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ABSTRACT 

Corporate governance in India has undergone significant transformation over the past three decades, 

particularly in the wake of economic liberalization initiated in 1991. The shift from a state-controlled 

economic model to a market-oriented framework increased the role of private corporations and capital 

markets, thereby intensifying the need for robust governance mechanisms. This study critically 

examines the evolution of corporate governance in India and analyzes the persistent enforcement 

challenges that continue to affect its effectiveness. Corporate governance broadly refers to the system 

of rules, practices, and institutional mechanisms through which companies are directed, controlled, and 

held accountable to stakeholders. It aims to ensure transparency, accountability, fairness, and ethical 

conduct in corporate management. 

The evolution of corporate governance in India can be traced from the regulatory structure of the 

Companies Act, 1956 to a more comprehensive framework under the Companies Act, 2013. Important 

milestones include the introduction of Clause 49 of the Listing Agreement by the Securities and 

Exchange Board of India (SEBI), the recommendations of various expert committees such as the Kumar 

Mangalam Birla Committee and the Narayana Murthy Committee, and the strengthening of disclosure 

norms and board responsibilities under the SEBI (Listing Obligations and Disclosure Requirements) 

Regulations.  

Despite notable progress in regulatory reform, enforcement remains a significant challenge. The 

dominance of promoter-led and family-owned firms in India creates structural constraints on board 

independence and minority shareholder protection. While formal compliance requirements have 

increased, substantive accountability often remains limited due to regulatory capacity constraints, 

procedural delays, and governance practices that prioritize control over transparency. Issues such as 

related-party transactions, insufficient whistleblower protection, limited gender diversity on corporate 

boards, and inadequate implementation of corporate social responsibility (CSR) obligations highlight 

gaps between law and practice. The study also evaluates the growing influence of institutional investors, 

global capital flows, and environmental, social, and governance (ESG) standards in reshaping 

governance expectations. Increasing integration with global financial markets has compelled Indian 

corporations to align with international best practices, yet enforcement mechanisms must evolve to 

ensure credibility and investor confidence. The analysis underscores that effective corporate governance 

depends not only on statutory provisions but also on ethical corporate culture, independent regulatory 

institutions, professional board leadership, and active stakeholder participation. 
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MEANING OF CORPORATE GOVERNANCE 

The term “governance” is not a modern invention; it is as old as organized human civilization. From 

tribal councils and monarchies to democratic states and international organizations, governance has 

always referred to the processes through which collective decisions are made and implemented. At its 

core, governance means the exercise of authority, management of resources, and coordination of 

relationships within a structured system. In simple terms, governance refers to the process of decision-

making and the process by which those decisions are implemented—or sometimes not implemented. It 

encompasses formal institutions, legal systems, administrative arrangements, and informal practices that 

influence how power is exercised. Governance can be studied in various contexts, including 

international governance (such as global institutions), national governance (state-level administration), 

local governance (municipal bodies), and corporate governance (business organizations). 

Corporate governance specifically refers to the system by which companies are directed and controlled. 

It involves the distribution of rights and responsibilities among different participants in the corporation, 

such as the board of directors, management, shareholders, and other stakeholders. It also lays down rules 

and procedures for making decisions on corporate affairs. Corporate governance provides the framework 

for setting corporate objectives, determining the means of achieving them, and monitoring performance. 

Definitions of corporate governance vary across scholars and institutions. Some definitions focus 

narrowly on the relationship between management and shareholders, emphasizing accountability and 

protection of investor interests. Others adopt a broader stakeholder-oriented perspective, recognizing 

that corporations affect and depend upon multiple groups in society. Despite variations in wording, most 

definitions converge on certain fundamental principles: transparency, accountability, fairness, 

responsibility, and compliance with the rule of law. 

Good governance, whether in the corporate or public sphere, possesses certain essential characteristics. 

It is participatory, meaning that stakeholders have opportunities to express their views. It is consensus-

oriented, seeking to mediate differing interests for the common good. It is accountable, ensuring that 

decision-makers are answerable for their actions. It is transparent, providing access to accurate and 

timely information. It is responsive, addressing the needs of stakeholders within a reasonable timeframe. 

It is effective and efficient, producing desired outcomes while making optimal use of resources. It is 

equitable and inclusive, ensuring that all groups, especially minorities and vulnerable sections, have a 

voice in decision-making. Finally, it operates under the rule of law, where legal frameworks are fair and 

impartially enforced. In the corporate context, these characteristics translate into specific practices. 

Transparency requires accurate financial reporting and full disclosure of material information. 

Accountability demands that directors and executives be answerable to shareholders and regulators. 

Fairness ensures equal treatment of minority shareholders and protection against exploitation by 

controlling stakeholders. Responsibility implies ethical conduct, risk management, and compliance with 

environmental and social obligations. 

