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BUSINESS ETHICS 

 

BUSINESS ETHICS 

The term ‘Business Ethics’ refers to the system of moral principles and rules of the conduct 

applied to business. Business being a social organ shall not be conducted in a way detrimental 

to the interests of the society and the business sector itself. Every profession or group frames 

certain do’s and do not’s for its members. The members are given a standard in which they 

are supposed to operate. These standards are influenced by the prevailing economic and 

social situations. The codes of conduct are periodically reviewed to suit the changing 

circumstances. 

Definition of Business Ethics 

“Business Ethics is generally coming to know what is right or wrong in the work place and 

doing what is right. This is in regard to effects of products/services and in relationship with 

the stake holders.” —Cater Mcnamara 

“Business ethics in short can be defined as the systematic study of ethical matters pertaining 

to the business, industry or related activities, institutions and beliefs. Business ethics is the 

systematic handling of values in business and industry.” —John Donaldson 

Importance of Ethics: 

 

The business organisations which act legally and ethically not only save lot of money but also 

gain public support and reputation in whatever new ventures the organisation takes. The 

importance of ethics in business is many folds. 

 (1) Part of Society: 

Business is part of society. Whatever ethical principle apply in society apply to business. 

Example tax evasion is considered unethical in society. If a company deliberately evades tax 

payments the company is treated unethical. 

(2) Expectations of Public: 

All stakeholders have an eye on the culture and behaviour of a business organisation due to 

dominance of economics in the society. The public expects a high level of ethical behaviour 

from the business organisations. 

‘Doing the right thing’, ‘Do no harm’ and ‘Good to all’ are the expectations of general public 

from business. Example: a company manufacturing a tobacco based products say ‘pan 

masalas’ and making advertisements appealing to college students in not respected. Whereas 

a company that recalls unsafe product is respected. 



(3) Trust of Employees: 

High level of morale and productivity can be easily obtained in companies that treat their all 

employees with equality, encourage good team and work culture, and with ethical practices. 

The employees in the company as well as those connected feel good and develop a mutual 

trust. Employees get attraction to ethically and socially responsible companies. 

(4) Image: 

An ethical organisation command trust and respect of all its stakeholders. The organisation 

builds image for itself. Ethical good image is important because all stakeholders stand to 

gain. 

(5) Costs: 

Deterioration of relationships, damage to reputation and reduction of employee productivity, 

loyalty that come out of unethical practices cost companies. An uncaring employer will find 

it difficult to employ good professions for his business. 

(6) Pride of Best Companies: 

The ethically managed companies command respect from public as well as government 

organisations. ‘Fortune’ magazine publishes yearly best companies. Similarly Indian will 

managed companies are published by ‘Business India’. These companies have a brand value 

and accepted as leaders in the industry. The company policies with regards to profit sharing 

bonuses, social responsibility, balance of work and social life are quoted. 

(7) Overall Benefit: 

Ethical behaviour of an industry or business gives a win-win situation to all the stakeholders 

and general public. The governments also encourage such companies. The integrity and 

ethical practices become all-pervading in the organisation and increase organisational 

effectiveness 

BUSINESS ETHICS CHARACTERISTICS 

(i) A Discipline: 

business ethics are the guiding principles of business function. It is the knowledge through 

which human behaviour is learnt in a business situation. 

(ii) Ancient Concept: 

Business ethics is an ancient concept. It has it origin with the development of human 

civilization. 

(iii) Personal Dignity: 

The principles of ethics develop the personal dignity. Many of the problems of ethics arise 

due to not giving dignity to individual. All the business decisions should be aimed by giving 

dignity to the customers, employees, distributors, shareholders and creditors, etc. otherwise 

they develop in immorality in the business conducts. 



(iv) Related to Human Aspect: 

Business ethics studies those activities, decisions and behaviours which are concerned with 

human aspect. It is the function of the business ethics to notify those decisions to customers, 

owners of business, government, society, competitors and others on good or bad, proper or 

improper conduct of business. 

(v) Study of Goals and Means: 

Business ethics is the study of goals and means for the rational selection of sacred objects and 

their fulfillment. It accepts the principles of “Pure goals inspire for pure means” and “Means 

justifies the end”. It is essential that goals and means should be based on morals. 

(vi) Different from Social Responsibility: 

Social responsibility mainly relates to the policies and functions of an enterprise, whereas 

business ethics to the conduct and behaviour of businessmen. But it is a fact that social 

responsibility of business and its policies is influenced by the business ethics. 

(vii) Greater than Law: 

Although the law approves various social decisions, but the law is not greater than ethics. 

Law is usually related to the minimum control of social customs whereas ethics gives 

importance to individual and social welfare actions. 

PRINCIPLES OF BUSINESS ETHICS 

 Trust.  Customers and clients want to do business with a company that is 

trustworthy.  When trust is at the core of a company, it is easy to recognize.  Assured 

reliance on the character, ability, strength, and trust of a business are all important to 

the people interacting with the organization. 

 Willing to Change.  A leader that is willing to change and listen to other opinions is a 

valuable tool.  Companies will only change if there is willingness for 

betterment.  Getting feedback from team members and employees is the best way to 

see from different perspectives and improve the company for the future. 

 Follow-through. Gain the trust of current and former clients by meeting all 

obligations and commitments in a timely manner.  Even if circumstances have gone 

askew, it is important to keep good ties with former relationships and regain lost 

business if possible. 

 Accuracy.  Proofing all printed documents is another important step in assuring 

business integrity.  All material should be clear, precise, and professional.  Make sure 

the information does not misrepresent the company in any way. 

 Social Responsibility.  Stay involved in the community.  Keeping up with local 

issues and events demonstrates that a business is a responsible community contributor 

and a caring organization. 

 Fiscal Responsibility.  An active approach to accounting and record keeping is 

another valuable asset to a company.  This allows the organization to be 



understanding of progress in the company, as well as deal with any suspicious activity 

before it becomes public or damaging. 

 Respect.  Last but not least is respect.  Regardless of titles, ages, gender, race, 

positions, or any other distinctions, everyone within a company should be treated with 

the utmost respect and courtesy. 

 

 Objectives Of Business Ethics  

(i) Personal level: 

At personal level the policy should be set that not to misuse the properties of the others or of 

the organisation keeping the promises and extending the mutual help, not to seek quick gains 

and not to indulge in politics to gain power. 

(ii) Internal policy level: 

The business organisation should follow fair practices in dealing with employees and other 

stakeholders. The organisation should have open and better communication at all levels. The 

organisation leadership should motivate employees for better productivity and for common 

good. 

(iii) Societal level: 

The social concerns like no discrimination concerned for the down trodden be the prime 

concerns of the business organisations. Optimal use of scarce resources, clean environment 

and ensuring better quality of life to all the stakeholders should be stressed in the internal 

policies. 

 (iv) Stakeholder’s level: 

The organisation should take care of the maximum number of stakeholders and follow ethical 

means with shareholders, customers, suppliers, employees, banks and financial institutions, 

government and all others that are connected with the organisation. 

ETHICS AND ORGANIZATIONAL BEHAVIOR 

An ethical organization can achieve better business results. This maxim is now making more 

and more corporate leaders accept their social responsibilities and organizational ethics. 

Organizations indulging in unethical business practices or even in unethical dealings with 

their employees are now quickly identified and globally exposed in this era of technology 

intensive communication systems. 

Organizational activities require redesigning and updating, keeping pace with public 

expectations and ever-rising standards. With the pattern of organizational behaviour (OB), 

injustice, corporate dishonesty, exploitation, and negligence being more visible and attracting 

public opinion and criticism, ethical violations are carefully avoided. 

 ETHICAL ORGANIZATION 



RESPECT: 

As an entrepreneur building a business, you need to respect yourself and surround yourself 

with people you can respect. Remember, strong respect doesn't mean you can fly on auto-

pilot. While you can assume your people will do their job as well as they can, they do need 

coaching, training and direction, but respect and trust make it easier for you to avoid micro-

managing them. 

Do not hire or do business with people you don't respect, or who don't respect you. These are 

the types of people who ultimately don't respect their colleagues, customers, vendors, or 

themselves. When existing relationships weaken, take action. Do your best to rebuild mutual 

respect, but it can no longer be rebuilt, let the person go. 

HONOR: 

Good people are a fundamental part of good ethics. They are also great ambassadors for 

doing things right. Give special attention to strong performers and people who exemplify the 

spirit of your organization. Most companies recognize top achievers and producers. Go 

beyond quotas and sales figures. Point out, and show your gratitude to the people who exhibit 

exemplary behavior, and who have made sacrifices on your behalf. These are people who 

have helped you be successful, and you need to acknowledge and honor their contributions 

publicly, as well as privately. 

INTEGRITY: 

hen it comes to integrity, it is impossible to avoid sounding preachy or parental. Do not lie, 

steal, or cheat. Make your word your bond and always stand by your word. When you are 

wrong, own up to it and make good on the deal. Treat others as you'd want to be treated. 

Make sure no one is selling the company's values short to make a quick buck. After all, 

making a bad deal to meet a quota or target is not only unethical, it's often unprofitable in the 

end. 

into results too. Don't aim for results at any cost. Work on achieving your results within  

CUSTOMER FOCUS: 

A company is nothing if it does not have customers. More to the point, if a company does not 

produce what people want and will pay for, there is no point to that company. A focus on 

your customers reinforces the responsibility you have to the market. Your decisions affect 

your people, your investors, your partners and ultimately, your customers. Serving all of 



these people is part of your ethical responsibility. Selling your customers short not only risks 

compromising your ethics, it also risks the long-term health of your company. 

RESULTS-ORIENTED: 

You wouldn't be an entrepreneur if you weren't focused on results already, but ethics factor 

your company values. Results should be attained in the context of developing something that 

customers want, and producing and delivering it at a price that is fair to all the parties 

involved. 

Good managers clearly identify the results they expect, then support their employees and help 

them achieve those results. They provide feedback on performance in an effort to help the 

employee achieve their potential, and the results the company needs for success. In a good 

company (and an ethical company), results are more than just numbers. They are benchmarks 

and lessons for the future as well as goals for the present. 

RISK-TAKING 

So far, you might be feeling that ethical companies are timid and mousy, scared of doing the 

wrong thing. That is simply not true. Organizations that thrive, prosper and grow do so by 

taking risks. They do not stick to the safe path. Great companies innovate, they think "out of 

the box", and they try new things. They re-invent themselves and they reward the risk-takers. 

As long as you stick to your philosophical guns, risk-taking poses no threat to your ethics. 

Great companies attract employees who are willing to take risks, and they encourage, support 

and reward them for taking calculated risks. When the risks pay off, they share the rewards 

with those who produced. When the risks do not pay off, they take the time to analyze what 

went wrong, and learn what to do better next time. 

 

PASSION:  

Great organizations are comprised of people who have a passion for what they are doing. 

These are people who are working for you for the thrill and challenge, not merely putting in 

time to collect a pay-check. They are excited, driven, and believe that their work and efforts 

can make a difference. 

Without the passion burning within them, people put in a minimal effort, getting paid and 

going home. These people are role models to others: why work so hard when you can come 

in late and leave early? 

People can demonstrate their excitement in many ways, so be aware that extra effort on a 

project or working on the weekend shows passion as much as enthusiastic cheerleading. 



PERSISTENCE:  

People in awesome organizations have the will to persist. They will keep working even when 

results are not what they hoped, or when customers refuse to buy. Their persistence is tied to 

their passion for what they are doing and a belief that this group of people, this company, has 

the best chance of "making it" of any company they could join. And so, they work harder, 

They continue to take risks. They behave with honor and integrity. They keep their focus on 

the customer's needs and wants. And, they are not satisfied until they achieve the goals and 

results that are expected. 

You, as the leader, need to put a lot of time and effort into hiring people who share these 

values. Talk to your team about the importance of these values to the strategy, plans and 

decisions made. You need to clearly draw the line which separates "what's allowed" from 

"what's not allowed" in the company. And, when someone steps over the line, the leader 

needs to tell them they stepped over. Depending on the person (and the incident), give them 

another chance and get them to change their behavior, or let them go. Taking no action is 

unacceptable. 

Sticking to your beliefs might be the ultimate representation of good ethics. And not 

surprisingly, it doesn't just make good sense from an ethical standpoint, but it makes great 

business sense. 

