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ABSTRACT

In this research paper Corporate Governance involves regulatory and market mechanisms, and the roles and
relationships between a company’s management, its board, its shareholders and other stakeholders, and the goals

for which the corporation is governed. Lately, corporate governance has been comprehensively defined as "a system
of law and sound approaches by which corporations are directed and controlled focusing on the internal and external corporate structures
with the intention of monitoring the actions of management and directors and thereby mitigating agency risks stemming from the devious
deeds of these corporate officers". In contemporary business corporations, the main external stakeholder groups are shareholders, debt holders,
trade creditors, suppliers, customers and communities affected by the corporation's activities. Much of the contemporary interest in corporate
governance is concerned with mitigation of the conflicts of interests between stakeholders. Ways of mitigating or preventing these conflicts of
interests include the processes, customs, policies, laws, and institutions which have an impact on the way a company is controlled. An important
theme of corporate governance is the nature and extent of accountability of people in the business.
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INTRODUCTION:

There has been renewed interest in the corporate governance
practices of modern corporations since 2001, particularly due
to the high-profile collapses of a number of large U.S. firms such
as Enron Corporation, WorldCom and Satyam, the fourth largest
IT Company in India. In 2002, the US federal government passed
the Sarbanes-Oxley Act, intending to restore public confidence in
corporate governance.

In A Board Culture of Corporate Governance business author
Gabrielle O’'Donovan defines corporate governance as ‘an in-
ternal system encompassing policies, processes and people,
which serves the needs of shareholders and other stakeholders,
by directing and controlling management activities with good
business savvy, objectivity and integrity. Sound corporate gov-
ernance is reliant on external marketplace commitment and leg-
islation, plus a healthy board culture, which safeguards policies
and processes.

PRINCIPLES OF CORPORATE GOVERNANCE:

Contemporary discussions of corporate governance tend to refer

to principles raised in three documents released since 1990: The

Cadbury Report (UK, 1992), the Principles of Corporate Govern-

ance (OECD, 1998 and 2004), the Sarbanes-Oxley Act of 2002 (US,

2002). The Cadbury and OECD reports present general principals

around which businesses are expected to operate to assure prop-

er governance. The Sarbanes-Oxley Act, informally referred to as

Sarbox or Sox, is an attempt by the federal government in the

United States to legislate several of the principles recommended

in the Cadbury and OECD reports.

% Rights and equitable treatment of shareholders: Organiza-
tions should respect the rights of shareholders and help
shareholders to exercise those rights. They can help share-
holders exercise their rights by openly and effectively com-
municating information and by encouraging shareholders to
participate in general meetings.

« Interests of other stakeholders: Organizations should rec-
ognize that they have legal, contractual, social, and market
driven obligations to non-shareholder stakeholders, includ-
ing employees, investors, creditors, suppliers, local communi-
ties, customers, and policy makers.

< Role and responsibilities of the board: The board needs suf-

ficient relevant skills and understanding to review and chal-
lenge management performance. It also needs adequate size
and appropriate levels of independence and commitment
Integrity and ethical behavior: Integrity should be a funda-
mental requirement in choosing corporate officers and board
members. Organizations should develop a code of conduct
for their directors and executives that promotes ethical and
responsible decision making.
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Disclosure and transparency: Organizations should clarify
and make publicly known the roles and responsibilities of
board and management to provide stakeholders with a level
of accountability. They should also implement procedures to
independently verify and safeguard the integrity of the com-
pany’s financial reporting.

CORPORATE GOVERNANCE MODELS AROUND THE WORLD:
There are many different models of corporate governance around
the world. These differ according to the variety of capitalism in
which they are embedded. The Anglo-American “model” tends to
emphasize the interests of shareholders.

The coordinated or Multi stakeholder Model associated with
Continental Europe and Japan also recognizes the interests of
workers, managers, suppliers, customers, and the community. A
related distinction is between market-orientated and network-
orientated models of corporate governance.

CONTINENTAL EUROPE:

Some continental European countries, including Germany and
the Netherlands, require a two-tiered Board of Directors as a
means of improving corporate governance. In the two-tiered
board, the Executive Board, made up of company executives,
generally runs day-to-day operations while the supervisory
board, made up entirely of non-executive directors who repre-
sent shareholders and employees, hires and fires the members of
the executive board, determines their compensation, and reviews
major business decisions.

INDIA:

India’s SEBI Committee on Corporate Governance defines cor-
porate governance as the “acceptance by management of the
inalienable rights of shareholders as the true owners of the cor-
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poration and of their own role as trustees on behalf of the share-
holders. It is about commitment to values, about ethical business
conduct and about making a distinction between personal &
corporate funds in the management of a company. It has been
suggested that the Indian approach is drawn from the Gandhian
principle of trusteeship and the Directive Principles of the Indian
Constitution, but this conceptualization of corporate objectives
is also prevalent in Anglo-American and most other jurisdictions.