Corporate governance also plays a crucial role in minimizing corruption and misuse of corporate 

resources. By establishing checks and balances through independent directors, audit committees, 

internal control systems, and external audits, governance mechanisms reduce the likelihood of fraud and 

financial misreporting. Furthermore, good governance ensures that the interests of minority shareholders 

are protected and that vulnerable stakeholders are not marginalized in corporate decision-making. In 

contemporary society, corporate governance extends beyond profit maximization. Corporations are 

increasingly expected to address environmental sustainability, social responsibility, and ethical business 

practices. Governance frameworks now incorporate environmental, social, and governance (ESG) 

considerations, reflecting the growing recognition that corporate actions have long-term societal 

impacts. Thus, corporate governance is responsive not only to present needs but also to future societal 

expectations. 
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INTRODUCTION 

Corporate Governance refers to the system of principles, processes, institutional arrangements, and 

mechanisms through which corporations are directed, managed, supervised, and held accountable to 

their stakeholders. Traditionally, corporate governance was understood primarily as the relationship 

between a company’s management and its shareholders. However, in the contemporary globalized 

economy, the scope of corporate governance has expanded significantly to include a broader stakeholder 

perspective encompassing employees, creditors, customers, suppliers, regulators, communities, and 

society at large. It is essentially concerned with ensuring transparency, accountability, fairness, ethical 

conduct, and long-term sustainability in corporate decision-making. 

In the Indian context, the discourse on corporate governance gained prominence particularly after the 

economic reforms initiated in 1991. Prior to liberalization, the Indian economy was characterized by 

extensive state control, licensing requirements, protectionist policies, and a predominantly closed market 

structure. Corporate activity functioned within a tightly regulated framework often referred to as the 

“License Raj.” While this system sought to ensure state-led development and equitable distribution, it 

also resulted in inefficiencies, bureaucratic delays, lack of competitiveness, and limited accountability 

mechanisms within corporate structures. Governance standards during the pre-reform era were shaped 

more by compliance with procedural regulations than by adherence to global norms of transparency, 

disclosure, and stakeholder protection. 

The liberalization, privatization, and globalization (LPG) reforms of 1991 fundamentally transformed 

India’s economic landscape. Deregulation of industries, reduction in import tariffs, encouragement of 

foreign direct investment (FDI), and integration with global financial markets exposed Indian 

corporations to intense domestic and international competition. Companies were compelled to access 

global capital markets, issue depository receipts abroad, collaborate with multinational corporations, 

and adhere to international financial reporting and governance standards. Consequently, corporate 

governance emerged not merely as a regulatory requirement but as a strategic necessity for survival and 

growth in a competitive environment. With globalization came heightened scrutiny from investors, 

institutional shareholders, credit rating agencies, and international regulators. Investors demanded 

higher levels of transparency, accurate financial disclosures, independent board oversight, and protection 

of minority shareholder rights. The Indian corporate sector, therefore, had to align itself with globally 

accepted governance practices such as independent directors on boards, audit committees, risk 

management systems, internal control mechanisms, and enhanced disclosure norms. Policymakers also 

recognized that robust corporate governance frameworks were essential to attract foreign capital, foster 

investor confidence, and ensure sustainable economic growth. 

India today possesses an elaborate legal and regulatory framework governing corporate conduct. The 

Companies Act, securities regulations administered by the Securities and Exchange Board of India 

(SEBI), listing agreements, accounting standards, and corporate governance codes collectively provide 

a comprehensive structure. Significant milestones include the introduction of Clause 49 of the Listing 

Agreement, establishment of independent audit committees, strengthening of disclosure norms, and 

enactment of the Companies Act, 2013, which emphasized board responsibilities, corporate social 

responsibility (CSR), and stricter compliance requirements. On paper, India’s corporate governance 

framework is comparable to international standards. However, despite having one of the most 

comprehensive governance laws among emerging economies, the effectiveness of corporate governance 

in India has often been undermined by weak implementation and enforcement gaps. The persistence of 

concentrated ownership structures remains a distinctive feature of Indian corporations. Promoter 

families or controlling shareholders often hold substantial equity stakes, enabling them to exercise 

dominant influence over managerial decisions. While such concentrated ownership may reduce classic 

agency problems between dispersed shareholders and managers, it simultaneously gives rise to 

“principal–principal” conflicts, where minority shareholders’ interests may be compromised by 

controlling shareholders. 
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Additionally, corporate group structures in India frequently involve pyramiding and cross-holdings 

among group companies. Through layered ownership patterns, controlling shareholders may exercise 

control disproportionate to their actual cash flow rights. Such arrangements sometimes facilitate 

“tunneling,” a practice whereby resources are transferred from one company to another within the same 

group to the detriment of minority shareholders. These structural characteristics present significant 

challenges to effective governance and regulatory oversight. Corporate scandals in India, including 

accounting frauds, insider trading cases, and mismanagement of corporate funds, have periodically 

exposed weaknesses in governance mechanisms. Such events have highlighted the need for stronger 

internal controls, independent board functioning, vigilant auditing practices, and proactive regulatory 

enforcement. While reforms have been undertaken in response to crises, a gap often persists between 

formal compliance and substantive governance culture. In many cases, boards function more as 

ceremonial bodies rather than as active oversight institutions. 