CORPORATE GOVERNANCE 

Corporate is a single word used for multiple components and working together and providing 

direction is governance. The CEO with corporate executive’s assistance has to make 

maximum efforts to satisfy all types of stakeholders. 

 

 

BENEFITS OF CORPORATE GOVERNANCE 

1. Good corporate governance ensures corporate success and economic growth. 

2. Strong corporate governance maintains investors’ confidence, as a result of which, 

company can raise capital efficiently and effectively. 

3. It lowers the capital cost. 

4. There is a positive impact on the share price. 

5. It provides proper inducement to the owners as well as managers to achieve objectives 

that are in interests of the shareholders and the organization. 

6. Good corporate governance also minimizes wastages, corruption, risks and 

mismanagement. 

7. It helps in brand formation and development. 



8. It ensures organization in managed in a manner that fits the best interests of all.  

PRINCIPLE OF  CORPORATE GOVERNANCE 

Corporate governance is carried out in accordance with the Company’s Corporate 

Governance Code and is based on the following principles: 

 Accountability: The Code provides for accountability of the Company's Board of 

Directors to all shareholders in accordance with applicable law and provides guidance 

to the Board of Directors in making decisions and monitoring the activities of the 

executive bodies. 

 

 Fairness: The Company undertakes to protect shareholders' rights and ensure equal 

treatment of shareholders. The Board of Directors shall give all shareholders the 

opportunity to obtain effective redress for violations of their rights. 

 

 Transparency: The Company shall provide timely, accurate disclosure of 

information about all material facts relating to its activities, including its financial 

situation, social and environmental indicators, performance, ownership structure and 

governance of the Company, as well as free access to such information for all 

stakeholders. 

 

 Responsibility:The Company recognizes the rights of all interested parties permitted 

by applicable law, and seeks to cooperate with such persons or companies for their 

own development and financial stability. 

In its corporate governance practice, Inter RAO seeks to follow the general principles 

laid down in the Code of Corporate Conduct recommended by the Federal Service on 

Financial Market 

Importance of Corporate Governance: 

 

 Investors and shareholders of a corporate company need protection for their 

investment due to lack of adequate standards of financial reporting and accountability 

 The investors suffered a lot due to unscrupulous management of corporate that 

performed much less than reported at the time of raising capital. “Bad governance was 

also exemplified by allotment of promoters’ share at preferential prices 

disproportionate to market value affecting minority holders interest”. 

 Corporate governance is considered as an important means for paying heed to 

investors’ grievances. Kumar Manglam Birla Committee on corporate governance 

found that companies were not paying adequate attention to the timely dissemination 

of required information to investors in by India. 



 Though some measures have been taken by SEBI and RBI but much more required to 

be taken by the companies themselves to pay heed to the investors grievances and 

protection of their investment by adopting good standards of corporate governance. 

 The importance of good corporate governance lies in the fact that it will enable the 

corporate firms to 

   attract capital  

 perform efficiently 

 Global Perspective. The extent to which corporate enterprises observe the basic 

principles corporate governance has now become an important factor for attracting 

foreign investment. In this age of globalisation when quantitative restrictions have 

been removed and trade barriers dismantled, the relationship between corporate 

governance and flows of foreign investment has become increasingly important. 

 Thus, “International flows of capital enable companies to access financing from a 

large pool of investors. If countries are to reap the full benefits of the global capital 

markets, and if they are to attract long-term capital, corporate governance 

arrangements must be credible and well understood across borders”. The large inflows 

of foreign investment will contribute immensely to economic growth. 

 Indispensable for healthy and vibrant stock market. An important advantage of strong 

corporate governance is that it is indispensable for a vibrant stock market. A healthy 

stock market is an important instrument for investors protection. A bane of stock 

market is insider trading. Insider trading means trading of shares of a company by 

insiders such directors, managers and other employees of the company on the basis of 

information which is not known to outsiders of the company. 

 It is through insider trading that the officials of a corporate company take undue 

advantage at the expense of investors in general. Insider trading is a kind of fraud 

committed by the officials of the company. One way of dealing with the problem of 

insider trading is enacting legislation prohibiting such trading and enforcing criminal 

action against violators. 

 In India, insider trading has been rampant and therefore it was prohibited by SEBI. 

However, the experience shows prohibiting insider trading by law is not the effective 

way of dealing with the problem of insider trading because legal process of providing 

punishment is a lengthy process and conviction rate is very low. 

 

 It is a means by which the company signals to the market that effective self-regulation 

is in place and that investors are safe to invest in their securities. In addition to 



prohibiting inappropriate actions (which might not necessarily be prohibited) self-

regulation is also considered an effective means of creating shareholders value. 

Companies can always regulate their directors/officers beyond what is prohibited by 

the law”. 

GLOBALISATON  

globalization” refers to the growing interdependence of countries resulting from the 

increasing business on integration of trade, finance, people, and ideas in one global 

marketplace. International trade and cross-border investment flows are the main elements of 

this integration. Globalization started after World War II but has accelerated considerably 

since the mid-1980s, driven by two main factors. One involves technological advances that 

have lowered the costs of transportation, communication, and computation to the extent thatit 

is often economically feasible for a firm to locate different phases of production in different 

countries. The other factor has to do with the business increasing liberalization of trade and 

capital markets: more and more governments are refusing to protect their economies from 

foreign competition or influence through import tariffs and nontariff barriers such as import 

quotas, export restraints, and legal prohibitions.  

ADVANTAGES AND DISADVANTAGES OF GLOBALISATION 

Globalization refers to the interaction of one economy with all the other economies of the 

world. This interaction can be in terms of financial transactions, trade, politics,education, 

production etc. Globalization picked up steam with the invention of newer and newer 

technologies in the world of transportation and communication. Thus, it can be seen that 

though globalization is traced back to ancient times by historians, it truly began at the end of 

the 19th and beginning of the 20th century. The term Globalization, in its newest form, has 

four major parameters: 

1. Free flow of goods and services between countries due to the reduction in trade 

barriers. 

2. Creation of an environment for flow of capital and investment among countries. 

3. Free flow of technology from one country to another. 

4. Free movement of labor among countries. 

 

 

Advantages: 

1. Increase in employment opportunities: As globalization increases, more and more 

companies are setting up businesses in other countries. This in turn increases the 

employment opportunities that people atone place have. People can get better jobs 

without having to move to other countries in search of better jobs. Today, many 

multinational companies such as Microsoft, Google and Toyota etc. have their offices 



in India and many Indians work for these companies in India. Without globalization, 

Indian people would not have had the opportunity to work for such companies in 

India. 

2. Education: With the increase in globalization, it has become easier for people to 

move across borders to different parts of the world to acquire better education. This 

has resulted in an integration of cultures. People from underdeveloped and developing 

countries often move to developed countries to get better education. More and more 

Indian students are traveling to countries like the UK or the USA to pursue higher 

education. This has also opened their cultures towards the Indian culture to some 

extent. 

3. Increase in free trade: An increase in free trade has opened doors for investors in    

developed countries to invest their money in developing countries. Big companies 

from developed countries have the freedom to operate in developing countries. In the 

2000s, Japanese and European companies such as Kawasaki and Siemens started 

producing high-speed trains in China. This helped Chinese firms in gaining 

knowledge about the production process and now Chinese companies such as China 

South Locomotive & Rolling Stock Corp. are producing high-speed trains on their 

own. 

4. Faster flow of Information: Information flows from one part of the world to the 

other immediately, resulting in the world being tied together. Vital information can be 

shared between individuals and corporations at a very fast rate. It has also facilitated 

in increasing the ease of transporting people and goods. 

5.  Increase in quality of goods and services: As a result of globalization, people have 

access to the best quality of goods and services throughout the world. Companies 

have to strive to provide better quality goods and services to the consumer and the 

consumer has the liberty of choosing whichever product he thinks is best suited for his 

needs. This allows a person in America to wear clothes made in India and Mexico 

while watching a football match taking place in England on a TV made in China. 

6. Decrease in prices of goods and services: As the competition in the market has 

increased due to rapid globalization, producers have to price their products 

competitively in order to remain in the market. This has become a boon for the 

consumer as he can get better quality products at cheaper prices. An example is that of 

the car Ambassador in India. It was the only car available in India along with the Fiat 

before the liberalization of the Indian Economy. These cars were inefficient and 

expensive. Once the Indian economy was opened, other car companies started selling 

their cars in India at cheaper prices. This was a major benefit for the Indian consumer. 

7. Reduction in cultural barriers: As people move from one country to another, 

barriers between various cultures tend to decrease.This has resulted in tolerance and 

openness towards other cultures. This has also facilitated communication between 



different cultures and hence, nations. It has also led to a reduction in wars as we are 

today living in one of the most peaceful periods in the history of mankind. 

 

Disadvantages: 

1. Environmental degradation: Developed countries can take    advantage of 

underdeveloped countries’ weak regulatory laws in terms of environmental protection.  

2. Unfair working conditions: Many multinationals have been    accused of social 

injustice by exploiting labor in underdeveloped countries in order to cut costs. Labor 

are provided unhealthy working conditions leading to health hazards. Many large 

companies have also been accused of using child labor in their factories in 

underdeveloped countries. Nike’s much publicized use of child labor along with poor 

working conditions and low wages in its factories in Indonesia is a well-documented 

example. 

3. Fall in employment growth rate: Though the promotion of the idea that the 

advances in technology and increase in productivity would create more jobs has been 

a cornerstone of globalization, it has been seen that in the past few years, such 

advances have led to a decrease in the employment growth rate in some developing 

economies. This can also be attributed to the fact that companies move their 

production facilities from one place to another in search of cheaper labor once the 

workers in the previous country start demanding better wages. 

4. Growing disparity among the rich and the poor: 86% of the world’s resources are 

said to be consumed by the richest 20% of the world population. This means that the 

poorer 80% only gets to consume 14% of the world’s resources. This is a direct result 

of globalization according to some activists who believe that globalization only serves 

the rich whereas the poor have to face its disadvantages. 

5. Small scale industries face extinction: Small scale industries which are indigenous 

to a particular place face extinction as they do not have the resources or the power that 

the multinational companies have. As a result, these small industries are unable to 

compete with bigger companies and go out of business. An example is the bamboo 

furniture making industry in India. The manufacturers work out of their homes and 

work hard to make furniture out of bamboo. These workers cannot compete with large 

companies selling cheap plastic furniture and as a result, their industry faces 

extinction. 

6. Rapid spread of deadly diseases: Deadly diseases such as AIDS or other 

communicable diseases can spread at very fast pace via travelers or due to other 

means as a direct consequence of globalization. 



Though the term ‘stakeholder’ has been coeval with business, the use of the term 

‘stakeholder’ in business was first noted in the 1960s. It was Edward Freeman (1984) who is 

credited for developing and bringing the theoretical approach to this term in business. 

STAKE HOLDERS PROTECTION 

The premise of stakeholder concept is that corporations are not responsible to their 

shareholders alone but to a whole range of groups, called stakeholders also who, like 

shareholders, have a legitimate interest in the corporation. Like other concepts, the basic 

premise is the same and simple to be understood, the term ‘stakeholder’ has been defined 

differently by different people. 

 , “A stakeholder of a corporation is an individual or a group which either is harmed by, or 

benefits from, the corporation; or whose rights can be violated or has to be respected by the 

corporation.” It becomes clear from above definition that the range of stakeholders may differ 

from corporation to corporation, so much so, for the same corporation from situation to 

situation, tasks to tasks, or projects to projects. 

Thus, identifying a definitive group of stakeholder 

 Traditional Management Model, and 

  Stakeholder Model is depicte 
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TRADITIONAL MANAGEMENT MODEL: 

As is seen from the, a corporation under the ‘Traditional Model of Stakeholder’ is only 

related and responsible to four groups, namely, shareholders, employees, suppliers, and 

customers. The first three groups provide inputs/resources to the corporation that it uses to 

produce products to customers. Among these groups, shareholders are the owners of the 

corporation and are often the dominant group. As such, corporation is run taking care of 

shareholders’ or owners’ interest. 

 

STAKEHOLDER MODEL: 

 

The stakeholder model is wider than the traditional model as it includes a wide range of 

groups within its fold. In other words, under stakeholder model, corporation has obligations 

not only to the four groups, as mentioned above, but also to all those groups that affect or are 

affected by its activities. 

