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s a $3-trillion economy as-

piring to enhance its

global position, India is

transforming its business
environment and looking to entre-
preneurs as wealth-creators. Ways
of doing business are changing to
align with global patterns. Today,
governments and regulatory agen-
cies expect companies to conform
to global best practices for better
functioning of markets and conver-
gence of business practices with so-
cietal needs.

In this complex business environ-
ment, one fundamental factor that
enables companies to grow within
the sandbox of regulatory compli-
ance and societal expectations is
high-quality corporate governance.
The next level of business trans-
formation requires companies to
go beyond mere adherence to the
law and build an integral spirit of
governance.

Governance standards

The government has prioritised cre-
ating a facilitative regulatory struc-
ture over the years. The Ministry of
Corporate Affairs brought out the
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Corporate governance bar must be raised

Voluntary adoption of ethical and transparent business practices alongside a lighter regulatory environment, are called for

Corporate Governance Voluntary
Guidelines in 2009 and, in 2012, it
constituted an expert committee
under the chairmanship of then
Confederation of Indian Industry
(CII) President, Adi Godrej. The com-
mittee’s report prescribed 17 ‘Guid-
ing Principles of Corporate Gov-
ernance’ which formed the basis for
enhancing governance standards
in the country. In October 2017, the
report of the Committee on Corpor-
ate Governance under the leader-
ship of Uday Kotak was released
and several of the suggestions were
incorporated into the SEBI (Listing
Obligations and Disclosure Re-
quirements) Regulations.

Recently, to build trust, the gov-
ernment took the step of amending
the Companies Act, 2013 for the re-
categorisation of 16 ‘compound-
able offences’ to ‘civil defaults’, and
also set up the Company Law Com-
mittee, which has recommended
further reclassifying 46 offences. An
independent director’s databank
has been set up to register experts.
In January this year, SEBI deferred
its directive for the top 500 listed
entities by market capitalisation to
separate the roles of chairman and
managing director by two years till

All stakeholders must be embraced

April 2022. It is also in the process of
strengthening norms of related
party transactions.

A combination of global prac-
tices, existing legal provisions,
good-to-have principles, and for-
ward-looking concepts comprise
the next level of corporate gov-
ernance. These principles will see
voluntary practices for adherence;
however, adopting them will help
the company to meet the chal-
lenges of a changing business and
regulatory environment.

Essential practices

The CII, which has a long engage-
ment in corporate governance, has
drafted an updated set of viable

guidelines for companies to incul-
cate voluntarily. First, the top man-
agement, the corporate environ-
ment, and internal culture and
values are the most important
factors for integrity.

Right board leadership is essen-
tial to develop the culture of com-
mitment to integrity, fairness, hon-
esty, transparency and ethical
conduct. This culture must be dis-
seminated to all employees
through training programmes.
Boards need to balance their super-
visory and stewardship roles and
develop key result areas followed
up with monitoring of results. In-
formation flow between manage-
ment and boards is integral to effi-
cient functioning.

Companies must put in place
clear policies and practices for zero
tolerance of bribery and corrup-
tion, as well as anti-competitive
practices, to prevent market manip-
ulation as also precautions to pre-
vent money laundering.

The integrity of financial state-
ments is the foundation of the
stakeholders’ trust and the func-
tioning of audit committees is crit-
ical to building internal controls.
All information should be made

available to auditors, including
through  direct engagement
between audit committees and
auditors.

Risk management is a high prior-
ity in an uncertain environment,
and includes physical, technolo-
gical, financial and cyber risks. A
risk management committee is es-
sential to review and address
vulnerabilities.

Finally, the concept and prin-
ciples of governance for a company
need to embrace all stakeholders,
including the government, lenders,
creditors, employees, customers,
vendors, and the community.

Concurrently, the government
needs to ensure clear ‘safe har-
bours’ for independent directors
through safeguards in the Compan-
ies Act that will not make them li-
able for the company’s illegal activ-
ities unless there is evidence of
their involvement. The process of
decriminalisation of business laws
should be continued. Good corpor-
ate governance, going beyond the
letter of law, promotes ease of do-
ing business and thereby adds to
growth.
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