SIGNIFICANCE 

The significance of corporate governance extends beyond shareholder protection. A corporation is not 

merely an economic entity; it is a social institution embedded within a network of stakeholders. 

Customers rely on corporations for quality goods and services; employees depend on them for 

livelihoods and career growth; investors seek reasonable returns and risk management; vendors require 

fair contractual practices; governments expect tax compliance and adherence to laws; and society 

anticipates environmental responsibility and ethical conduct. In a globalized economy, corporations 

must balance profitability with sustainability and social accountability. 

Access to global pools of capital is increasingly contingent upon demonstrable governance standards. 

Institutional investors, sovereign wealth funds, and pension funds carefully evaluate governance metrics 

before allocating capital. Similarly, talented human capital seeks organizations with transparent, merit-

based, and ethically grounded work cultures. Vendor partnerships, especially in large-scale infrastructure 

and technological collaborations, demand reliability and integrity. Moreover, in an era of social media 

and instant communication, corporate misconduct can rapidly damage reputation and market value. 

Thus, ethical corporate behavior is no longer optional; it is integral to long-term competitiveness. 

Corporations must recognize that sustained growth requires cooperation and trust among all 

stakeholders. Trust is built through transparent disclosures, fair treatment of minority shareholders, 

adherence to environmental and social norms, and responsible leadership. Good corporate governance 

reduces the cost of capital, improves operational efficiency, enhances brand value, and contributes to 

macroeconomic stability. 

In India, the transformation from a state-dominated economy to a market-oriented one has necessitated 

a parallel transformation in governance philosophy. While the pre-reform era emphasized compliance 

with government controls, the post-reform environment emphasizes accountability, performance, risk 

management, and stakeholder engagement. However, legacy issues from the socialist policy framework, 

including bureaucratic inertia, weak enforcement culture, and close business–political linkages, continue 

to influence corporate functioning. 

The regulatory architecture has evolved to address these issues, but enforcement remains uneven. Delays 

in judicial proceedings, limited investigative capacity, regulatory overlap, and occasional political 

interference can dilute accountability. Additionally, the culture of independent directorship in India is 

still evolving. Questions have been raised regarding the independence, expertise, and active engagement 

of board members. Auditor independence and the quality of financial reporting also remain areas of 

concern, despite strengthened oversight mechanisms. 
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OBJECTIVES 

The objectives of this study are fourfold.  

First, it seeks to trace the evolution of corporate governance in India, from the pre-liberalization 

regulatory regime to the contemporary framework shaped by globalization and financial market 

integration. Understanding this historical trajectory provides insight into how structural and policy shifts 

have influenced governance norms. 

Second, the study examines the key issues and challenges confronting corporate governance in India 

today. These include ownership concentration, board effectiveness, protection of minority shareholders, 

regulatory enforcement gaps, corporate fraud, related-party transactions, and the tension between 

compliance and ethical commitment. It also explores emerging challenges such as digital governance, 

cybersecurity risks, environmental, social, and governance (ESG) expectations, and stakeholder 

activism. 

Third, the paper analyzes regulatory deficiencies and implementation gaps. While laws may be 

comprehensive, their effectiveness depends on monitoring, enforcement capacity, judicial efficiency, 

and corporate culture. The study critically evaluates whether regulatory reforms have translated into 

meaningful improvements in corporate accountability. 

Fourth, based on the analysis, the study proposes suggestions for strengthening corporate governance in 

India. These may include enhancing board independence, improving disclosure standards, strengthening 

regulatory coordination, fostering shareholder activism, encouraging professional management, 

leveraging technology for transparency, and cultivating ethical leadership values within organizations. 

RESEARCH METHODOLOGY 

The present study adopts a descriptive research design in order to systematically examine the evolution, 

structural features, and enforcement challenges of corporate governance in India. A descriptive research 

design is particularly suitable when the objective is to analyze existing conditions, institutional 

arrangements, legal frameworks, and policy developments without manipulating variables or conducting 

experimental interventions. Since the subject of corporate governance involves regulatory systems, 

institutional behavior, and structural patterns within corporations, a descriptive and analytical approach 

provides a comprehensive understanding of the phenomenon in its real-world context. The study 

primarily relies on secondary data. Considering the broad and policy-oriented nature of the topic, 

secondary sources offer substantial and reliable information for analysis. The investigator collected data 

through the secondary survey method, which involves gathering, reviewing, and synthesizing 

information that has already been published by credible institutions, scholars, regulatory authorities, and 

policy bodies. Secondary data is particularly appropriate in governance studies because legal 

frameworks, committee reports, regulatory reforms, and corporate practices are extensively documented 

in official publications, academic literature, and financial reports. 

