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ABSTRACT 

Corporate Governance is a term that deals with rules and regulations by which different 

businesses are regulated. The term that has emerged in Indian scenario after the second half of 

1996 due to economic liberalization and deregulation of the business sector, aims to establish a 

system whereby the Directors and Chairpersons are entrusted with duties and responsibilities of 

the affairs of the company. It must be understood that for the proper and effective corporate 

governance it must be ensured that the directors does not abuse their powers. For this we need 

various policies which shall make the directors understand as to what their duties towards the 

company and shareholders are and how best they can act so as to protect the interest of the 

company.  

 

The need for the corporate governance has arisen due to separation of management from the 

ownership. It is very important to understand, that for the success of any firm, it must win the 

confidence of producers, shareholders, employees and last but not the least government. The 

recent high profile corporate governance failure scams such as Ketan Parekh, UTI Scam, 

Harshad Mehta Scam etc has given a death blow to the competencies of the corporate 

governance. It is felt that time has now arrived that we need to establish more transparent and 

effective corporate governance system that shall make the directors and the chairpersons 

accountable for their actions. In this age of globalization and international competition, good 

corporate governance is a must. The Vedic concept of ArthaShastra and the modern concept of 

good corporate governance, calls for the higher standards of ethics, principles and morals. The 

time now to find out what are drawbacks in our system and hoe best we can come out of it. The 

study aims to find out what factors that lead to the corporate scams are and what possible 

measures we should take to mitigate these challenges.  

 

Keywords: Corporate Scams, Company Law, Corporate Governance 

 

 

INTRODUCTION 

Corporate Governance is a term that deals with rules and regulations by which different 

businesses are regulated. The term that has emerged in Indian scenario after the second half of 

1996 due to economic liberalization and deregulation of the business sector, aims to establish a 
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system whereby the Directors and Chairpersons are entrusted with duties and responsibilities of 

the affairs of the company.  

 

It must be understood that for the proper and effective corporate governance it must be ensured 

that the directors does not abuse their powers. For this we need various policies which shall 

make the directors understand as to what their duties towards the company and shareholders are 

and how best they can act so as to protect the interest of the company.  

 

The various scams afflicting India over the last few months were largely perceived as matters 

within the realm of public governance involving the Government, ministers and officials. Lately, 

however, the spotlight seems to be shifting to the private sector and to companies that are alleged 

to be beneficiaries of public mismanagement of resources. Questions are being asked about the 

acts and omissions of the corporate sector. [1] 

 

OBJECTIVE 

As the country continues to recover from the global downturn, the opportunities for and concerns 

over big-business corruption could hold back commercial development in the world's second-

most populous nation. When the Satyam accounting scandal erupted in January last year, after 

the chairman Ramalinga Raju confessed that the company's accounts had been falsified, India 

confronted a daunting reality it had often shied away from: many such white-collar frauds were 

simmering undetected. The objective of the paper is to study importance of the good corporate 

governance in the Indian Corporate Sector with reference to the guidelines of Ministry of 

Corporate affairs. 

 

DISCUSSION 

Meaning and origin of Corporate Governance 

Corporate governance involves a set of relationships amongst the company’s management, its 

board of directors, its shareholders, its auditors and other stakeholders. These relationships, 

which involve various rules and incentives, provide the structure through which the objectives of 

the company are set, and the means of attaining these objectives as well as monitoring 

performance are determined. Thus, the key aspects of good corporate governance include 

transparency of corporate structures and operations; the accountability of managers and the 

boards to shareholders; and corporate responsibility towards stakeholders. [2]  

 

The term can also be understood as various rules and laws by which various businesses are 

regulated. In the case of the Indian corporate sector, a lot has changed after the liberalization of 

the Indian economy in the early 1990s. In fact, the Confederation of Indian Industries (CII) has 

undertaken a voluntary initiative to develop and promote a code for corporate governance that 

has to be adopted and followed by all corporate entities. This will apply to both, the private 

sector and the public sector in order to ensure a thorough attempt to promote transparency within 

business and the industry. Even the Securities and Exchange Board of India (SEBI) set up a 

committee to help address corporate governance issues. [3]  
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Thus the term Corporate Governance is basically a detailed disclosure of information and an 

account of an organization’s financial situation, performance, ownership and governance, 

relationship with shareholders and commitment to business ethics and values.[4] The need for 

the corporate governance has also arisen due to separation of management from the ownership. It 

is very important to understand, that for the success of any firm, it must win the confidence of 

producers, shareholders, employees and last but not the least government.  

 

There were several frauds and scams in the corporate history of the world such as Ketan Parekh, 

UTI Scam, Harshad Mehta Scam etc that has given a death blow to the competencies of the 

corporate governance. Apart from these, Changing Ownership Structure, Importance of Social 

Responsibility, Growing Number of Scams, Indifference on the part of Shareholders, Globalization, and 
Takeovers are some of major reasons that gave rise to need for corporate governance. [5] Down the line, 

it was felt that the system for regulation is not satisfactory and it was felt that it needed 

substantial external regulations. It is also believed that time has now arrived that we need to 

establish more transparent and effective corporate governance system that shall make the 

directors and the chairpersons accountable for their actions. In this age of globalization and 

international competition, good corporate governance is a must. The Vedic concept of 

ArthaShastra and the modern concept of good corporate governance, calls for the higher 

standards of ethics, principles and morals.  

