet completely mindful of the significance of
corporate governance; thus, the investment environment in India has been hushed. As
experience has shown, more prominent financial backer examination can achieve

critical enhancements in corporate governance.®

5 |AS Express, https://www.iasexpress.net/in-depth-corporate-governance-in-india/, (last visited April 12, 2023)
" Robin, Corporate Governance in India: Issues and Importance, VOLUME 6, IJRAR, 4, (2019)
http://ijrar.com/upload_issue/ijrar_issue_20543494.pdf

8 Unacademy, https://unacademy.com/content/upsc/governance-notes/challenges-of-corporate-governance-in-
india/ (last visited April 13, 2023)
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Below Mentioned are some of the major Issues Faced in Corporate Practice in India:

Conflict of Interest: Conflict of interest emerges when an individual/substance advances
his/her/its interest at the expense of that of the organization. While law expects that conflict of
interest ought to be stayed away from, recognizable proof and evacuation of conflict isn't in

every case without any problem.
Imbalance of data:

Deviation of data ought to be diminished to the degree conceivable, among the local area of
stakeholders. Asymmetry can prompt people with quicker or better admittance to data taking
unnecessary benefit thereof, bringing about crooked enhancement of certain people.

Partition among ownership and the board:

Ownership and the executives are two unique capabilities, and shouldn't preferably live in
similar arrangement of people. Further, assuming these jobs are isolated, proprietors shouldn't

go into the region of the board.®
Minority shareholders and different stakeholders:

A ‘controlling investor' has critical abilities and impact inside an organization. He/she/they may,
now and again, abuse this power, at the expense of minority shareholders and different
stakeholders. While advancing the drawn-out interests of the organization, it ought to be
guaranteed that the interest of any investor, controlling or minority, are not persecuted.
Responsibility:

The administration is responsible to the Board, and the Board thusly is responsible to the
shareholders of an organization. If both of them considers himself/herself as the proprietor, it

will contradict some common norms of responsibility.
Code of conduct or ethics:

While benefit amplification is a significant objective of any organization, organizations ought
to take on moral practices, which will advance standing as well as the business possibilities of

the organization.*°
Freedom of the Board:

For the Board to work successfully, it ought to be independent, in soul. Bombing this, the Board

® Vanshika Pradhan, Top Ten issues in corporate governance practices in India, excellence enablers, (April 13,
2023, 7:52 pm) https://excellenceenablers.com/top-10-issues-in-corporate-governance-practices-in-india/

10 Challenges of Corporate Governance in India, https://unacademy.com/content/upsc/governance-
notes/challenges-of-corporate-governance-in-india/ (last visited April 13, 2023)
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would wind up rubberstamping the executive’s proposition. Genuine freedom is a perspective.

An independent Board is important to dispassionately consider the executives responsible.
Checks and balances:

Appropriate checks and balances, equivalent with the size of the corporate ought to be set up.
Consistence with law and regulations:

A decent corporate ought to follow laws and regulations. Inability to do so will welcome

extreme unfortunate results, including, yet not restricted to, legal procedures.*
Disclosure and Transparency:

Every single material issue/occasion connected with an organization ought to be unveiled in a
timebound way to the stakeholders of the organization. At times organizations don't make valid
and complete revelations, and are not straightforward about a few significant issues of the

organization.

There is no question that what go about as an aid to the general public or the corporate likewise
have a few issues joined with it which makes it challenging for the working. However, there are
different manner by which this administration can be executed in the country. Notwithstanding,

certain issues with its execution incorporates:
e The Performance of the Board Member
e The Independency of the Directors
e Stakeholders Accountability
e Risk Management
e Data Protection and Privacy
e Corporate Social Responsibility*?
(B) Government Initiatives with regard to Corporate Governance in India.

Government of India embraced the strategy of liberalization, privatization and globalization
(LPG) in India. From that point forward a few strategy drives have been taken to help financial

development, productivity and worldwide intensity of Indian organizations. Both regulative and

11 vanshika Pradhan, Top Ten issues in corporate governance practices in India, excellence enablers, (April 13,
2023, 8:17 pm) https://excellenceenablers.com/top-10-issues-in-corporate-governance-practices-in-india/

12 Nikita Gupta, Shubhani Garg, Analysis of Rising Corporate Governance Issues and Challenges for Indian
Companies, 4 IJLHM, (2021) https://www.ijimh.com/paper/analysis-of-rising-corporate-governance-issues-and-
challenges-for-indian-companies-in-covid-19/
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non-regulative changes have been done to further develop governance in the corporate area.