The sources consulted for the study include books on corporate law, business ethics, and corporate 

governance; peer-reviewed journal articles; government reports; committee recommendations; annual 

reports of regulatory authorities; and official publications of financial institutions. In addition, relevant 

newspaper articles and business magazines were examined to understand contemporary debates, 

corporate scandals, enforcement actions, and governance reforms. Online databases and official 

websites of regulatory bodies were also used to access updated policy documents, amendments, and 

compliance guidelines. The collected data was carefully enumerated, classified, and recorded according 

to thematic relevance. The analysis was conducted by organizing information under specific categories 

such as historical evolution, regulatory framework, ownership patterns, board structure, enforcement 

mechanisms, and emerging challenges. Comparative references were drawn where necessary to 

understand global standards and how India’s governance framework aligns with international best 

practices. The methodology emphasizes critical interpretation rather than mere description, enabling the 

identification of gaps between formal legal provisions and actual corporate practices. 
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This research does not involve primary surveys, interviews, or field investigations. Instead, it focuses 

on conceptual clarity and structural evaluation. The strength of the methodology lies in its 

comprehensive review of documented evidence and scholarly interpretation. However, it also 

acknowledges certain limitations. Since the study depends on secondary sources, its findings are 

constrained by the availability, authenticity, and interpretation of published data. Despite this limitation, 

the extensive body of literature and regulatory documentation on corporate governance in India ensures 

sufficient material for meaningful analysis. 

Overall, the descriptive research design combined with the secondary survey method enables a 

systematic examination of corporate governance from a theoretical, structural, and regulatory 

perspective. It allows the researcher to trace developments over time, evaluate institutional reforms, and 

propose informed suggestions for strengthening governance mechanisms in India. 

 

EVOLUTION OF CORPORATE GOVERNANCE IN INDIA 

The idea of good governance is deeply rooted in Indian intellectual and administrative traditions and 

can be traced back to ancient times. Long before the emergence of modern corporations, Indian political 

and economic thought emphasized accountability, ethical conduct, and welfare-oriented administration. 

One of the earliest and most significant references to governance principles is found in the writings 

attributed to Chanakya, the chief advisor (Vazir) to the Mauryan ruler Chandragupta Maurya in the third 

century BCE. In his treatise on statecraft, Chanakya elaborated the fourfold duties of a ruler: Raksha 

(protection), Vriddhi (growth), Palana (maintenance), and Yogakshema (welfare and security). 

When these principles are transposed from the domain of state governance to the modern corporate 

context, they provide a remarkably relevant framework for corporate governance. Replacing the king 

with the Chief Executive Officer or the Board of Directors, Raksha can be understood as the protection 

of shareholders’ wealth and interests, Vriddhi as the enhancement of corporate value through efficient 

utilization of assets, Palana as the maintenance and sustainability of wealth through profitable and lawful 

business activities, and Yogakshema as the safeguarding of stakeholder interests, particularly minority 

shareholders. Thus, although the term “corporate governance” is modern, its philosophical foundations 

in India are ancient. 

Despite this rich intellectual heritage, corporate governance as a formal concept did not figure 

prominently in Indian corporate discourse until the early 1990s. During the pre-liberalization period, the 

Indian economy was characterized by extensive state intervention, rigid industrial licensing, price 

controls, and protectionist policies. Corporate entities operated in a highly regulated environment where 

success often depended more on regulatory compliance and political connections than on efficiency, 

transparency, or accountability. Governance mechanisms within companies were weak, boards of 

directors often lacked independence, and disclosure standards were minimal. The emphasis was largely 

on conformity with government rules rather than on accountability to shareholders and other 

stakeholders. Several systemic weaknesses marked the Indian corporate landscape during this period. 

Undesirable stock market practices, including price manipulation and insider trading, were not 

uncommon. Boards of directors frequently functioned as rubber-stamp bodies, lacking adequate 

fiduciary responsibility and independence from management or controlling shareholders. Disclosure 

practices were poor, financial reporting lacked transparency, and minority shareholders had limited 

protection. The prevalence of what is often described as “crony capitalism,” characterized by close ties 

between business houses and political elites, further undermined corporate accountability. These 

deficiencies created an urgent need for structural reforms and improved governance standards. 

The fiscal crisis of 1991 became a critical turning point in India’s economic and corporate governance 

trajectory. Faced with severe balance of payments problems, the Indian government was compelled to 

seek assistance from international financial institutions such as the International Monetary Fund (IMF). 

This crisis triggered a series of reformative actions aimed at economic stabilization and structural 

adjustment. The policy response included liberalization of trade, deregulation of industries, reduction of 
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state controls, encouragement of private enterprise, and opening up of the economy to foreign 

investment. As India integrated with the global economy, corporate governance emerged as a key 

concern for policymakers, regulators, and corporate leaders alike. 

The liberalization process initiated in the early 1990s gradually gathered momentum. As Indian 

companies began accessing international capital markets and competing with global firms, they faced 

increasing pressure to align with internationally accepted governance norms. Investors, particularly 

foreign institutional investors, demanded higher levels of transparency, robust disclosure practices, 

independent boards, and effective oversight mechanisms. In response, the Indian state began reforming 

corporate laws and regulatory institutions to strengthen governance frameworks. As part of this reform 

process, the Companies Act, 1956, which had governed corporate activity for decades, underwent 

amendments beginning in 1999. Further amendments followed in 2000, 2002, and 2003, reflecting a 

gradual shift toward enhanced disclosure requirements, improved accountability mechanisms, and 

stronger regulatory oversight. These legislative changes marked the beginning of a more systematic 

approach to corporate governance in India. 