Besides, a stakeholder group might have certain duties and obligations to its own set of 

stakeholders, and to the other groups of stakeholder of the corporation. Thus, this gives rise to 

a network of dyadic obligations among the stakeholder groups of the corporation. 



FORMS OF STAKEHOLDER THEORY: 

 

The stakeholder theory evolved in different forms over the period, has assumed much 

popularity and a distinct place in the business ethics literature. It seems pertinent to know 

these forms of stakeholder theory and distinguish between them for better understanding of 

the subject. As regards the forms of stakeholder theory, the one listed by Thomas Donaldson 

and Lee Preston has been considered as the most convincing and popular. 

ACCOUNT STAKEHOLDER INTEREST: 

According to them, the only responsibility of corporation, as per the agency rule, is to take 

care of owner’s interest, i.e., shareholder’s interest. Corporation has a fiduciary responsibility 

to act in the interest of shareholder. Only the owners have a legitimate claim on the 

corporation. 

This correlates with the traditional stockholder model of the corporations. Then, there is a 

need to provide a compelling reason why and how other groups also have a legitimate claim 

or stake on the corporation. 

1. Legal Perspective: 

In practice, there are, besides shareholders, other groups as well related to a corporation by 

different sorts of contracts. Therefore, it is not true to say that the only group with a 

(legitimate) interest in the corporation is shareholders. 

There are not only legally binding contracts to employees, customers or suppliers but also an 

increasingly dense network of laws and regulations enforced by society which make it simply 

a matter of fact that a large spectrum of different stakeholders, as shown in Figure 38.2, have 

certain rights and claims on the corporation. 

For example, the Factory Act, 1948 and the Minimum Wages Act, 1948 in India protect 

certain employee rights in relation to working conditions and pay, thus, suggesting that from 

an ethical point of view, it has already been agreed that corporations have certain obligations 

toward employees. Similarly, under the umbrella of obligations and rights, corporations have 

obligations toward investors, customers, society, government, suppliers, and competitors. 

2. Economic Perspective: 

The first argument in favour of stakeholder interest comes from economic perspective in the 

context of institutional economics. This argument objects to the traditional stockholder theory 

based on externalities. The objection raised is, for example, an organisation named T & I 

(Trade & Industry) Ltd.,  

only its direct relation with the 132 employees / closes its plant in a small town like Tezpur 

(Assam) and, in turn, layoffs its 132 employees /workers. 



Looking at it from an economic perspective, the closer of industry has not workers that is 

directly affected, its other economic effects are the shop owners will lose their customers or 

business, tax payments to fund, schools and public utilities and services will also be affected. 

As per the traditional model, since there has not been any contractual relation between 

corporation and these groups, hence no obligations exist. Another argument given is relating 

to the agency problem. The basis of argument under traditional model is shareholders as the 

dominant group in the organisation. But, the experience shows that the most of the 

shareholders make investments in shares of an organisation not with a predominant interest of 

having ownership, but for speculative reasons of earning profits. 

The Benefits of Stakeholder Communication 

 

Better Understanding 

Stakeholders must understand what you are trying to achieve. Communication with 

employees and labor unions, for example, builds an understanding of your goals and the 

benefits to the audience if they help you achieve those goals. Communication with investors 

and shareholders helps you attract the funding you need for important investments. If you 

plan changes in your business that will have an impact on the local community, 

communication with local government agencies, pressure groups and the community will 

build an understanding of your aims. 

Creating Influence 

Communication helps you to build positive relationships with people and organizations, such 

as the media or special interest groups, who influence other stakeholders. Press releases, 

interviews with journalists and meetings with interest groups build understanding and ensure 

that communications from those groups reflect your point of view. 

Building a Dialogue 

Communication with stakeholders builds dialogue. By setting up forums or inviting other 

forms of feedback, you can gain a better understanding of your stakeholders’ interests and 

attitudes so that you can fine tune your communications. Using forums or other social media 

to communicate enables you to respond to critical comments or correct any 

misunderstandings. Communicating through social media can also spread your message 

further as stakeholders share attitudes with others. 

Influencing Sources of Power 

Your communication program must focus on the stakeholders who have the greatest 

influence on your success. If government agencies or industry regulators are considering 

legislation that could cause problems for your business, for example, concentrating your 

communications on those groups ensures that they take your point of view into account. 



Stronger Relationships 

Communicating regularly with stakeholders and creating a positive understanding can help 

you build effective long-term relationships with key groups. A strong relationship brings a 

range of benefits. Communicating with customers can put you in a strong position when 

customers are making purchasing decisions. Supplier communications can help you to build a 

supply chain that is aligned with your needs. Shareholder communications can give you 

easier access to funds. 

 

 ROLE OF STAKE HOLDER 

Direct Management 

While the board of directors is a more "hands off" approach to controlling a company, some 

stakeholders prefer the "hands on" approach by directly assuming management positions. 

Stakeholders can take over certain departments - such as human resources or research and 

development - to micromanage the business and insure success. In privately owned and 

publicly traded companies, large investors often directly participate in business decisions on 

the management level. 

Investors 

Stakeholders are regarded as large investors, who will either increase or decrease their stakes 

in your company according to your financial performance. Ideally, they act as guardian 

angels for everyday investors, poring over financial reports and pressuring management to 

change tactics if necessary. Certain stakeholders, known as activist investors, will make 

wildly unpredictable investments and divestitures in order to move the share price and attract 

media attention to a certain issue. Carl Icahn is well known for this high pressure tactic, 

which is used to mold companies more to his liking. 

Corporate Conscience 

Large stakeholders are generally high profile investors, and would like to steer clear of 

companies that trample human rights and environmental laws. They monitor your company's 

outsourcing activities and globalization initiatives, and may vote against your business 

decisions if they are deemed harmful to the company's long-term goals. 

Other Responsibilities 

 This is only a broad description of stakeholder responsibilities. Ideally, you'll have 

stakeholders who care about these four issues, but more often than not, short-term profits take 

precedence over long-term sustainability. While stakeholders may own your company, it's 

easier to control your investors when your company is privately held than publicly traded. 

Often times, the large influx of cash from a successful IPO turns out to be a deal with the 

devil when your company is suddenly taken over by a board of directors that ousts you. On 



the flip side, however, stakeholders can keep your company grounded and focused on its 

most profitable products and sustain your company's earnings growth. 

UNIT-II 

                   Conceptual frame work of corporate goverence 

CORPORATE GOVERENCE 

Corporate governance is the system of rules, practices and processes by which a firm is 

directed and controlled. Corporate governance essentially involves balancing the interests of 

a company's many stakeholders, such as shareholders, management, customers, suppliers, 

financiers, government and the community. Since corporate governance also provides the 

framework for attaining a company's objectives, it encompasses practically every sphere of 

management, from action plans and internal controls to performance measurement and 

corporate disclosure. 

 

GOOD CORPORATE GOVERENCE 

 

Corporate Governance is the art of directing and controlling the organization by balancing the 

needs of the various stakeholders. This often involves resolving conflicts of interest between 

the various stakeholders and ensuring that the organization is managed well meaning that the 

processes, procedures and policies are implemented according to the principles of 

transparency and accountability. 

Whenever one speaks about corporate governance, it has to be borne in mind that the 

organizations have duties and responsibilities towards their shareholders and stakeholders and 

hence they need to be governed in accordance with the law and keeping in mind the interests 

of the stakeholders and shareholders. 

The next aspect of corporate governance is that the notion of economic efficiency must be 

followed when directing, managing and controlling organizations. For instance, it is truism 

that corporations exist to make profits and hence the profitability and revenue generation 

ought to be the aim for which the corporates must strive for. 

Of course, this does not mean that corporates can cut corners in their pursuit of profit and 

power and hence taken together with the principles in the previous paragraph, corporate 

governance means that a corporation must strive to generate revenues and make profits in a 

transparent and accountable manner. What this means is that the way in which corporations 

are managed and directed have to be done in accordance with standard norms and procedures 

that apply to ethical and normative conduct. 

https://www.investopedia.com/terms/i/internalcontrols.asp
https://www.investopedia.com/terms/d/disclosure.asp


Good corporate governance means that the processes of disclosure and transparency are 

followed so as to provide regulators and shareholders as well as the general public with 

precise and accurate information about the financial, operational and other aspects of the 

company. As has been mentioned elsewhere in this article, corporate governance is a term 

that means many things and the bottom line for good corporate governance is the dual aim of 

pursuing profits and doing so in a transparent and accountable manner. 

CHARACTERISTICS OF GOOD CORPORATE GOVERNANCE 

 

clear strategy 

Good corporate governance starts with a clear strategy for the organization. For example, a 

furniture company’s management team might research the market to identify a profitable 

niche, create a product line to meet the needs of that target market and then advertise its 

wares with a marketing campaign that reaches those consumers directly. At each stage, 

knowing the overall strategy helps the company’s workforce stay focused on the 

organizational mission: meeting the needs of the consumers in that target market. 

Effective Risk Management 

Even if your company implements smart policies, competitors might steal your customers, 

unexpected disasters might cripple your operations and economy fluctuations might erode the 

buying capabilities of your target market. You can’t avoid risk, so it’s vital to implement 

effective strategic risk management. For example, a company’s management might decide to 

diversify operations so the business can count on revenue from several different markets, 

rather than depend on just one. 

Discipline 

Corporate policies are only as effective as their implementation. A company’s management 

can spend years developing a strategy to push into new markets, but if it can’t mobilize its 

workforce to implement the strategy, the initiative will fail. Good corporate governance 

requires having the discipline and commitment to implement policies, resolutions and 

strategies. 

Fairness 

Fairness must always be a high priority for management. For example, managers must push 

their employees to be their best, but they should also recognize that a heavy workload can 

have negative long-term effects, such as low morale and high turnover. Companies also must 

be fair to their customers, both for ethical and public-relations reasons. Treating customers 

unfairly, whatever the short-term benefits, always hurts a company’s long-term prospects. 

Transparency 

Managers sometimes keep their own counsel, limiting the information that filters down to 

employees. But corporate transparency helps unify an organization: When employees 

understand management’s strategies and are allowed to monitor the company’s financial 



performance, they understand their roles within the company. Transparency is also important 

to the public, who tend not to trust secretive corporations. 

Social Responsibility 

Social responsibility at the corporate level is increasingly a topic of concern. Consumers 

expect companies to be good community members, for example, by initiating recycling 

efforts and reducing waste and pollution. Good corporate governance identifies ways to 

improve company practices and also promotes social good by reinvesting in the local 

community. 

Self-Evaluation 

Mistakes will be made, no matter how well you manage your company. The key is to perform 

regular self-evaluations to identify and mitigate brewing problems. Employee and customer 

surveys, for example, can supply vital feedback about the effectiveness of your current 

policies. Hiring outside consultants to analyze your operations also can help identify ways to 

improve your company’s efficiency and performance. 

Principles good governance: 

Roles and Responsibilities – There should be clarity with respect to individual 

responsibilities, the organizational expectations of executives and the role of executive and 

governing committees. 

Structure and Composition – An executive committee must have the right group of people, 

taking into account the background, skills and experience of each individual. Also, it must be 

aware of how the inclusion of an individual contributes to the collective capacity and 

effective functioning of the committee. 

Objective and Strategy – The executive committee plays an important role in defining the 

organization’s vision, purpose and strategies, helping the organization to understand them 

and adapting the plans to implement them. 

Risk Management – By implementing an appropriate risk and internal control supervision 

system, executive committees can help increase the likelihood that the organization meets its 

goals. 

Organizational Performance – The executive committee determines and evaluates 

appropriate performance categories and indicators for the organization. 

Committee Effectiveness – The effectiveness of an executive committee can be greatly 

improved by: carefully planning its activities; efficiently conducting committee meetings; 



periodic evaluations of organizational performance; having an executive succession plan; and 

the effective use of subcommittees, when appropriate. 

Information Flow – It is important that the executive committee ensures the flow of 

information to the board that assists in making decisions; that there is an environment of 

transparency and accountability for external stakeholders and for employees throughout the 

company; and that the integrity of the financial statements and other material information is 

safeguarded. 

Organizational Maturity – The executive committee has a role to play in improving the 

capabilities of the organization they serve. 

Culture and Ethics – The executive committee sets the tone for ethical and responsible 

decision making throughout the organization. 

Engagement – The executive committee helps an organization to effectively engage with 

stakeholders and employees. 