Corporate governance changes in India included a scope of different drives including
improvement in working of capital business sectors, successful minority shareholder security,
more prominent straightforwardness and exclusive expectations of data exposure, changing
board structures and smoothing out board processes. The government of India started the
changes in the governance cycle through government legislations and organizations in mid-

nineties.™
e Authoritative system
a) Ministry of Corporate Affairs

The Ministry through its different selected advisory groups and forums like National Foundation
for Corporate Governance (NFCG), works with the exchange of encounters and thoughts among

corporate pioneers, policymakers, controllers, policing and non-government associations.
b) The Securities and Exchange Board of India (SEBI)

SEBI screens and manages the corporate governance of recorded organizations in India through
Clause 49.

Clause 49 is incorporated in the posting understanding of stock exchanges with organizations

and recorded organizations should conform to its arrangements.*

It incorporates the arrangement of IDs (independent chiefs), review board, and implicit set of
principles, divulgences of related party exchanges, compensations, consistence with
bookkeeping standards, accreditations of President and CFO, consistence confirmation and

informant strategy and so on.

The Clause is amended now and again to incorporate changes presented by new demonstrations

or guidelines.
c) The Companies Act, 2013

It gives a conventional construction to prompting great corporate governance practices through
self-guideline, a responsive legal system in light of shareholders' majority rules government; an
exposure-based system; normal penal provisions with worked in discouragement and powerful

protection.

It helps in upgrading exposures, revealing and straightforwardness through improved as well as

13 Corporate Governance Initiatives, https://rajdhanicollege.ac.in/admin/ckeditor/ckfinder/userfiles/files/Corpor
ate%20Governance%20initiatives.pdf, (last visited April 13, 2023)
14 | AS Express, https://www.iasexpress.net/in-depth-corporate-governance-in-india/, (last visited April 13, 2023)
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new consistence standards.

Revisions to acts overseeing unmistakable expert foundations participated in corporate work
and reviews, for example, (ICAI/ICSI/ICWAI) subsequently help in reinforcing the disciplinary
system and carrying straightforwardness to their work.

The Confederation of Indian Enterprises (CIl) set up a team in 1995 following which it delivered

the code called "Desirable Corporate Governance™ in 1998.

Arrangement of a few committees every now and then to propose changes in corporate

governance. These include:
e Kumar Mangalam Birla Committee (1999)
e Naresh Chandra Committee (2002)
e Narayana Murthy Committee (2003)

The proposals were incorporated as different guidelines and guidelines transforming the

corporate governance structure.

Presentation of Limited Liability Partnerships (LLPs), change in the assistance conveyance
component for straightforwardness and assurance, setting up of Investor Education and
Protection Fund, and enabling the investors through mindfulness programs through investor
affiliations, VOs, NGOs, and so on are a few different drives.!®

IV. CONCLUSIONS & RECOMMENDATIONS

Corporate governance is critical to guaranteeing an organization is run straightforwardly and
morally. The advantages of good corporate governance are various. It can safeguard
shareholders' inclinations, advance proficiency, and increment investor certainty. Great
corporate governance is crucial for the progress of any organization. In this paper, we
concentrated on the significance of good corporate governance to a partnership or association.
During the time spent great corporate governance associations might need to deal with certain
issues. We likewise examined issues and difficulties in the method of corporate governance in
India; a large portion of these win simply because of impacted working of directors. Directors
are delegated by the promoters and afterward they impact the choices of directors for their own

advantage. Here are some of the recommendations to handle these issues like that of:
e By controlling the size, choice measures and strategy of free directors,

e Furthermore, managing the job of advertisers or pioneers in corporate with the goal that

15 | AS Express, https://www.iasexpress.net/in-depth-corporate-governance-in-india/, (last visited April 13, 2023)
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directors can take their impartial choice.

e There is likewise a requirement for having the credit score organizations need to rate

corporate governance practices of various companies.
e Building and maintaing an effective governance infrastructure.
e Recognizing that the governance of risk is a board responsibility.
e Evaluating board and director performance and pursue opportunities for improvement.
e Recognizing that good governance is not just about compliance

This will make competition for having best governance practice. Subsequent to concentrating
on this paper we can reason that in spite of the fact that India has accomplished a decent position

in corporate governance guideline yet being an emerging nation has far to go on the way of
corporate governance.

*kkkik
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