Since the mid-1990s, several major corporate governance initiatives have been launched through 

multiple institutional channels. Both the securities market regulator and the central ministry responsible 

for corporate affairs played crucial roles in shaping governance reforms. A defining feature of India’s 

governance evolution has been the reliance on expert committees to study problems, benchmark 

international practices, and recommend reforms tailored to Indian conditions. 

COMMITTEE-BASED REFORMS IN CORPORATE GOVERNANCE 

One of the earliest and most influential initiatives came from the Confederation of Indian Industry. In 

1995, the Confederation of Indian Industry (CII) set up a task force under the chairmanship of Rahul 

Bajaj, a respected industrialist. This task force undertook a comprehensive examination of governance 

practices in Indian companies. In April 1998, the CII released a voluntary code titled Desirable 

Corporate Governance. This was a landmark development, as it represented the first serious attempt by 

the Indian corporate sector itself to articulate governance standards. 

The CII code addressed various aspects of corporate governance, including board composition, 

disclosure practices, and shareholder rights. Notably, it was the first to openly criticize the concept of 

nominee directors, particularly government nominees, on the grounds that they often lacked 

independence and diluted board effectiveness. The code also recommended the dilution of government 

shareholding in public sector enterprises to enhance efficiency and accountability. Although voluntary 

in nature, the CII code played a catalytic role by creating awareness and initiating debate on corporate 

governance among Indian companies. 

While the CII code was well received and adopted by some progressive companies, it soon became 

evident that voluntary compliance alone would not be sufficient under Indian conditions. Given the 

diversity of corporate practices and the persistence of entrenched interests, a statutory framework was 

considered more effective. This realization led to the second major initiative spearheaded by the 

securities market regulator. In 1999, the Securities and Exchange Board of India (SEBI) constituted a 

committee under the chairmanship of Kumar Mangalam Birla with the objective of promoting and 

raising standards of corporate governance in listed companies. The committee examined international 

best practices and assessed their applicability to India’s corporate environment. In early 2000, SEBI 

accepted and ratified the key recommendations of the committee. 

These recommendations were incorporated into Clause 49 of the Listing Agreement of Indian stock 

exchanges, marking a watershed moment in India’s corporate governance evolution. Clause 49 made 

several governance provisions mandatory for listed companies, thereby shifting governance from a 

voluntary ethical ideal to a legal and regulatory requirement. 

Parallel to SEBI’s efforts, the Department of Corporate Affairs (now part of the Ministry of Corporate 

Affairs) also initiated reforms. In May 2000, the department formed a broad-based study group under 

the chairmanship of Dr. P. L. Sanjeev Reddy. The group was entrusted with the ambitious task of 
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operationalizing the concept of corporate excellence on a sustained basis. Its objective was to sharpen 

India’s global competitive edge and to foster a stronger corporate culture in the country. 

In November 2000, the Task Force on Corporate Excellence submitted its report, offering a wide range 

of recommendations aimed at improving governance standards across all companies, not just listed 

entities. The report emphasized the need for ethical business practices, stakeholder orientation, and long-

term value creation. It sought to move beyond narrow compliance requirements and promote a culture 

of corporate responsibility. 

Further strengthening governance reforms, the Ministry of Finance and Company Affairs appointed the 

Naresh Chandra Committee in August 2002. This committee focused on examining issues related to 

auditor–client relationships and the role of independent directors. Its recommendations addressed two 

critical areas: financial and non-financial disclosures, and the independence and effectiveness of auditing 

and board oversight. The committee highlighted conflicts of interest in auditing and stressed the 

importance of auditor independence as a cornerstone of credible financial reporting. 

In the same year, SEBI constituted another high-level committee under the chairmanship of Narayana 

Murthy to review the implementation of corporate governance provisions by listed companies and to 

recommend revisions to Clause 49. The Narayana Murthy Committee focused on practical 

implementation issues and sought to strengthen existing provisions. Its major recommendations related 

to audit committees, audit reports, independent directors, related-party transactions, risk management 

systems, limits on directorships, director compensation, codes of conduct, and enhanced financial 

disclosures. These recommendations reflected a shift from merely prescribing structures to emphasizing 

processes and accountability. 

Clause 49 of the Listing Agreement 

One of the most significant outcomes of these reform efforts was the formulation and enforcement of 

Clause 49 of the Listing Agreement. Clause 49 became effective from 31 December 2005 and 

represented the most comprehensive corporate governance framework for listed companies in India at 

that time. It laid down mandatory requirements aimed at strengthening board oversight, ensuring 

transparency, and protecting investor interests. 

A key feature of Clause 49 was the emphasis on board independence. Listed companies were required 

to appoint a minimum number of independent directors, depending on whether the chairperson was 

executive or non-executive. This provision sought to reduce the dominance of promoters and 

management and to enhance objective decision-making at the board level. 