 CORPORATE  EXCELLENCE  THROUGH  CORPORATE  GOVERNANCE 

Corporate governance plays most important role in every organization. It provides a structure 

through which the objectives of a company are set and how they are achieved and monitored. 

A good governance practice enhances the efficiency of corporate sector and helps achieving 

excellence in all areas in the organization. The following are the key points for achieving and 

maintaining corporate excellence in an organization with the help of good corporate 

practices.  

1. Monitoring the Performance Excellence    

companies adopt effective and consistent strategies for monitoring and evaluating 

performance of the organization. Corporate governance is sets of rules and guidelines for 

monitoring and evaluating performance of the organization. Monitoring of governances by 

the broad also includes continuous review of the internal structure of the company to ensure 

that there are clear lines of accountability and responsibility for management throughout the 

organization. 

2. Inculcate Moral Values and Principles in Business 

 Corporate governance regulations are based on moral values and principles than law and it 

helps to the business identify, analysis the different moral issues involved. It is essential that 

the organization’s guiding ethics and code of conduct are clearly understood and followed by 

each and every members of the organization and communicated to all stakeholders. These 



moral values, principles and code of conduct help the organization to become an excellent 

company. 

 3. Fair and Equitable Treatment of Shareholders  

Corporate governance frameworks ensure the fair and equitable treatment of all shareholders 

including minority shareholders. There should be no discrimination between shareholders. 

All shareholders have opportunity to obtain effective redress for violation of their rights. Fair 

and equitable treatment of shareholders helps an organization to excell in all functional areas 

 4. Transparency and Full Disclosures 

 Transparency and full disclosures are the basic principles of corporate governance and 

essential ingredients for achieving excellence in an organization. Corporate governance aims 

at ensuring a higher degree of transparency in an organization by ensuring full disclosure of 

all material matters regarding the business ,including the financial statement ,performance, 

ownership, and governance of the company. 

 5. Fair and Equitable Treatment of Employees and Workers 

 Fair and equitable treatment of employees and workers is the important tool for excellence in 

an organization. It ensures equal opportunity in all aspects of employment regardless of race, 

colour, religion, sex, nationality, age, marital status, disability, etc. The goal of corporate 

governance is to avoid all kinds of discrimination, harassment, and ill-treatment of the 

workforce. 

 6. Strong Internal Control Excellent 

companies built a concrete and strong internal control system for its outstanding performance 

and it is the mechanism for reducing mismanagement and fraud. Internal control procedures 

are policies implemented by an entity's board of directors, audit committee, management, and 

other personnel to provide reasonable assurance of the entity in achieving its objectives 

related to reliable financial reporting, operating efficiency, and compliance with laws and 

regulations.  

7. Safeguard the Interest of All the Stakeholders 

 Corporate governance framework adopts effective, consistent, friendly measurers and 

strategies to safeguard the interest of all the stakeholders. It protects and respects the rights of 

all stakeholders. Corporate governance mechanisms are usually established for safeguarding 

and protecting interest of all the stakeholders 



 8. Reduce Misconduct and Frauds  

Strong corporate framework reduces misconduct and fraud and it is the path way to corporate 

excellence. The corporate misconduct stretches beyond malpractices in accounting, reporting, 

operations etc. Corporate governance attempts to implant moral values and principles in 

business 

 9. Satisfied Customers 

 Customer satisfaction is one of the most important aspects of organizational performance. 

Through good governance, companies can gain valuable insights into the priorities and 

understanding of customer needs and respond with modified product offering. The satisfied 

customer helps companies in achieving its excellence in all areas 

10. Corporate Reputation 

Corporate reputation plays most prominent role in corporate excellence. Good governance 

system boosts the reputation of the company by adhering to the principle of reliability, 

credibility, responsibility, accountability and trustworthiness. It is the overall estimation in 

which an organization is held by internal and external stakeholders based on its past action 

and probability of its future behaviour. Corporate governance framework is the best to 

achieve corporate reputation..  

11. Risk Management 

Risk is an important element of corporate governance. There should be clearly established 

process of identifying, analyzing and treating risk, the absence of which could prevent the 

company from effectively achieving its objectives. An efficient risk management system will 

increase confidence, growth, goodwill etc to the investors, creditors and other stakeholders. 

 

Insider trading is consider as an offence as per the SEBI regulations in India: 

 

Insider Trading is considered as an offence and is hence prohibited as per the SEBI 

(Prohibition of Insider Trading) Regulations, 1992. The same was amended in the year 2003. 

The act prohibits an insider from dealing (on his behalf or on behalf of any other person) in 

securities of a compa:y listed on any stock exchange, when in possession of any unpublished 

price sensitive information. 

Further, it has also prohibited any insider from communicating, counseling or procuring 

directly or indirectly any unpublished price sensitive information to any person who while in 

possession of such unpublished price sensitive information should not deal in securities. 



Price sensitive information means any information which is related directly or indirectly to a 

company and which if published is likely to materially affect the price of securities of a 

company. 

It includes information like periodical financial results of the company, intended declaration 

of dividends (both interim and final), issue of securities or buy-back of securities, any major 

expansion plans or execution of new projects, amalgamation, merger or takeovers, disposal of 

the whole or substantial part of the undertaking and significant changes in policies, plans or 

operations of the company. 

SEBI is empowered to investigate on the basis of any complaint received from the investors, 

intermediaries or any other person on any matter having a bearing on the allegations of 

insider trading. SEBI can also investigate suo motu upon its own knowledge or information 

in its. 

LEGAL VS. ILLEGAL INSIDER TRADING 

 

Legal insider trading happens all the time. You’ve probably heard of employees of a publicly 

listed company trading equities of the company they’re working. Insider trading of this nature 

is perfectly legal as long as corporate insiders report their trades pursuant of the SEC 

regulation. 

 

Illegal insider trading, however, refers to any trading activity that’s based on corporate 

information that’s not disclosed to the public. Such trading activity undermines everyone’s 

confidence in the integrity and fairness of the equities market. Additionally, it is deemed as a 

breach of trust and fiduciary duties of the employee to their company. 

 

In most instances, the line that separates legal and illegal insider trades is clear and obvious. 

However, there are some cases when that line can be muddied up a bit. Take for example, 

when a trader overhears an important conversation between two executives of a company and 

proceeds to trade the company’s stock based on the information he heard. You can make an 

argument of that trade as being unethical and unfair since it does make use of information 

that’s not available to the general public. However, the law does not encompass this scenario; 

so it’s still considered legal. 

TYPES OF ILLEGAL INSIDER TRADING 

 

CLASSIC INSIDER TRADING 

 

Most widely understood illegal insider trading activities are classic ones: a top executive of a 

company knows undisclosed information of the corporation and buys/sells company stocks 

based on those non public materials. The details may vary a bit but in this instance, it’s a 

clear-cut illegal insider trading scenario. 

 



One famous case of this nature is the case involving Martha Stewart and ImClone 

pharmaceutical company. ImClone’s drug Erbitux was not approved by the FDA which 

caused the company’s stock prices. Interestingly, those that were not affected were ImClone’s 

founder Samuel Waksal, his family and friends, as well as Martha Stewart. They sold their 

shares days before the rejection by the FDA was announced to the public. Waksal was 

sentenced to 7 years in prison and was ordered to pay a fine amounting to $4.3 million. The 

case caught much of public attention due to the involvement of Martha Stewart who was also 

sentenced to minimum of five months in prison and $30,000 fine. 

TIPPER AND TIPPEE 

 

Another common illegal insider trading scenario is when an employee of a company who is 

privy to essential nonpublic information does not trade directly the company’s stock. Instead, 

he passes the information to another person who will use the information to profit from it. In 

such cases, both the tipper and the tippee are liable for illegal insider trading activities. 

 

One famous case, which is a complete example of this scenario is the case of Ivan Boesky 

who was an arbitrageur in the 1980s. Boesky became famous for his seemingly preternatural 

ability to stack his bets on takeovers days before an offer is made. Boesky was making a 

killing in the major deals involving Nabisco, Chevron, and Getty Oil, to name a few. It turns 

out that this his trades were not dictated by mere ability to pick out undervalued companies 

that would attract generous offers; rather, he went directly to mergers and acquisition arm of 

investment banks to acquire juicy tidbits of information that would guide his trades. Dennis 

Levine and Martin Siegel were also indicted for selling information to Boesky. 

MISAPPROPRIATION 

 

Another illegal activity that’s closely related to insider trading is the misappropriation of a 

company’s information for personal gains. For example, an investor is being invited by an 

investment banker who is trying to reach a capital for a certain company. The investor was 

asked to sign a nondisclosure agreement. The banker proceeded to give the investor the state 

of the company and why it needed to raise capital. The investor refused to take part in the 

offer. But when the meeting is done, the investor called his broker to sell his shares of the 

company. The investor is guilty of misappropriating information given to him in trust and 

confidence. 

 

 

One of the ethical tenets of the stocks market is that no trader should have any unfair 

advantage over everyone else. For this reason, not all legal trades can be considered ethical. 

And history will tell us that there will always be cunning individuals who’d tiptoe the thin 

line that separates ethics and legalities for substantial profits. 

 



 

INTRODUCTION TO CREDIT RATING OF A FIRM: 

Credit rating is the method of assigning some standard scores to a particular debt instrument. 

It facilitates trading in debt securities as it helps participants to arrive at a quick estimate and 

opinion about various instruments. There are 4 rating agencies in India. 

 

These are CRISIL (Credit Rating Information Services of India), ICRA (Investment 

Information and Credit Rating Agency of India), CARE (Credit Analysis and Research Ltd.,) 

and Duff and Phelps. These rating agencies are registered and regulated by SEBI. CRISIL has 

about 42% market share and Care 36%. 

The credit rating agencies are companies, which are in the business of rating of securities 

which are offered to public. Rating is essentially an opinion which is expressed through 

standard symbols by the credit rating agencies. In India credit rating first started in 1987 with 

the inception of CRISIL (Credit Rating Information Services of India Ltd.) was incorporated. 

CREDIT POSITION OF ISSUING FIRM: 

 

Before investing in a bond, the financial position of a company may be assessed. While it is 

difficult to find out the repayment of loans position of a company through its Balance Sheet 

or Profit and Loss Account, the market reputation of a company can be assessed through its 

dealings with a bank and its dealings with other business firms. 

Apart from this, if loan has been taken from financial institutions, an assessment of the firm’s 

credit position is available from the credit rating of these institutions. 

REPAYMENT FACILITY OF PAYMENT OF PRINCIPAL: 

 

A good indication of the quality of a bond is the future rating of a company from its assets 

and the security offered to the bondholders. If a first charge of property is issued in favour of 

bondholders and the value of property is likely to rise, the bondholders are amply secured. 

The company’s debt position should also be analysed. If it has taken small amount of loans in 

comparison to the market value of assets, the bondholders is adequately protected. 

Finally, the future of the company must be ascertained in terms of the product it manufactures 

and distributes, the expected growth and the potential demand for the product. These factors 

will determine the type of quality of the firm and its ability to repay the principal amount to 

bondholders. 

 

 



REGULAR PAYMENT OF INTEREST: 

 

The firm’s capacity to pay interest regularly should be measured through an analysis of its 

cash flow and earning power. The ratio of debt to net worth and other debt to fixed assets 

should be assessed. 

The total debt employed by the firm should not exceed net worth. It may also be worthwhile 

to find out if there is adequate coverage of interest. The net income of a company should be 

at least three times of the interest payment. 

RISK AND RETURN ON BONDS: 

 

Every security is faced by systematic and unsystematic risk forces. Within the framework of 

risk, return in the form of yields can be calculated. The yield of a firm, its stability and credit 

worthiness are indicators for the quality of bond investments. 

OBJECTIVES OF CREDIT RATING ARE: 

 

 To provide credence to financial commitments made by a company. 

 It provides information to the investor in selecting debt securities. 

 It helps in providing the company with marketability, as grading of debt securities is 

being done by well-known companies having technical exposure of arriving at the 

credit rating. 

Grading System: 

Every rating agency has a different code for expressing rating of debt securities. CRISIL has 

four main grades and many sub-grades for long-term debentures/bonds/fixed deposits. The 

grades are in decreasing order of quality. Their grades are AAA, AA+, A, BBB, BB, B, C, D. 

The important factors influencing the safety or otherwise of the bond are: 

 

1. The earning capacity of the company and the volatility of its business. 

2. Liquidity position of the company. 

3. The overall macro position of business and industrial environment. 

4. The financial capability of the firm to be able to raise funds form outside sources for it 

temporary requirement. 

