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CORPORATE GOVERNANCE : A SUGGESTIVE CODE

The growing role of market in the world, i.e.
market oriented economy in thelater part of the 20th
century has led to the spread of capitalism,
globalization, liberalization, privatization, demanding
efficiency, corporate culture, model code of conduct
and business ethics for the very survival of the
corporateworld. A largenumber of scamsandfrauds
that have surfaced during thelast three decadeshave
shook the confidence of theinvestors. Today the
investor community aredemanding moretransparency
in business operations, adequate and qualitative
financial and non-financial information and more
accountability of company’ sboard and management.
Good corporategovernanceisanintegral part of the
company’ s management and business philosophy.
Good corporate governance, for the company, does
not mean only compliance with various related
statutory and regulatory requirements. The entire
corporate sector hasto strongly believesthat the
spirit of corporate governance goes beyond the
statutory form, isthe key to success. So, corporate
governanceisconcerned and committed to sound
corporate practi cesbased on conscience, openness,
fairness, professionalism and accountability in
building confidence of itsvarious stakeholder init
thereby paving theway for itslong-term success.

In abroader sense, however, good corporate
governancethe extent to which companiesarerunin
an open and honest manner - createsoverall market
confidence, enhances efficiency of international
capital allocation and contribute ultimately to the
nations' overall wealth and welfarein asuggestive
manner, not based on statutory and regulatory manner.

Theterm' Corporate Governance' isnot precisely
defined anywhere. Some of the definitions are,
however, asfollows:

“Corporate governance is not just corporate
management, it issomething much broader toinclude
afair, efficient and transparent administrationto meet
certain well-defined objectives. It is a system of
structuring, operating and controlling acompany with
aview to achievelong-term strategic goal sto satisfy
shareholders, creditors, employees, customersand
suppliers, and complying with thelegal and regulatory
requirements, apart frommeetingenvironmental and
local community needs. Whenitispractised under a
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well-laid out system, it leadsto thebuilding of alegal,
commercial and institutional framework and
demarcates the boundaries within which these
functionsare performed.”*

“Corporate governanceisasystem by which
companiesarerun. it relatestothe set of incentives,
saf eguards and the dispute resol ution processthat
areusedto control and coordinatetheactionsof the
agentson behalf of the sharehol dersby the Board of
Directors. Shareholdersareresponsiblefor appointing
thedirectorsand auditors. Creating of residual value
is the primary concern of shareholders, but the
processof valuecreationanditslegality areequally
important. Hence, corporate governancerelatestoa
code of conduct the management of the company
observeswhileexercisingits powers.” 2" Corporate
governance can bedefined asaset of systemsand
processes which ensurethat acompany ismanaged
tothebestinterestsof all the stakeholders. The set
systemsthat help thetask of corporate governance
should include certain structural and organizational
aspects, the processthat hel pscorporate governance
will embrace how things are done within such
structure and organi zational systems.”3

The Cadbury committee (U.K.) has defined
corporate governance as “the system by which
companiesaredirected and controlled.” The panel
appointed by thel nstituteof Chartered Accountants
of India to formulate a draft code of corporate
governance has suggested thefollowing definition :
“A corporate governance system isits imbedded
configuration of values, ethicsand appropriateand
expected behaviour which provide the coordinates
for the organization’s performance of itsroleas a
societal entity, inall itsaspects. A codeof corporate
governance makesexplicit both theauditableand the
desirableaspectsof suchaconfiguration.”

Thus, corporate governance is a broad and
somewhat vaguetermwhichisusedtorefer toarange
of corporate controlsand accountability mechanisms
designed to meet theaimsof all the stakeholders. Itis
the process of direction, supervision and
accountability of corporations. It concerns the
theoriesand practicesof theboard of directorsand
its relationships with the shareholders of the
company. Corporate governance relates to laws,
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procedures, practicesandimplicit rulesthat determine

a company’s ahility to take improved managerial

decisions. A number of Global Committeeswereset-

uptolookintothevariousaspectsof the Corporate

Governance. Theseare:

(& Sir Adrain Cadbury Committee on Financial
Asgpectsof Corporate Governance(1992).

(b) Mervyn E. King's Committee on Corporate
Governance(1994).

(c) Greenbury Committee on Directors’
Remuneration (1995)

(d) CAPERS-Globa Corporate GovernancePrinciples
(199).

(e) Business Round Table (BRT) - Statement on
Corporate Governance (1997).

() Hampel Committee on Corporate Governance
(1999). _ _

(g) Blue Ribbon Committee on Improving the
Effectiveness of Corporate Audit committees
(1999).

(h) OECD Principlesof CorporateGovernance(1999).

(i) CACG Principlesfor Corporate Governancein
Commonwedlth (1999).

Corporate governance is important for the
following:

*  Itlaysdown the framework for creating long-
termtrust between compani esand the external
providersof capital.

* |t improves strategic thinking at the top by
inducting independent directors who bring a
wealth of experienceand ahost of new ideasfor
their organization.

* It limits the liability of top management and
directorsby carefully articulating the decision
makingprocess.

*  Itcanenhancetheshareholder value.

*  Itcanprotect interest of shareholdersand other
stakeholdersincluding customers, empl oyees
and society at large.

*  Corporate governance can ensuretransparency
and integrity in communication and to make
availablefull, accurate and clear information to
all concerned.

* |t canensureaccountability for performanceand
toachieveexcellenceatal levels.

* (Good corporate governance can provide
corporate leadership of highest standardsfor
otherstoemulate.

Conclusion-Thus, we can say that, good
corporate governance provides stability and growth
to the enterprise and builds confidence among all
related stakeholders. Also effective governance
reducesperceived risks, consequently reducing cost
of capital, leverage competitive advantagein financia
market and promotes stability, long-term sustenance
of stakeholder’ srelationship. So, wecan say that the
fundamental objectiveisnot merefulfillment of the
requirementsof law in ensuring commitment of the
board in managing the company in a transparent
manner for maximizinglong-term stakehol der’ svalue.
I would like to conclude by quoting Sir Adrian
Cadbury from the preface to the World Bank
publication, Corporate Governance: A Framework for
Implementation; and | quote- “ Corporategovernance
iS..... hol ding the bal ance between economic and
socia goalsand between individual and community
goals. The governance framework is there to
encourage theefficient use of resourcesand equally
to requireaccountability for the stewardship of those
resources. Theaimistoalignas nearly aspossible
theinterestsof individuals, corporationsand society.
The incentive to corporations is to achieve their
corporate aims and to attract investment. The
incentivefor statesisto strengthen their economics
and discourage fraud and mismanagement.” Sowe
cansay that, theroadto efficiency liesinminimizing
regulatory prescriptionsand maximizing voluntary
codesto ensureexcellencein corporate governance.
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