Another crucial requirement was the establishment of audit committees. Clause 49 mandated that listed 

companies constitute audit committees comprising at least three directors, with a majority being 

independent directors. The audit committee was entrusted with oversight of financial reporting, internal 

controls, and audit processes, thereby strengthening financial integrity and accountability. 

Disclosure and transparency formed the third pillar of Clause 49. Companies were required to make 

periodic disclosures on financial performance, related-party transactions, risk management, and 

governance practices. These disclosures were intended to enable investors and other stakeholders to 

make informed decisions and to enhance market discipline. 

CORPORATE GOVERNANCE PROVISIONS IN THE COMPANIES ACT, 2013 

The enactment of the Companies Act, 2013 marked a significant milestone in the evolution of corporate 

governance in India. Replacing the Companies Act, 1956, the new legislation sought to modernize 

corporate regulation in line with global standards, enhance transparency and accountability, simplify 

compliance procedures, and strengthen the protection of minority shareholders. The Act introduced 

several path-breaking provisions aimed at reinforcing ethical conduct, improving board effectiveness, 

and ensuring greater disclosure. 
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i. Board of Directors (Section 166 and Related Provisions) 

The Companies Act, 2013 strengthened the framework governing the Board of Directors. It prescribed 

that a company may have a maximum of fifteen directors on its board, though a higher number can be 

appointed through a special resolution. Importantly, Section 166 codified the duties of directors for the 

first time in Indian company law. Directors are required to act in good faith, exercise due care and 

diligence, avoid conflicts of interest, and act in the best interests of the company, its employees, 

shareholders, and the community. By formally defining fiduciary responsibilities, the Act enhanced 

accountability and clarified the standards expected from board members. 

ii. Independent Directors (Section 149) 

One of the most notable innovations of the 2013 Act was the statutory recognition of independent 

directors. Section 149 mandates the appointment of independent directors in certain classes of 

companies, particularly listed public companies. Independent directors are expected to provide unbiased 

judgment, safeguard the interests of minority shareholders, and ensure transparency in board decisions. 

The Act also lays down eligibility criteria, tenure limits, and a code of conduct for independent directors. 

Their presence is intended to strengthen board oversight, reduce promoter dominance, and improve 

corporate governance practices. 

iii. Related Party Transactions (Section 188) 

To address concerns about misuse of corporate resources and conflicts of interest, the Act introduced 

stricter regulation of related party transactions (RPTs). Section 188 provides that companies must obtain 

board approval—and in certain cases shareholder approval—for transactions involving related parties, 

such as sale, purchase, or supply of goods, services, or property. Interested directors are prohibited from 

participating in discussions or voting on such matters. These provisions aim to enhance transparency, 

prevent self-dealing, and protect minority shareholders from unfair practices. 

iv. Corporate Social Responsibility (Section 135) 

The Companies Act, 2013 introduced a pioneering provision mandating Corporate Social Responsibility 

(CSR) spending for eligible companies. Under Section 135, companies meeting specified thresholds of 

net worth, turnover, or net profit are required to constitute a CSR Committee and spend at least two 

percent of their average net profits from the preceding three financial years on CSR activities. This 

provision reflects a broader stakeholder-oriented approach to governance, recognizing that corporations 

have responsibilities beyond profit generation and must contribute to social and environmental 

development. 

v. Auditors (Section 139) 

To enhance auditor independence and prevent long-term associations that may compromise objectivity, 

Section 139 introduced mandatory rotation of auditors. A listed company cannot appoint or reappoint an 

individual auditor for more than one term of five consecutive years, and an audit firm for more than two 

consecutive terms of five years each. The Act also strengthened provisions relating to auditor 

accountability and reporting duties. These reforms aim to ensure credibility in financial reporting and 

reinforce investor confidence. 

vi. Disclosure and Reporting (Section 92) 

The 2013 Act significantly transformed disclosure and reporting requirements. Section 92 mandates the 

filing of an annual return containing detailed information about the company’s shareholding pattern, 

indebtedness, directors, key managerial personnel, and compliance status. Compared to the earlier 

Companies Act, 1956, the new framework requires more comprehensive non-financial disclosures, 

promoting greater transparency and enabling stakeholders to make informed decisions. 
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vii. Class Action Suits (Section 245) 

For the first time in Indian company law, the Act introduced provisions for class action suits under 

Section 245. This allows a group of shareholders or depositors to collectively approach the National 

Company Law Tribunal (NCLT) if they believe that the company’s management or auditors have acted 

in a manner prejudicial to their interests. Orders passed by the Tribunal are binding on the company, its 

members, depositors, and auditors. This provision strengthens minority shareholder protection and 

enhances corporate accountability. 

CHALLENGES AND IMPERATIVES OF CORPORATE GOVERNANCE IN INDIA  

1. Fairness and Transparency to Stakeholders 

Corporate governance requires companies to treat all stakeholders—shareholders, employees, 

customers, creditors, and society—fairly and transparently. Transparency in financial statements, 

disclosures, and decision-making builds trust and credibility. In a globalized economy, companies that 

maintain openness attract more investors and partnerships. 