5. Leverage existing with the firm and its financial risk position. 

6. Funds position of the firm to meet its irrevocable commitments. 



7. Support from financially strong companies and banks existing in the market. 

8. The credit rating agencies evaluate in detail. 

9. Fundamental and 

10. Technical data of the firm before coming to any conclusions. 

The importance of credit rating is three-fold: 

 

 Investors: 

It is useful for the investors as data is presented to them to take decisions on 

investment. 

 Issuers: 

It helps the companies as they are ranked according to the security and safety of their 

instruments. It provides them with credibility. 

 Intermediaries: 

Merchant bankers, market traders, brokers and financial institutions and other market 

players use the information for pricing placement and marketing of issues. 

Credit Rating also has Certain Limitations: 

These are: 

 Credit rating is an opinion often these opinions have gone wrong so buyer beware. 

These are not offered as guarantees or protection against defaults and frauds. 

 Rating is made specifically for an instrument and not a business house. 

Bonds also require to be evaluated. The evaluation is by finding out basic values of the 

bonds. These are based on the basic principles of time value of money. The time value of 

money is based on compounding and discounting techniques. 

These are explained after which the valuation of bonds is discussed. 

In India, there are basically two kinds of companies — those which are professionally 

managed and those which are of the family management. The family management has also to 

a large extent turned to be professional but for convenience sake the two companies are 

segregated. A list of family management companies. 

 

 

 



 

Credit rating serves following functions: 

 

(1) Provides superior Information: 

Provides superior information on credit risk for three reasons:  

  An independent rating agency, unlike brokers, financial intermediatories, 

underwriters who have vested interest in an issue, is likely to provide an unbiased 

opinion 

 (ii) Due to professional and highly trained staff, their ability to assess risk is better, 

and finally, 

 (iii) the rating firm has access to a lot of information which may not be public all  

available. 

2) Low cost information: 

Rating firm gathers, analyses, interprets and summarises complex information in a simple and 

readily understood formal manner. It is highly welcome by most investors who find it 

prohibitively expensive and simply impossible to do such credit evaluation of their own. 

(3) Basis for a proper risk and return: 

If an instrument is rated by a credit rating agency, then such instrument enjoys higher 

confidence from investors. Investors have some idea as to what is the risk associated with the 

instrument in which he/she is likely to take, if investment is done in that security. 

(4) Healthy discipline on corporate borrowers: 

Higher credit rating to any credit investment tends to enhance the corporate image and 

visibility and hence it induces a healthy discipline on corporate. 

(5) Greater credence to financial and other representation: 

When credit rating agency rates a security, its own reputation is at stake. So it seeks financial 

and other information, the quality of which is acceptable to it. As the issue complies with the 

demands of a credit rating agency on a continuing basis, its financial and other 

representations acquire greater credibility. 

(6) Formation of public policy: 

Public policy guidelines on what kinds of securities are eligible for inclusions in different 

kinds of institutional portfolios can be developed with greater confidence if debt securities 

are rated professionally. 

 

 



BENEFITS TO INVESTORS : 

 

 (1) Safeguards against bankruptcy: 

Credit rating of an instrument done by credit rating agency gives an idea to the investors 

about degree of financial strength of the issuer company which enables him to decide about 

the investment. Highly rated instrument of a company gives an assurance to the investors of 

safety of instrument and minimum risk of bankruptcy. 

(2) Recognition of risk: 

Credit rating provides investors with rating symbols which carry information in easily 

recognisable manner for the benefit of investors to perceive risk involved in investment. 

It becomes easier for the investors by looking at the symbol to understand the worth of the 

issuer company because the instrument is backed by the financial strength of the company 

which in detail cannot be provided at the minimum cost to each and every one and at the 

same time they cannot also analyse or understand such information for taking any investment 

decisions. Rating symbol gives them the idea about the risk involved or the expected 

advantages from the investment. 

(3) Credibility of issuer: 

Rating gives a clue to the credibility of the issuer company. The rating agency is quite 

independent of the issuer company and has no “Business connections or otherwise any 

relationship with it or its Board of Directors, etc. Absence of business links between the rater 

and the rated firm establishes ground for credibility and attract investors. 

(4) Easy understandability of investment proposal: 

Rating symbol can be understood by an investor which needs no analytical knowledge on his 

part. Investor can take quick decisions about the investment to be made in any particular rated 

security of a company. 

(5) Saving of resources: 

Investors rely upon credit rating. This relieves investors from the botheration of knowing 

about the fundamentals of a company, its actual strength, financial standing, management 

details, etc. The quality of credit rating done by professional experts of the credit rating 

agency reposes confidence in him to rely upon the rating for taking investment decisions. 

(6) Independence of investment decisions: 

For making investment decisions, investors have to seek advice of financial intermediaries, 

the stock brokers, merchant bankers, the portfolio managers etc. about the good investment 

proposal, but for rated instruments, investors need not depend upon the advice of these 

financial intermediaries as the rating symbol assigned to a particular instrument suggests the 

credit worthiness of the instrument and indicates the degree of risk involved in it. 

 



7) Choice of investments: 

Several alternative credit rating instruments are available at a particular point of time for 

making investment in the capital market and the investors can make choice depending upon 

their own risk profile and diversification plan. 

In addition to above, investors have other advantages like: Quick understanding of the credit 

instruments and weigh the ratings with advantages from instruments; quick decision making 

for investment and also selling or buying securities to take advantages of market conditions; 

or, perceiving of default risk by the company. 

BENEFITS OF GOOD CORPORATE GOVERNANC 

 

CLEAR STRATEGY 

Good corporate governance starts with a clear strategy for the organization. For example, a 

furniture company’s management team might research the market to identify a profitable 

niche, create a product line to meet the needs of that target market and then advertise its 

wares with a marketing campaign that reaches those consumers directly. At each stage, 

knowing the overall strategy helps the company’s workforce stay focused on the 

organizational mission: meeting the needs of the consumers in that target market. 

Effective Risk Management 

Even if your company implements smart policies, competitors might steal your customers, 

unexpected disasters might cripple your operations and economy fluctuations might erode the 

buying capabilities of your target market. You can’t avoid risk, so it’s vital to implement 

effective strategic risk management. For example, a company’s management might decide to 

diversify operations so the business can count on revenue from several different markets, 

rather than depend on just one. 

Discipline 

Corporate policies are only as effective as their implementation. A company’s management 

can spend years developing a strategy to push into new markets, but if it can’t mobilize its 

workforce to implement the strategy, the initiative will fail. Good corporate governance 

requires having the discipline and commitment to implement policies, resolutions and 

strategies. 

Fairness 

Fairness must always be a high priority for management. For example, managers must push 

their employees to be their best, but they should also recognize that a heavy workload can 

have negative long-term effects, such as low morale and high turnover. Companies also must 

be fair to their customers, both for ethical and public-relations reasons. Treating customers 

unfairly, whatever the short-term benefits, always hurts a company’s long-term prospects. 



Transparency 

Managers sometimes keep their own counsel, limiting the information that filters down to 

employees. But corporate transparency helps unify an organization: When employees 

understand management’s strategies and are allowed to monitor the company’s financial 

performance, they understand their roles within the company. Transparency is also important 

to the public, who tend not to trust secretive corporations. 

Social Responsibility 

Social responsibility at the corporate level is increasingly a topic of concern. Consumers 

expect companies to be good community members, for example, by initiating recycling 

efforts and reducing waste and pollution. Good corporate governance identifies ways to 

improve company practices and also promotes social good by reinvesting in the local 

community. 

Self-Evaluation 

Mistakes will be made, no matter how well you manage your company. The key is to perform 

regular self-evaluations to identify and mitigate brewing problems. Employee and customer 

surveys, for example, can supply vital feedback about the effectiveness of your current 

policies. Hiring outside consultants to analyze your operations also can help identify ways to 

improve your company’s efficiency and performance. 

CORPORATE GOVERNANCE  REFORMS 

 Reforms Improvement ofCorporate Governance acquired global attention; India cannot be a 

silent spectator. To cope with the global demand, to attract foreign investment as well as to 

protect domestic investors, it has taken in right spirit and adopted good corporate practices of 

other countries. This is evident from the various legislative changes being brought in, in the 

last couple of years in corporate legislations and law relating to capital market. All these 

changes were made on the recommendations of various committees, such as. 

 1) CI.I. Committee on Code of desirable Corporate Governance, 1998;  

2) UTI Committee on Code ofGovernance 1999; 

3) Kumar Mangalama Birla Committees on Corporate Governance, 2000.  

4) Naresh Chandra Committee on Corporate Audit and Governance, 2002 and  

5) N.R.Narayan Murthy Committee (SEBI) 2003. 

  



UNIT-III 

          MAJOR CORPORATE GOVERANCE FAILURES 

 

1.SATYAM COMPUTER SERVICE LTD IN INDIA 

 

atyam Scam was the big corporate scam that occurred in India in 2009 and is also regarded 

as “Debacle of the Indian Financial System”. After studying about the Satyam Scam in detail, 

this is best what one can explain about it. Read to know in detail about Satyam Scam. 

IT Company name Satyam Computers was started by Ramalinga Raju and his brother in law 

in 1987. Raju was Harvard Graduate and an impressive personality. Satyam was Hyderabad 

based company. In 1991-92 Satyam computers was listed on BSE (Bombay Stock Exchange) 

and in 2001 it was listed on NYSE (New York Stock Exchange). Satyam Computers was one 

of the fastest growing company of India and hence Satyam Computers as well as Ramalinga 

Raju received many awards during its growth years. 

During the same period the Real Estate was on Boom and hence Raju was attracted towards 

real estate market. The property rates in Hyderabad was growing rapidly so Raju aggressively 

started buying the land properties in Hyderabad and nearby areas. Due to aggressive buying 

of properties Raju was in short of funds (money) hence to generate more funds he started to 

manipulate the financial statements of Satyam Computers. For example, If Satyam had the 

actual profit of Rs60 crores then in financial statements Raju used to show the profit of Rs600 

crores so as to show that Satyam is growing very rapidly. 

Due to this fake rapid growth and fake strong financials the price of share of Satyam was 

growing rapidly. Raju and his brother was selling the shares of Satyam on this high price so 

as to raise the money to buy properties. Raju opened 365 new companies to buy the 

properties. He used to buy the properties under the name of his family members, relatives, 

friends etc. Raju used to make his farm workers (whose monthly income was not more than 

Rs5000) the Directors of his newly opened companies and used to buy the properties under 

their name. 

Raju plan was that the rates of the properties will grow in multiples after some time, after that 

he will sell those properties and from the money earned, he will balanced the gap that he has 

created in financial statements of Satyam. 

Because of manipulating the financial statements of Satyam as well as showing the fake rapid 

growth for years, the price of share of Satyam was growing very rapidly. Taking advantage of 

this, the promoters of Satyam used to sell those shares on high price to earn profit. In 1999 

the promoters of Satyam hold 24% of shares, while in 2008 it was reduced to 2%. As the days 



were passing the gap between the actual figures and fake figures was increasing resulting into 

a huge amount. 

Due to recession in 2008, the rates of properties decreased drastically and Raju’s plan of 

selling properties at high rates failed. Raju was in great trouble and to escape from this he 

made a new plan. According to this new plan, Satyam will buy the two companies that is 

Maytas properties and Maytas Infra (both companies of Raju’s family members). They will 

buy the companies on paper but in real there will be no cash transactions so as to balance the 

fake figures and actual figures in accounts of Satyam. Satyam’s board of directors approved 

the plan 16th Dec 2008 and without taking the permission of Share Holders, Raju sanctioned 

the deal. But investors of Satyam were not happy and due to this price of stock of Satyam 

decreased. One investor from U.S filed Lawsuit on Satyam due to which the price of Satyam 

was decreased by almost 55% on NYSE. 

Due to increasing pressure of investors on Raju, he cancelled the plan of buying Maytas Infra 

and Maytas properties. This was last chance for Raju to fill the gap between actual and fake 

figures of Satyam and stop this scam for revealing, but seeing it failed, on 7th Jan 2009 he 

confessed to SEBI that he was manipulating the financial statements of Satyam and on 9th 

Jan 2009 Raju and his brother were arrested. 