 

These regulations should penalize the wrong doers while those who abide by rules and 

regulations, should be rewarded by the market forces. There were several changes brought out by 

governments, shareholder activism, insistence of mutual funds and large institutional investors, 

that corporate they invested in adopt better governance practices and in formation of several 

committees to study the issues in depth and make recommendations, codes and guidelines on 

Corporate Governance that are to be put in practice. All these measures have brought about a 

metamorphosis in corporate that realized that investors and society are serious about corporate 

governance.[6] Transparency, Protection of Shareholders' Rights, Accountability, avoidance of 

unfair practices, cheating, exploitation, etc. are some of the features of corporate governance.[7] 

  

ROLE OF LAW IN CORPORATE GOVERNANCE 

 

Law can only provide a minimum code of conduct for proper regulation of human being or 

company. Law is made not to stop any act but to ensure that if you do that act, you will face such 

consequences i.e. good for good and bad for bad. Thus, in the same manner, role of law in 

corporate governance is to supplement and not to supplant. It cannot be only way to govern 

corporate governance but instead it provides a minimum code of conduct for good corporate 

governance. Law provides certain ethics to govern one and all so as to have maximum 

satisfaction and minimum friction. It plays a complementary role. Role of law in corporate 

governance is in Companies Act which imposes certain restrictions on Directors so that there is 

no misrepresentation of documents, there is no excessive of power, so that it imposes duty not to 

make secret profit and make good losses due to breach of duty, negligence, etc, duty to act in the 

best interest of the company etc. [8]  

 

The Ministry of Corporate Affairs (MCA) is the chief authority for regulating and promoting 

efficient and accountable form of corporate governance in the Indian corporate sector. The 

Companies Act 1956 is the main piece of legislation that plays vital role in corporate 
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governance. It deals with formation, functioning and winding up of the companies. It also deals 

with powers and responsibilities of the directors and managers. It also provides for various 

inspection mechanisms to find out whether the companies conduct their affairs in accordance 

with the provisions of the Act. The Act deals with various provisions relating to the Governance 

of Companies, such as management and administration of companies. It also contains special 

provisions pertaining to the accounts and audit, director’s remuneration, other financial and non-

financial disclosures and more specifically prevention of mismanagement, etc.  

 

Ministry of Corporate Affairs has laid down various guidelines that aim to protect the investors. 

Some of the important guidelines are:  

 

 For the Non-Executive Directors and Independent Directors, it is required that formal letters 

of appointment be issued and the same should be disclosed to the shareholders at the time of 

sanction of his/her appointment.  

 

 It is emphasized that the offices of chief executive officer and chairman should be separate. 

 There should be Nomination Committee consisting of majority of Independent Directors, and 

Chairman.  

 Further there should be separate section in the Annual Report which shall outline the role and 

work done by it during the year under consideration. 

 The guidelines also lays down that positive attributes of Director such as honesty, integrity, 

expertise etc should be disclosed in its report to shareholders. 

 Independent directors should provide certificate of their independence at the time of their 

appointment.  

 Also it is mentioned in the guidelines that Non-Executive directors be paid by fixed fees or 

percentage in profit. 

 Training programs for Directors should be on regular basis so as to review their performance 

and to make them aware about various laws that need timely compliance.   

 Audit committee must be consulted at the time of selection of auditors 

 Every audit partner must be rotated once in three years and the firm should be rotated every 

five years. 

 Internal auditor may be appointed if required 

 Some mechanism must be introduced for employees to report concerns about unethical 

behavior, actual or suspected fraud.  

 At the same time there should be appropriate safeguard mechanism whereby employees who 

provide such information is protected against victimization.  

 

CONCLUSION 

Today in the highly competitive business environment and globalization, at one end where 

corporates require more independence in terms of their operations, it is also highly required that 

a high standard of transparency is maintained so as to manage the expectations of shareholders. 

This can be achieved through better disclosures and sense of greater responsibility on the part of 

corporate owners and management for improved compliance. To meet this ends Companies Act 
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1956 has been amended time and again so as to provide more transparency in corporate 

governance. This, again is done with an aim to protect the interest of small investors, depositors 

etc. It must be understood that in today’s era Corporate Governance is no longer an opulence but 

a necessity. It calls for greater responsibility and commitment. It is unfortunate that throught the 

world there is no unique structure of corporate governance. In India various scandals such as 

Harshad Mehta, Ketan Parekh, UTI, Satyam etc has shaken the confidence of investors. These 

scams pose a serious predicament for share holders and ultimately the people and the overall 

economic growth of the nation. It must be understood that corporation is created to address the 

multilevel needs of society as a whole rather than creating a products. Good corporate 

governance not only the requirement of law but is highly essential for the continued existence of 

the organization itself. In spite of good piece of legislation what is required is proper 

enforcement of such laws. This is the call of time. 
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