2. Accountability of Management and Board 

The Board of Directors and senior management are accountable for the company’s performance and 

ethical conduct. Effective governance ensures that directors act in the best interests of shareholders and 

are answerable for their decisions. Accountability mechanisms reduce misuse of power and managerial 

opportunism. 

3. Efficient Resource Utilization 

Corporate governance ensures optimal use of financial, physical, and human resources. Through proper 

monitoring and strategic planning, companies can avoid wastage, corruption, and mismanagement. 

Efficient governance improves productivity and profitability in the long run. 

4. Ethical Conduct and Integrity 

Governance is deeply connected with ethics and moral responsibility. Companies must operate not only 

legally but also ethically. Ethical conduct strengthens corporate reputation, promotes fairness in 

competition, and enhances stakeholder confidence. 

5. Legal vs Ethical Dilemmas 

There are situations where actions may be legally permissible but ethically questionable. Corporate 

governance aims to bridge this gap by encouraging businesses to follow higher moral standards beyond 

mere legal compliance. 

6. Protection of Minority Shareholders 

One major challenge in India is safeguarding minority shareholders from exploitation by majority 

owners or promoters. Governance frameworks promote equal voting rights, proper disclosures, and 

grievance redressal mechanisms to protect their interests. 

7. Related Party Transactions (RPT) Risks 

Transactions between related parties may lead to conflicts of interest and fund diversion. Strong 

disclosure norms and approval mechanisms are necessary to prevent misuse and ensure fairness. 

8. Corporate Fraud and Financial Scandals 

Past corporate scams have exposed weaknesses in monitoring and auditing systems. Strengthening audit 

committees, internal controls, and regulatory oversight is essential to prevent fraud and protect investors. 
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9. Role of Independent Directors 

Independent directors are expected to bring objectivity and unbiased judgment to board decisions. 

However, ensuring their true independence and effectiveness remains a challenge. Proper selection and 

performance evaluation are necessary. 

10. Corporate Social Responsibility (CSR) 

CSR mandates require companies to contribute to social welfare. Effective governance ensures that CSR 

activities are genuine and not merely symbolic, contributing to sustainable development. 

11. Transparency in Disclosure and Reporting 

Accurate and timely financial and non-financial disclosures are crucial. Poor reporting practices reduce 

investor confidence and market stability. Transparent reporting strengthens corporate credibility. 

12. Weak Enforcement of Laws 

Although India has strong corporate governance laws, enforcement remains inconsistent. Regulatory 

delays and inadequate penalties sometimes reduce the effectiveness of governance reforms. 

13. Cultural and Organizational Mindset 

Governance reforms require a shift in organizational culture. Ethical values must be embedded in 

corporate culture rather than treated as compliance requirements. Leadership must promote integrity and 

accountability. 

14. Global Competition and Investment Climate 

In a competitive global market, countries with strong governance frameworks attract more foreign direct 

investment (FDI). Weak governance discourages investors and affects economic growth. 

15. Banking Sector Governance Issues 

Banking institutions rely heavily on trust. Poor governance in banks can lead to financial crises and loss 

of public confidence. Strong supervision, risk management, and board oversight are essential. 

16. Risk Management and Internal Controls 

Effective governance includes identifying and managing risks. Companies must establish strong internal 

control systems and compliance frameworks to prevent operational and financial risks. 

17. Shareholder Activism and Participation 

Encouraging shareholder participation in decision-making improves accountability. Active involvement 

of investors promotes transparency and responsible management. 

18. Balancing Profitability and Social Responsibility 

Companies must balance profit-making with ethical responsibilities toward society and the environment. 

Sustainable governance integrates economic, social, and environmental goals. 

19. Grievance Redressal Mechanisms 

An effective system for addressing stakeholder complaints enhances trust. Transparent grievance 

mechanisms protect investor interests and reduce conflicts. 

SUGGESTIONS FOR STRENGTHENING CORPORATE GOVERNANCE  

1. Value-Based Corporate Culture 

An effective organization must be built upon strong ethical values and principles. A value-based 

corporate culture ensures integrity, honesty, and fairness in all operations. Such a culture is rooted in 
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long-term vision rather than short-term profit motives. Core beliefs and ethical standards should be non-

negotiable and consistently practiced across all levels of management. 

 

2. Holistic and Ethical Outlook 

Organizations should adopt a holistic approach that integrates moral, social, and economic 

responsibilities. This perspective encourages qualities such as empathy, tolerance, fairness, and social 

sensitivity. Though cultivating such an outlook requires continuous effort and leadership commitment, 

it promotes responsible decision-making and sustainable growth. 

3. Strict Compliance with Laws and Regulations 

Companies must strictly adhere to all applicable legal frameworks and regulatory guidelines issued by 

authorities such as the Securities and Exchange Board of India (SEBI), as well as laws governing foreign 

exchange, competition, cyber security, and banking. Legal compliance forms the foundation of sound 

corporate governance and protects companies from regulatory risks and penalties. 