After this scam, government appointed new Board of Directors on Satyam. In April 2009 

Tech Mahindra purchased the 51% shares of Satyam Computers and named it Mahindra 

Satyam. Finally in June 2013, Mahindra Satyam merged in Tech Mahindra. 

According to CBI, Raju was doing money laundering. He used to send the money in 

European Countries and then re-route them back in India. ED (Enforcement Directorate) filed 

the case of money laundering on Raju, his 166 companies and 47 other people and sealed the 

properties of Raju and his Family. SEBI filed the case of Insider Trading on Raju and ordered 

him to return the profit of Rs1850 crores that he earned from Insider Trading with 12% 

interest and banned him for 14 years to deal in securities market. Finally on 10th April 2015 

CBI Court sentenced 7 years of imprisonment to Raju, his brother and many other people 

associated in scam. 

Before this scam was revealed, Satyam was recognised as 4th largest IT Company of INDIA 

and usually tagged as “IT Crown Jewel of INDIA”. Satyam’s stocks were included in Sensex 

and Nifty but were removed on 9th Jan 2009. 

After scam was revealed, Satyam’s stock decreased from Rs170 to Rs6.50 due to which its 

investors suffered the loss of almost Rs14162 crores. LIC was institutional investor in Satyam 

and suffered the huge loss of Rs950 crores. 

The meaning of word Satyam in Sanskrit is ‘Truth’. But there was no truth in operations of 

Satyam. To earn the money Raju did many illegal activities like Money Laundering, Insider 

Trading and Accounting fraud due to which many common investors of Satyam suffered a 

lot. 



There is one thing for us to learn from this scam, that if promoters of any company are selling 

their shares then always check why they are doing so and mostly do not invest in such 

companies. 

2.BANK OF CREDIT AND COMMERCE INTERNATIONAL IN U.K 

The Bank of Credit and Commerce International was the brainchild of Pakistani businessman 

Agha Hasan Abedi, who envisioned a bank focused on the third world. It was set up in 1972 

with financial backing from Abu Dhabi, where the ruling family, headed by the late Sheikh 

Zayed, was said to have a very close relationship with the BCCI. 

The emirate was the bank's largest depositor, largest borrower, and for most of its existence 

its largest shareholder. Ultimately a settlement with Abu Dhabi also provided almost half of 

the funds recovered for creditors. 

The bank set up in the City, with offices at 100 Leadenhall Street, close to the Bank of 

England, and went on to open 22 UK branches. 

The rapid growth unsettled some regulators at Threadneedle Street. As early as 1982 one 

internal memo described BCCI as "on its way to becoming the financial equivalent of the SS 

Titanic!". 

However, the late governor Eddie George, above, and his bank supervisory team persuaded 

themselves that ultimate regulatory responsibility for the group lay with Luxembourg, where 

the bank was incorporated. 

This decision led liquidators to sue the Bank of England, alleging regulators had acted with 

malicious recklessness. The action was a costly disaster, most notable for a 119-day speech 

— thought to be the longest in British legal history — delivered by counsel for the Bank 

Nicholas Stadlen QC. The claim was ultimately abandoned, with BCCI creditors bearing the 

Bank's £74m costs as well as a £57m legal bill for its own legal team. 

The name of BCCI has been echoing around Britain's civil and criminal courts almost 

continually for two decades. In 1997 Abbas Gokal, one of BCCI's biggest customers and a 

close friend of Abedi, was convicted by the Serious Fraud Office and sentenced to 14 years in 

jail. He was released early in 2003 by the Home Office, despite failing to meet the terms of a 

£3m confiscation order against him. 

Abedi died in 1995 in Pakistan having never faced trial despite charges against him in the 

UK. One of his alleged key allies in fraudulent activities was said to be Saudi Arabian 

businessman Ghaith Pahraon, above. The son of a Saudi ambassador to Europe, he remains 

wanted by the FBI and US tax authorities. Deloitte liquidators had been close to extracting a 

settlement from him, but he wanted assurances from the US that he would not face a jail term 

— which it refused to give. 

https://www.theguardian.com/business/bcci
https://www.theguardian.com/business/2004/jan/03/bcci
https://www.theguardian.com/business/2004/jan/03/bcci
https://www.theguardian.com/uk/2005/may/25/simonbowers


3. MAXWELLCOMMUNICATION CORPORATION AND MIRROR GROUP 

NEWSPAPER IN U.K 

 

"CROOK of the century" is only one of several nasty brands being applied in the British 

press to the late Robert Maxwell,whose far-flung publishing empire is now in a financial free 

fall. The accusers in this case, according to the Sun newspaper, are pensioners of the Daily 

Mirror who learned that more than $900 million in pension and other funds may have been 

skimmed from Mr. Maxwell's Mirror Group Newspapers. They are not alone in their 

complaints. A lengthy queue of aggrieved creditors and employees is now forming around the 

remains of his tangled and massively indebted enterprises. Expect some time to elapse before 

the unsnarling is completed. But even at this early stage, the scope of the financial mess and 

scandal he left behind is enough to take your breath away. 

The wreckage in his wake stretches to both sides of the Atlantic. The sinking New York 

Daily News, which he owned, is now under Chapter 11 bankruptcy protection in New York. 

Court-appointed administrators control the media mogul's private holdings in London. His 

offices have been searched by the British Serious Fraud Squad Office for assets that allegedly 

have disappeared from his companies. Last week bankers were reeling from the news that 

funds from Mr. Maxwell's publicly held companies, Mirror Group Newspapers and Maxwell 

Communication Corp. -- to which the banks had lent millions -- apparently have been 

secretly diverted to the foundering private companies now under control of the court-

appointed administrators. 

 Now it appears that the funds were also used to prop up stock prices of his publicly held 

companies. The count is still underway, but the current estimate is that Mr. Maxwell went 

down at sea last month leaving behind an empire also drowning under a $4 billion debt 

burden. 

Robert Maxwell didn't do all this damage by himself. The former Labor member of the 

British Parliament eventually was the owner of more than 400 companies and several major 

publications around the world. His flamboyance and unslakeable appetite for acclaim and 

commerce were aided and abetted by a less-than-vigilant British regulatory system and a 

prim and proper bevy of corporate officers and bankers who apparently were only too eager 

to help him play with other people's money so long as they got their cut. 

 The damage assessment must be far-reaching to capture the full extent of all Mr. Maxwell 

did so that there can never be a recurrence. And in the process of gaining a full measure of 

Mr. Maxwell, his accomplices should be required to give a complete accounting of 

themselves as well. 

 

 



 

WorldCom, plagued by the rapid erosion of its profits and an accounting scandal thatcreated 

billions in illusory earnings, last night submitted the largest bankruptcy filing in United States 

history. 

The bankruptcy is expected to shake an already wobbling telecommunications industry, but is 

unlikely to have an immediate impact on customers, including the 20 million users of its MCI 

long-distance service. 

The WorldCom filing listed more than $107 billion in assets, far surpassing those of Enron, 

which filed for bankruptcy last December. The WorldCom filing had been anticipated since 

the company disclosed in late June that it had improperly accounted for more than $3.8 

billion of expenses. 

Few experts or officials expect WorldCom's service to deteriorate noticeably, at least in the 

near term. ''I want to assure the public that we do not believe this bankruptcy filing will lead 

to an immediate disruption of service to consumers,'' Michael K. Powell, chairman of the 

Federal Communciations Commission, said last night. 

But industry consultants said they could not imagine how the belt-tightening expected in 

bankruptcy would improve service that is already, in some respects, sloppy 

4 WORLD COM SCAM IN USA 

WorldCom's collapse has already reverberated through jittery financial markets, and is likely 

to be felt in the wider economy, with banks, suppliers and other telephone companies 

devising strategies to contain their exposure. 

WorldCom, built through rapid acquisitions, accumulated $41 billion in debts. Founded in 

1983 as LDDS Communications, it became the nation's second-largest long-distance 

company and the largest handler of Internet data. 

Company executives said they intended to remain in business, and have been promised new 

financing from banks to do so. ''We are going to aggressively go forward and restructure our 

operations,'' John W. Sidgmore, WorldCom's chief executive, said in an interview last night. 

''I think ultimately we will emerge as a stronger company.'' 

While WorldCom has already cut its work force significantly, Mr. Sidgmore said last night 

that he did not expect further layoffs for the time being. He said he would remain 

WorldCom's chief but would be joined by a chief restructuring officer brought in by 

creditors. 

Some creditors, however, have questioned whether Mr. Sidgmore, who has served on 

WorldCom's board for years, should remain in charge. Mr. Sidgmore took over as chief 

executive in late April after the board ousted Bernard J. Ebbers, one of the company's 

founders. 



Shareholders, who owned what was once one of the world's most valuable companies, worth 

more than $100 billion at its peak, are expected to be virtually wiped out. With the 

bankruptcy filing, control passes instead to the banks and bondholders who financed 

WorldCom's growth. 

Besides its own overambitious strategies and flawed accounting, WorldCom also fell victim 

to a glut of telecommunications capacity. 

Cheap and plentiful financing allowed companies rapidly to build transcontinental and 

transoceanic fiber optic networks in the 1990's. The additional capacity resulted in lower 

prices for WorldCom's services, which include basic phone service and the transmission of 

Internet data for large companies. 

Mr. Sidgmore said last night that he was opposed to breaking up WorldCom and selling its 

pieces, aside from an effort already under way to part with peripheral units like businesses in 

Latin America and some other operations. This approach would rule out selling UUNet, a 

large Internet backbone operation, or MCI. 

But once the company reorganizes, and investors gain a better understanding of its twisted 

finances, WorldCom could become an attractive acquisition target, analysts say. 

WorldCom's crisis deepened last month when it disclosed that Scott D. Sullivan, the chief 

financial officer, had devised a strategy that improperly accounted for $3.85 billion of 

expenses. Mr. Sullivan was fired by the board and David F. Myers, the financial controller, 

resigned. 

The Securities and Exchange Commission has charged WorldCom with fraud and the Justice 

Department has begun a criminal investigation of its business practices. 

In an attempt to regain its credibility, WorldCom's board elected two new members to replace 

Mr. Sullivan and Mr. Ebbers: Nicholas deB. Katzenbach, a private attorney who was attorney 

general in the Johnson administration; and Dennis R. Beresford, a former head of the 

Financial Accounting Standards Board and a professor of accounting at the Terry College of 

Business at the University of Georgia. 

The two were also appointed to a special committee to oversee the internal investigation 

being led by William R. McLucas, the former chief of the enforcement division of the S.E.C. 

WorldCom filed for bankruptcy shortly before 9 last night in Federal District Court in 

Manhattan. 

Its international operations, which include companies in Brazil and Mexico, were not 

included. 

The filing will relieve WorldCom of about $2 billion of interest payments in the coming year. 

Lower debt costs could allow WorldCom to compete on a stronger footing with its rivals, 



involving a potential price-cutting strategy that has analysts concerned about the wider 

strength of the telecommunications industry. 

''WorldCom probably won't get any new big contracts from its current customers, but it 

probably won't lose any either, because of the difficulty and complexity involved in 

switching carriers,'' said Glen Macdonald, a vice president with Adventis, a consulting firm in 

Boston. 

WorldCom, based in Clinton, Miss., scrambled in recent days to secure new financing from 

its banks after its cash dwindled to less than $300 million from more than $2 billion in May. 

WorldCom said last night that it had received commitments for up to $2 billion in additional 

bank financing. Such new loans to companies in bankruptcy receive top priority in 

repayment. 

WorldCom must now deal with holders of $28 billion in bonds as well as 27 banks that 

loaned the company $2.65 billion last May. 

But in contrast with other companies that have recently filed for bankruptcy, including Enron, 

WorldCom has many more tangible assets, generating actual revenues, lawyers said -- 

improving the odds that the company could emerge from bankruptcy as a going concern. 

The creditors first in line to be repaid will be the three institutions -- Citigroup, J. P. Morgan 

and General Electric Capital -- that have pledged to arrange a loan of up to $2 billion, known 

as debtor in possession financing, to WorldCom. The lenders were comfortable pledging the 

funds in part because of the company's stream of customer payments, such as phone bills, one 

executive close to the company said last week. Citigroup is leading the new financing in part 

to protect what it is already owed by WorldCom. 

WorldCom's bankruptcy filing, like Enron's last December, came on a Sunday. Companies 

often prefer to file over the weekend, because the status of any business transactions in 

process at the time of a filing would be open to question in court. 