UNITED STATES, UNITED KINGDOM:

The so-called “Anglo-American model” of corporate governance
emphasizes the interests of shareholders. It relies on a single-
tiered Board of Directors that is normally dominated by non-
executive directors elected by shareholders. Because of this, it
is also known as “the unitary system”. Within this system, many
boards include some executives from the company (who are
ex officio members of the board). Non-executive directors are
expected to outnumber executive directors and hold key posts,
including audit and compensation committees.

In the United States, corporations are directly governed by state
laws, while the exchange (offering and trading) of securities in
corporations (including shares) is governed by federal legislation.
Many US states have adopted the Model Business Corporation
Act, but the dominant state law for publicly traded corporations
is Delaware, which continues to be the place of incorporation for
the majority of publicly traded corporations.

LEGAL ENVIRONMENT - GENERAL:

Corporations are created as legal persons by the laws and regula-
tions of a particular jurisdiction. These may vary in many respects
between countries, but a corporation’s legal person status is fun-
damental to all jurisdictions and is conferred by statute. This al-
lows the entity to hold property in its own right without reference
to any particular real person. It also results in the perpetual ex-
istence that characterizes the modern corporation. The statutory
granting of corporate existence may arise from general purpose
legislation (which is the general case) or from a statute to create
a specific corporation, which was the only method prior to the
19th century.

In addition to the statutory laws of the relevant jurisdiction, cor-
porations are subject to common law in some countries, and
various laws and regulations affecting business practices. In most
jurisdictions, corporations also have a constitution that provides
individual rules that govern the corporation and authorize or con-
strain its decision-makers. This constitution is identified by a vari-
ety of terms; in English-speaking jurisdictions, it is usually known
as the Corporate Charter or the [Memorandum and] Articles of
Association.

CODES AND GUIDELINES:

Corporate governance principles and codes have been devel-
oped in different countries and issued from stock exchanges,
corporations, institutional investors, or associations (institutes)
of directors and managers with the support of governments and
international organizations. As a rule, compliance with these gov-
ernance recommendations is not mandated by law, although the
codes linked to stock exchange listing requirements may have a
coercive effect.

One of the most influential guidelines has been the OECD Prin-
ciples of Corporate Governance - published in 1999 and revised
in 2004. The OECD guidelines are often referenced by countries
developing local codes or guidelines. Building on the work of
the OECD, other international organizations, private sector asso-
ciations and more than 20 national corporate governance codes
formed the United Nations Intergovernmental Working Group of
Experts on International Standards of Accounting and Reporting
(ISAR) to produce their Guidance on Good Practices in Corporate
Governance Disclosure.

This internationally agreed benchmark consists of more than fifty
distinct disclosure items across five broad categories:

» Auditing

» Board and management structure and process

» Corporate responsibility and compliance

» Financial transparency and information disclosure

» Ownership structure and exercise of control rights

The World Business Council for Sustainable Development (WBC-
SD) has done work on corporate governance, particularly on
accountability and reporting, and in 2004 released Issue Man-
agement Tool: Strategic challenges for business in the use of cor-
porate responsibility codes, standards, and frameworks.

CORPORATE GOVERNANCE AND FIRM PERFORMANCE:

In its ‘Global Investor Opinion Survey’ of over 200 institutional
investors first undertaken in 2000 and updated in 2002, McKin-
sey found that 80% of the respondents would pay a premium for
well-governed companies. They defined a well-governed com-
pany as one that had mostly out-side directors, who had no man-
agement ties, undertook formal evaluation of its directors, and
was responsive to investors’ requests for information on govern-
ance issues. In a study of five year cumulative returns of Fortune
Magazine's survey of ‘most admired firms; Antunovich et al found
that those “most admired” had an average return of 125%, whilst
the ‘least admired’ firms returned 80%. In a separate study Busi-
ness Week enlisted institutional investors and ‘experts’ to assist in
differentiating between boards with good and bad governance
and found that companies with the highest rankings had the
highest financial returns.

CONCLUSION:

The Corporate governance refers to the set of systems, principles
and processes by which a company is governed. They provide
the guidelines as to how the company can be directed or con-
trolled such that it can fulfill its goals and objectives in a manner
that adds to the value of the company and is also beneficial for
all stakeholders in the long term. Stakeholders in this case would
include everyone ranging from the board of directors, manage-
ment, shareholders to customers, employees and society.

It is the technique by which companies are directed and man-
aged. It means carrying the business as per the stakeholders’ de-
sires. It is actually conducted by the board of Directors and the
concerned committees for the company’s stakeholder’s benefit.
It is all about balancing individual and societal goals, as well as,
economic and social goals. Corporate Governance has a broad
scope. It includes both social and institutional aspects. Corporate
Governance encourages a trustworthy, moral, as well as ethical
environment.
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