4. Enhanced Disclosure, Transparency, and Accountability 

Timely and accurate disclosure of financial position, operational performance, and governance practices 

is essential. Transparency builds investor confidence and strengthens stakeholder trust. Accountability 

mechanisms must ensure that management decisions are open to scrutiny and evaluation. 

5. Integration of Corporate Governance with Human Resource Management 

Human Resource Management (HRM) plays a vital role in promoting governance standards. Employees 

should be treated with dignity and respect, and their achievements should be recognized. Providing equal 

opportunities for growth, skill development, and participation fosters loyalty and organizational 

commitment. Governance principles should be embedded in HR policies and workplace culture. 

6. Encouragement of Innovation 

Corporate bodies should promote innovation in products, services, and processes. While innovation 

involves risk, it enhances competitiveness and long-term sustainability. Governance frameworks should 

support calculated risk-taking while ensuring accountability and ethical conduct. 

7. Judicial and Institutional Reforms 

An efficient judicial system is essential for enforcing corporate laws and resolving disputes promptly. 

Speedy and cost-effective dispute resolution mechanisms strengthen investor confidence and improve 

the overall business environment, especially in the context of globalization and liberalization. 

8. Learning from Corporate Failures 

Corporate failures provide valuable lessons for future improvement. Organizations must analyze both 

internal weaknesses and external challenges that led to failure. A culture of learning and corrective action 

strengthens governance mechanisms and prevents repetition of mistakes. 

 

9. Transparent Selection of Independent Directors 

The criteria and process for appointing independent directors and members of the Board of Directors 

(BOD) should be transparent and merit-based. Independence, competence, and integrity must be 

prioritized to ensure objective decision-making and effective oversight. 

 

 

 

http://www.ijcrt.org/


www.ijcrt.org                                                     © 2015 IJCRT | Volume 3, Issue 3 July 2015 | ISSN: 2320-2882 

IJCRT1136217 International Journal of Creative Research Thoughts (IJCRT) www.ijcrt.org 575 
 

10. Focus on Sustainability over Short-Term Profits 

Corporate governance should emphasize sustainable business models rather than merely maximizing 

short-term profits. Long-term value creation, environmental responsibility, and social impact must be 

integral to corporate strategies. 

11. Effective Supervision of Management 

Strong supervisory mechanisms must be established to monitor managerial performance. Boards should 

actively oversee executive actions and ensure that management remains accountable and transparent to 

shareholders and other stakeholders. 

12. Practical Codes of Conduct and Whistle-Blower Policies 

Organizations should formulate clear and implementable codes of conduct. Whistle-blower policies 

must provide protection to individuals who report unethical practices. These mechanisms encourage 

transparency and reduce corruption within corporate structures. 

13. Stricter Penalties for Non-Compliance 

Regulatory authorities should impose substantial penalties for violations of corporate governance norms. 

Fixing liability and enforcing accountability act as deterrents against misconduct and strengthen 

compliance culture within organizations. 

CONCLUSION  

Corporate governance is fundamentally based on the principles of transparency, integrity, and 

accountability in the functioning of management and the Board of Directors. Whether in finance, 

taxation, banking, or the broader legal framework, effective governance is essential at every level of 

corporate activity. It must be understood that corporate governance is not an end in itself; rather, it is a 

means to achieve corporate excellence. True success lies not merely in compliance with rules but in 

building institutions that are ethical, responsible, and globally competitive. In the Indian context, the 

importance of corporate governance became more pronounced after the economic liberalization initiated 

in 1991. The transition to a liberalized and globalized economy exposed weaknesses in regulatory 

systems and corporate oversight. Several financial scandals—such as the Harshad Mehta Scam, Ketan 

Parekh Scam, UTI Scam, and CRB Scam—highlighted serious deficiencies in transparency, 

accountability, and regulatory enforcement. These incidents underscored the urgent need for stronger 

governance mechanisms and stricter adherence to ethical standards in corporate functioning. 

To prevent the recurrence of such irregularities, Indian corporations must adopt and implement global 

best practices in governance. While it may not be possible to eliminate the possibility of corporate fraud 

entirely, a robust governance framework can significantly minimize risks and enhance investor 

confidence. Strong disclosure norms, effective board oversight, independent auditing, and strict 

regulatory supervision are essential components of this framework.Corporate governance and ethical 

conduct offer multiple advantages to organizations. First, they contribute to building a strong brand 

image and corporate reputation. A company known for fairness and transparency gains the trust of 

investors, customers, and employees alike. This trust translates into greater loyalty and long-term 

stakeholder commitment. When employees feel secure and valued in an ethically governed organization, 

their motivation and creativity increase. In today’s highly competitive global environment, creativity 

and innovation are crucial for sustaining a competitive advantage. Furthermore, corporate governance 

is equally important in the public sector. Public enterprises manage vast public resources and therefore 

require the highest standards of accountability and transparency. Good corporate governance, good 

government, and good business are interconnected and mutually reinforcing. An economy can achieve 

sustainable development only when ethical corporate practices align with responsible public 

administration. 
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