WorldCom's lenders and its bondholders were taking steps, even before the bankruptcy filing, 

to protect their claims. Just over a week ago, the banks that participated in the earlier $2.65 

billion loan tried, unsuccessfully, to get a court order limiting WorldCom's access to the loan. 

The banks ultimately reached a settlement with WorldCom that placed few restrictions on the 

company's ability to use the cash. 

 

 

 

 



 

UNIT-IV  

 

India: Corporate Governance Framework In India. 

Corporate Governance deals with the laws, procedures, rules etc relating to corporate 

functioning in the country. The present system comprises  

a) Companies Act, 1956 - board of directors 

 Meetings 

 Management 

  Conduct of meeting 

  Appointment or removal of auditors 

 Directors 

 Director’s responsibility, 

 Corporate restructuring mergers 

  Inter corporate activities, audit committee, 

 Accounting standards 

 Shareholder’s directors, 

  Postal ballots etc 

b) Monopolies and Restrictive Trade Practices Act, 1969- for control of monopolistic acts, 

restrictive and unfair trade practices and control consumer interest.15 

 c) Foreign Exchange Management Act, 2000- for control and monitoring of activities 

offoreign flow offunds, investments and investors. 

 d) Sick Industrial Companies (Special Provision) Act 1985 and Board of Industrial and 

Financial Reconstruction (BIFR).16 e) Securities and Exchange Board of India Act, 1992 - In 

this Act Rules and Regulations are made to deal with unfair Trade Practices, insider trading, 

takeover and mergers, raising money from the market and regulation. 

f) Securities Contract Regulation Act 1956.  

g) Listing Agreement of Stock Exchanges.  

h) The Depositories Act, 1996.17 

i) Consumer Forums 

 j) Arbitration and Consultation Act, 1996. 

 k) Codes prescribed by Chambers/SelfRegulatory Organizations. 



 l) SEBI code on Corporate Governance 

The Companies Act 1956 is the principal legislation providing formal structure for the 

Corporate Governance. Also MRTP Act (Now Competition Act 2000), FEMA, IDR Act and 

other economic legislation also have bearing on theEconomic policy of 1991. governing the 

corporate activities. Now SEBI has assumed greater role, especially after New Economic 

policy of 1991. 

LEGAL FRAMEWORK FOR CORPORATE GOVERNANCE IN INDIA 

The Companies Act, 2013 

The Government of India has recently notified Companies Act, 2013 ("New Companies 

Act"), which replaces the erstwhile Companies Act, 1956. The New Act has greater emphasis 

on corporate governance through the board and board processes. The New Act covers 

corporate governance through its following provisions: 

 New Companies Act introduces significant changes to the composition of the boards 

of directors. 

 Every company is required to appoint 1 (one) resident director on its board. 

 Nominee directors shall no longer be treated as independent directors. 

 Listed companies and specified classes of public companies are required to appoint 

independent directors and women directors on their boards. 

 New Companies Act for the first time codifies the duties of directors. 

 Listed companies and certain other public companies shall be required to appoint at 

least 1 (one) woman director on its board. 

 New Companies Act mandates following committees to be constituted by the board 

for prescribed class of companies: 

o Audit committee 

o Nomination and remuneration committee 

o Stakeholders relationship committee 

o Corporate social responsibility committee 

Listing agreement – Applicable to the listed companies 

SEBI has amended the Listing Agreement with effect from October 1, 2014 to align it with 

New Companies Act. 

Clause 49 of the Listing Agreement can be said to be a bold initiative towards strengthening 

corporate governance amongst the listed companies. This Clause intends to put a check over 

the activities of companies in order to save the interest of the shareholders. Broadly, cl 49 

provides for the following: 

1. Board of Directors 



The Board of Directors shall comprise of such number of minimum independent directors, as 

prescribed. In case where the Chairman of the Board is a non-executive director, at least one-

third of the Board shall comprise of independent directors and where the Chairman of the 

Board is an executive director, at least half of the Board shall comprise of independent 

directors. A relative of a promoter or an executive director shall not be regarded as an 

independent director. 

2. Audit Committee 

The Audit Committee to be set up shall comprise of minimum three directors as members, 

two-thirds of which shall be independent. 

3. Disclosure Requirements 

Periodical disclosures relating to the financial and commercial transactions, remuneration of 

directors, etc, to ensure transparency. 

4. CEO/ CFO Certification 

To certify to the Board that they have reviewed the financial statements and the same are fair 

and in compliance with the laws/ regulations and accept responsibility for internal control 

systems. 

5. Report and Compliance 

A separate section in the annual report on compliance with Corporate Governance, quarterly 

compliance report to stock exchange signed by the compliance officer or CEO, company to 

disclose compliance with non-mandatory requirements in annual reports. 

The compliance requirements prescribed under cl 49 of the Listing Agreement have been 

elaborated in Annexure attaches to this chapter. 

SEBI NORMS BASED ON KM BIRLA COMMITEE 

Key Recommendations of Kumar Mangalam Birla committee 

Securities and Exchange Board of India (SEBI) in 1999 set up a committee under Shri Kumar 

Mangalam Birla, member SEBI Board, to promote and raise the standards of good corporate 

governance.  

The primary objective of the committee was to view corporate governance from the 

perspective of the investors and shareholders and to prepare a ‘Code’to suit the Indian 

corporate environment. The committee divided the recommendations into two categories, 

namely, mandatory and non- mandatory.  



The recommendations which are absolutely essential for corporate governance can be defined 

with precision and which can be enforced through the amendment of the listing agreement is 

classified as mandatory. 

 Classified as non-mandatory. 

Mandatory Recommendations The mandatory recommendations apply to the listed 

companies with paid up share capital of 3 crore and above. Composition of board of directors 

should be optimum combination of executive & non-executive directors. Audit committee 

should contain 3 independent directors with one having financial and accounting knowledge. 

Remuneration committee should be setup 

The Board should hold at least 4 meetings in a year with maximum gap of 4 months between 

2 meetings to review operational plans, capital budgets quarterly results, minutes of 

committee’s meeting.  

Director shall not be a member of more than 10 committee and shall not act as chairman of 

more than 5 committees across all companies 

Management discussion and analysis report covering industry structure, opportunities, 

threats, risks, outlook, internal control system should be ready for external review 

Any Information should be shared with shareholders in regard to their investments. 

Non-Mandatory Recommendations 

The committee made several recommendations with reference to: 

 Role of chairman  

Remuneration committee of board Shareholders’ right for receiving half yearly financial 

performance. 

Postal ballot covering critical matters like alteration in memorandum  

Sale of whole or substantial part of the undertaking 

Corporate restructuring  

Further issue of capital  

Venturing into new businesses 

Corporate Governance in India  

 

Increasing globalization is generating a highly competitive business climate across all the 

countries. It is in this context that there is a pressing need to identify best Corporate 

Governance standards, which will help countries like India to face global competition more 

effectively.  

 



Confederation of Indian Industries Code  

In India, the industry, rather than the government, provided the initial  

impetus for corporate governance reform. Driven by desire to make  

Indian businesses more competitive and respected globally, the Confederation of Indian 

Industries (CII) published a voluntary code of Corporate Governance in 1998, on of the first 

code in Asia. 

  

Kumar Mangalam Birla committee  

The Securities and Exchange Board of India (SEBI) followed by setting up the Kumar 

Mangalam Birla committee on Corporate Governance. Recommendation of the committee in 

December 1999 formed the bases  

for clause 49 of the Listing Agreement. 

  

Naresh Chandra Committee  

In addition, the department of company affairs, Government of India constituted a nine- 

member committee under chairmanship of Mr. Naresh Chandra, former Indian ambassador to 

U.S., to examine various corporate governance issues.  

 

Narayan Murthy committee  

SEBI instituted a committee under the chairmanship of Mr. Narayan Murthy in 2004, which 

recommended enhancements in corporate governance. SEBI has incorporated the 

recommendations made by the Narayan Murthy committee on corporate governance report in 

clause 49 of the listing agreement 

 

Clause 49 of listing Revised Agreement 

 

Major changes in revised clause  

 

A Composition of Board  

While prescribing composition of the Board of a company, Clause 49 prescribes that, if the 

Chairman of the Board is a non- executive director, at least one-third of the Board should 

comprise of independent directors and in case he is an executive director, at least half of the 

Board should comprise of independent directors.  

As per revised clause, Independent director means non- executive director  

 

 Apart from receiving director’s remuneration, does not have any material pecuniary 

relationships or transactions with the company, its promoters, its directors, its senior 

management or its holding company, its subsidiaries and associates which may affect  

independence of the director.  

 

 Is not related to promoters or persons occupying management positions at the board level or 

at one level below the board  

 



 Has not been an executive of the company in the immediately preceding three financial 

years  

 

 Is not a partner or an executive or was not partner or an executive during the preceding 

three years, of any of the following :  

 

1. The statutory audit firm or the internal audit firm that is associated with the company, and  

 

2. The legal firm(s) and consulting firm(s) that have a material association with the company  

 

 Is not a material supplier, service provider or customer or a lesser or lessee of the company, 

which may affect independence of the director  

 

 Is not a substantial shareholder of the company i.e. owning two percent or more of the 

block of voting shares.  

 

Board meetings  

The maximum time gap between two board meetings has been increased from three month to 

four months.  

Sitting fees  

Sitting fees paid to non-executive directors as authorized by companies Act 1956 would not 

require the previous approval of  

shareholders . 

Code of Conduct for Board and senior management  

New Clause 49 requires a company to lay down a code of conduct for all Board members and 

senior management of the company. This code of conduct shall be posted on the website of 

the company. All Board members and senior management personnel shall affirm  

compliance with the code on an annual basis. The Annual Report of the  

company shall contain a declaration to this effect signed by the CEO.  

Disclosures  

public  

A. Proceeds from issues, rights issues, preferential issues, etc:  

Clause 49 (Revised) requires that whenever money is raised through an issue (public issues, 

rights issues, preferential issues, etc.), the company shall disclose to the audit committee, the 

uses/applications of funds by major category (capital expenditure, sales and marketing, 

working capital, etc.), on a quarterly basis as a part of their quarterly declaration of  

financial results. Further, on an annual basis, the company shall prepare a statement of  

funds utilised for purposes other than those stated in the offer document/prospectus/noticeand 

place it before the audit committee. Such disclosure shall be made only till such time that the 

full money raised through the issue has been fully spent. The statutory auditors of the  

company shall certify this statement. The audit committee shall make appropriate 

recommendations to the Board to take up steps in this matter.  

 



B. Basis of related party transactions:  

Revised circular on Clause 49 contains detail disclosure related to related  

party transactions.  

 

Following information as basis of related party transactions should be  

disclosed :  

 

(i) A statement in summary form of transactions with related parties in  

the ordinary course of business shall be placed periodically before the  

audit committee.  

(ii) Details of material individual transactions with related parties, which are not in the 

normal course of business, shall be placed before the audit  

committee.  

 

INTRODUCTION  

 

Today, in many industrialized nations, policy makers, economists, corporate executives and  

academicians are debating over the issues of corporate governance. The discussion focuses 

on the policy formulation and corporate structure by board of directors to improve executive 

behaviour and management oversight.  

 

Corporate governance refers to the set of mechanisms that influence the decisions made by  

managers when there is a separation of management and control. The monitoring 

mechanisms can be board of directors, institutional shareholders and operation of the market 

for corporate control. Recently, global corporate governance debate has grown manifold with 

political, social, emotional and evolutionary forces fuelling the controversy.  

For most of the company boards throughout the world, corporate governance is high on the 

agenda. Financial institutions like insurance companies and lending communities are 

emphasizing strongly on incorporating wider aspects of transparency in their financial 

statements in order to be more accountable to the investors. Many public enterprises in India 

also have thousands of retail investors as stakeholders in the company’s overall performance 

along with the government.  

 

INDIA: HISTORICAL ROOTS OF PUBLIC SECTOR  

 

At the time of independence, India was left with high income disparities, poor infrastructure  

scenario and insufficient technological resources. There was an acute requirement for 

widespread development in fields like telecommunication, power, steel etc. and improvement 

in country’s infrastructure. However, private sector was not encouraged to enter such fields 

since they required huge investment outlays with low and delayed returns. Since private 

sector had to part with its commercial interest, public sector came into being. However, with 

time the government proved inefficient in managing the public sector enterprises in various 

fields and de-licensing and deregulation eventually followed.  



Nevertheless, public sector has transformed itself when it emerged least affected during the 

credit crisis phase. The market capitalisation of the listed PSUs also nearly doubled over the 

last four years  

SIGNIFYING  THE  SUCCESS  OF  DISINVESTMENT  PROCESS. 

 

Corporate Governance in Public Sector  

Over the past few years, government has expressed strong desire to improve the transparency 

and  

accountability levels within PSUs. For all unlisted PSUs, the corporate governance norms 

meant for  

Central Public Sector Enterprises (CPSEs) were made mandatory. The government now 

wants to  

focus on their implementation in order to tackle key issues like PSUs failing to comply with 

clause 49 of SEBI listing agreement, autonomy of PSUs etc. 

 

Issue 1:  Current Standard of corporate Current Standard of corporate sector 

 

Ideally PSUs should lead the way by setting in right policies for accountability and 

transparency in the corporate governance structure rather than following the private sector. 

To start with, Maharatna, Navratna and Miniratna PSUs should implement this by adopting 

the voluntary guidelines set by MCA.  

Many agencies like Department of Public Enterprises, the Public Enterprises Selection Board, 

the Standing Conference of Public Enterprises and Central Vigilance Commission have been 

discussing the mechanisms for implementing reforms in corporate governance structures in 

PSUs. Currently, it has been made mandatory for all CPSEs to follow the corporate 

governance guidelines  formulated by Department of Public Enterprises.  

Private sector has projected an ongoing quest to improve their policies and generally score 

over public sector in their functioning and disclosure norms. Moving ahead, government 

should also formulate well defined strategy for each PSU to ensure its efficient functioning 

and propose stringent corporate governance practices for the unlisted PSUs as well. 

 

Issue 2: Balancing commercial and managerial autonomy 

Balancing commercial and managerial autonomyBalancing commercial and managerial 

autonomyBalancing commercial and managerial autonomy Well establishedtheory says there 

is high positive correlation between autonomy and accountability.  

 

Same stands true for autonomy and enterprise performance as well. Indian government has 

granted various levels of autonomy to its public sector enterprises. However, the formal 

control by overnment is highly extensive over various areas of activities of PSUs strangling 

their decision  



 

Issue 3:  

The government should bring in norms to appoint competent professionals as board members 

who have a good understanding of the business and the sector. Large shareholders should 

also be allowed to nominate their representatives to Board (Selarka , 2005). Any political 

affiliation should be limited and board members’ powers should be made independent of the 

executive management.The non-executive directors on PSU boards play a vital role in its 

governance and designing strategic priorities and providing a risk oversight. Their selection is 

very crucial in these aspects and CMDs should be thoroughly consulted which currently 

doesn’t happen. The process can be initiated by PESB by short-listing eligible candidates 

from the private sector and PSU boards and CMDs contributing in board succession planning. 

These directors should also be adequately compensated at par with their private sector 

counterpart 

 

Issue 4:  

Ensuring compliance with the SEBI Listing Agreement 

Many listed Navratna and Miniratna PSUs are lagging behind in complying with minimum  

requirements stated in Clause 49 of SEBI listing agreement. This directly hampers the future  

prospects of India Incorporated when the Ministry of Corporate Affairs is emphasizing 

strongly on the implementation of corporate governance guidelines. The corrective action can 

be to make proper disclosures within director’s and corporate governance reports and 

ensuring accountability. Also implementation of corporate governance norms for CPSEs, 

both listed and unlisted, should be supervised consistently.  

 

Issue 5: 

Government as the “Promoter” 

The government needs to constantly monitor the performance of its Board of directors in 

cases where it acts as a promoter and a majority shareholder of the PSU. Without mitigating 

the independence and other powers of board of directors, it should clearly provide the 

strategic layout for tackling various issues (Chattopadhyay, 2011). According to 

theOrganisation for Economic Cooperation and Development (OECD), the government 

should develop and issue an ownership policy that defines the overall objectives of state 

ownership, the state’s role in corporate governance of state-owned enterprises and how this 

policy is likely to be implemented.  

 

 

 

 

 



UNIT-V 

CORPORATE SOCIAL RESPONSIBILITY 

CSR being an evolving term does not have a standard definition or a fully recognized set of 

specific criteria. As a relatively new entrant in the lexicon of management thought, CSR is 

often a much bandied, little understood term. 

In common parlance, the term is often used to denote the community development efforts of 

organizations. Yet, like an onion whose layers one can keep peeling off to reveal fresh layers, 

one can keep unraveling the term CSR to have a wider and more inclusive definition. That is 

why like a few terms, CSR has also been defined in many different ways. 

Some of the more popular meanings of CSR include “profit making only”, “going beyond 

profit making”, “voluntary activities”, “concern for the broader social system”, and “social 

responsiveness”. While there is no universal definition of CSR, it is generally interpreted as 

organizations’ way of integrating economic, social and environmental imperatives of their 

activities. 

These ethical considerations of ancient India hold good even today and guide the economic 

activities of business corporations. Today business needs to imbibe such spirits and virtues to 

integrate itself with the social aspects of people’s life and also discharge its social 

responsibilities. 

keith Davis (Davis 1960) defined social responsibility of business as “Social responsibilities 

refer to the businessman’s decisions and actions taken for reasons at least partially beyond the 

firm’s direct economic or technical interest. In brief, corporate social responsibility means 

business’s responsiveness to the social cause of a given point of time.” 

 

Impact of Corporate Social Responsibility (CSR) on Business Market  

 

In recent times, the markets have had a huge impact on adoption of CSR initiatives. Broadly 

speaking, this has happened in both direct and indirect ways. 

Consumer Awareness: 

The consumer as a concerned citizen is aware of how companies are impacting the society 

and the environment, and as a consumer, he/she can choose to patronize companies who have 

a better record of discharging their social responsibilities. 

Many entrepreneurs have embarked on CSR activities and then pleasantly discovered that the 

good word of mouth generated by such activities attracted the financial investment. In fact, 

some have even discovered that the short-term revenue generated is enough to make a 



financial case of the CSR expenses. For example, the free cataract treatments offered by 

Aravind Eye Hospital in Madurai serves not only as a testament to the selflessness and 

competence of the hospital but also brings in a lot more patients willing to pay for eye 

operations. Aravind Hospital has continually been able to generate a surplus and has used the 

surplus to upgrade its facilities and to expand its reach by opening more hospitals. 

Market Forces: 

Consumers have indirectly impacted adoption of CSR. They expect companies to be 

proactive in being socially responsible and also expect companies to enforce the same 

standards on their business partner Companies such as Nike, Hershey’s, Wal-Mart, and even 

Body Shop have faced a lot of flak when their suppliers have been found to engage in unfair 

employment or environmentally harmful practices. 

This means that large corporations are now imposing social responsibilities on their suppliers 

and other business partners. Many of these partners are SMEs and in order to continue as 

suppliers to these large corporate, they have to introduce minimum levels of social 

responsibility in the way they conduct business. 

Globalization: 

The CSR is now being implemented across the supply chain and with this comes the 

realization that many of these supply chains are global in nature. For example, petroleum 

from Saudi Arabia is processed into polymers in a petrochemical complex in India, which is 

then shipped to China, where it is used to make toys. It is then ultimately sold in a store in 

Argentina belonging to a US-based retailer. 

Companies have to be concerned with global standards of social responsibility. At the least, 

in addition to domestic social responsibility standards, they have to adhere to acceptable 

standards of their major trading partners. 

TYPES OF CORPORATE SOCIAL RESPONSIBILITY 

Environmental Sustainability Initiatives 

Environmental sustainability initiatives enacted by businesses generally focus on two main 

areas: limiting pollution and reducing greenhouse gases. As the awareness of environmental 

issues grows, businesses that take steps to reduce air, land and water pollution can increase 

their standing as good corporate citizens while also benefiting society as a whole. For 

example, Cisco Systems, a multinational technology company, has taken a variety of steps to 

reduce its carbon footprint, including the installation of photovoltaic systems at production 

facilities and developing platforms that allow employees to work from remote locations 

rather than commuting to the office. 

Direct Philanthropic Giving 

Philanthropic initiatives include the donation of time, money or resources to charities and 

organizations at local, national or international levels. These donations can be directed to a 



variety of worthy causes including human rights, national disaster relief, clean water and 

education programs in underdeveloped countries.  

Ethical Business Practices  

The primary focus on ethics is to provide fair labor practices for businesses’ employees as 

well as the employees of their suppliers. Fair business practices for employees include equal 

pay for equal work and living wage compensation initiatives. Ethical labor practices for 

suppliers include the use of products that have been certified as meeting fair trade standards. 

For example, Ben and Jerry’s Ice Cream uses fair trade-certified ingredients like sugar, 

cocoa, vanilla, coffee and bananas. 

Focus on Economic Responsibility 

Economic responsibility focuses on practices that facilitate the long-term growth of the 

business, while also meeting the standards set for ethical, environmental and philanthropic 

practices. By balancing economic decisions with their overall effects on society, businesses 

can improve their operations while also engaging in sustainable practices. An example of 

economic responsibility is when a company modifies its manufacturing processes to include 

recycled products, which could benefit the company by potentially lowering the cost of 

materials and also benefit society by consuming fewer resources. 

Increased Focus on CSR: 

Recently, there has certainly been an increase of CSR-related activities. Let us examine the 

reasons behind the increased focus on CSR. 

More Expectations: 

The modern SME is faced with new expectations from citizens and consume? The SMEs 

have a greater role to play in the local community and they are expected to play the part of 

responsible corporate citizens. This role of the SMEs gets accentuated in the context of 

globalization. 

Getting More Investment: 

Social criteria are increasingly influencing investment decisions of individuals and 

organizations. The decision is not only from a moral standpoint but also from economic point 

of view. With the high cost of non-compliance with present and future laws, investors feel 

that it is an economically prudent decision to invest in companies with a pronounced sense of 

responsibility. 

Environmental Concern: 

Pollution and degradation of the environment are growing at an alarming rate. People are 

concerned about the sustainability of many commercial activities. Increased concern about 

the environment and a desire to pass on a habitable planet to the next generation has 

motivated a range of activities aimed at preserving the ecology. 



Role of Media: 

Technology has become all pervasive and it has enabled the media to be extremely intrusive. 

Now, it has become very difficult for even big companies to hide their activities. Under the 

light of public scrutiny, it becomes imperative for entrepreneurs to put their best foot forward. 

CORPORATE SOCIAL RESPONSIBILITY 

Corporate Social Responsibility (CSR), a more immediate problem, however, is to define and 

delineate not only what are corporation is responsible for, but how it is performed. 

Alternatively speaking, as we can measure companies on their economic performance, can 

we also measure their social performance as well? Attempts have been made by the scholars 

to answer this question by the idea of corporate social performance. 

While the performance of corporate responsibility is by all means an important consideration, 

the actual measurement of corporate social performance remains a complex task. Unlike 

corporate economic performance, there has been long debate on constructs and outcome of 

corporate social performance. 

Here, we are presenting the outcomes of CSR in three most perceptible areas: 

 

1. Social Policies 

2. Social Programmes 

3. Social Impacts 

1. Social Policies: 

There is ample research evidence to believe that concern for social causes shapes and 

structures the explicit corporate social policies stating the company’s core values, beliefs, and 

objectives with regard to its social concern. 

For example, explicit mention about companies’ social objectives and concerns in their 

mission and vision statements has become a common feature. Johnson & Johnson has 

explicitly stated its concern towards doctors, nurses, patients, mothers and fathers, 

employees, communities, and stockholders. 

2. Social Programmes: 

Social policies are implemented through social programmes of activities, measures, and 

methods. For example, many firms have implemented their social programmes to manage 

their environmental impacts based around environmental management systems such as ISO 

14000/1 that include measures and methods to audit corporate social performance in the area 

of environment. 



3. Social Impacts: 

The implementation of social programmes ultimately percolates down to changes in the 

society. Yes, it is difficult to evaluate the impact of social programmes on society as the 

impact may be a combined effect of various factors. Nevertheless, some impacts on the 

society can reasonably be well assessed. 

For example, the impact of social policies and programmes aimed at strengthening local 

schools can be assessed by looking at examination grades/percentage and literacy rates 

achieved and impact of policies aimed at improving environment can be evaluated with 

pollution data. 
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