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EVOLUTIDN AND DEVELOPMENT OF
CoNCEPT OF CORPORATE GOVERNANCE

. DEFINITION

I .
| The Instiui= of Companies Secretaries of India has d defined Corporale Govemance a5
: 4~ Applicaiion of best manzgement practices in the DUSINSSEs , E
7 By comping with the law, i frue lettec and in spiril.
andards for effegtive management and distripution of weaith and,
stakehokders.

| 3. Adnerg i efhical sta i
) 4. ww;- for sustainable deﬂelngmnmfall

In general words of Milten Eredinan, the Coporate Governance is
a) Condugtng businass as per siakaholder's desires.
rules of the socisty.

b) Making money / profits while gbsorting basic laws 210 28 & =2
MENT (AS DEVELOPED Y 1CSI)

IJ,rl.l PRINCIFLES OF SUSTAINABLE DEVELOP
; .
| 4 +m e _--l.ﬂ: 8 . .-,. ._: .'.. "=.I|'-'.'--" : ‘_T-" .-"r_- .r...i'i' ik r. I-E.ﬂlrdr__-.; .-..- -.r r :.lf;?' Fakieha _'.-
| o s . ey | Principles. | ~Sroaasioba rams LB iees
| 1' 3 ke ] .I ¥ £l ] 3 I -\- )
\3 Sustainable development Discharging Spcial ~. [ compliance of law in tree
stakeholders p “Heaponsiblities ietter and in spirt
i ] i A Fiv
Effective Management |: application of Best Adherence to ethical
-7 | 2nd distribution of wealth Management Practices — stendards
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2 HiSTORICAL DEVELOPMENT IN WORLD:

Over the pen of time, large number of enactments has been made throughout the warld o en-
sure better govemance i the "'_"ﬁ’rEEE__s!;HE.
Some of them are as follows:

Foreign Corrupt Practices Act, 1977 (USA) Made spegific provisions for establishment, main-
= tgnance and review of iniemal ganiiol® e .
US Securities Exchange Commission Pjﬂﬁﬂﬁt?qd@damltﬂmmm on internal finan-

cial controls in 1879
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Tread Way Commission, 1985

Emphasized the need for setting up inde
beard and ifs commitiees and mnrrn»l—l'ﬁg |rr‘.au
audit function, B

e —

Committee of Sponsoring Organization,

1992

Was formed as 3 result of the Tread way com
mission_and provided the requisite controd frams
work. —

Sarbanes Oxley Act, 2002

It pravided forlchanges in séricus aspects of o=
parate govemance I;k;e aummrs mde_up&nd&'\:!

Cadbury Report, 1992

m The commitles on mw$ i

LMGmemanw in LK am
was incorparated in the London Siock 5
~ change heting rules.

ﬁj The mmmmdaﬂnranf thig report may =
briafed Up a up as I‘nlin-ws =i

lquf_ ole_of CEQ =

higinman
lanced Gﬂmpnsmnn of BOD.
E.. EEIEC’[JDH PIOCEss Tur Nun -axaculive &

rectors
) 1t was chaired by Sir Adrian Ca l::au:lhurr

The Greenbury Report, 1995

| ) It was formed(in_order'to er:amlrlei the re
neration of He direciors like shars qpb‘-‘-*"
farge pay increase ste.

ffur 4 m@ ant recommendation is the es=
isshment of MTM‘EEHMIE% o
prising of non —execubve directars, decids
about the remuneraton qf_mg exacyulive &
rectors.

q_,{iﬂ Mast of its recommendations ug&:_'r_a_ﬂmm
q_f‘ﬁ in isgng rules of the L-:mdn:nn Shock S
change.

(iv) It was chaired by smmun

The Hampell Report, 1958

(i} It was -established tol v.ﬂe_ﬁjer_lf_s -
ommendations of bath, Cadbury ress
and_ Gt&emur!.r were! implemented proos
.of not. |

(i) "EDEU.D.EQ: the recommendations l::-f e

e e e

e - ran

The Turnbull Report

The Ennl'll:nmed E-Dd"E' requited tha companess !

include a garrah'o.,re reg;gr“glng [h_g'@'ggng up i




EVOLUTION AND DEVELGPMENT OF CONCEPT OF CORPORATE GOVERNANCE 1.3
e = — — — — — — —

temal control provisions but did not provide any

guidelines a5 to how should these provisions be

As 3 result a wirking committee was formed un-

ship of Nigel Turnbyll to issue the

Higgs Report, Smith Report and Tyson @ Derek Higgss reviewed the effectivences

Report ' and role of non-exacutive direciors a5 a part”
O feview of combined coge, )

(i} Sir Robert Smith ang his commitiee devel-
oped Guidance Audit committes n_fhe
Combined code. po

(i} The Tyson report was commissioned pn the
Recruitment  and development of Non-
Executive directors.

(i} Site standards of good govemance practice
in relation to issue such as board COMpOsi-
Jon and develcpment, remuneration ac-
countability and audit and relations with
sharehoiders, =
{1l Al companies mcorparated in UK and listed
on the main market of London Stock Ex
change, hence, to raport regarding compli-
ance of combined code, under listing miles.

B Whrite a short note on —
* Cadbury Report 71992

mensions o the corporate govemance, :
List cut the theee important recommendations af the Cadbury Committee and out-
Bne & least five major landmarks in the histerical developments since the salling up
of the Cadbury Committes for improvement in the Carporate Govemnance.

{CS DEC 2009)

3. DEVELOPMENT IN INDIA :
Various Corporate governance inifiations have been taken in Indiz Keeping in view the economic
deliberation and globalization of the domestic aconommy and fast increasing global competition.
Some of these Initiatives are: e
1. Clf's Desirable Corporate Governance Code: L/*/1 #3h¢! C4 st (ress oot o 1)
= Confederation of Indian Industry (CIl) tock the first initiative in India to develop and pro-
e mote & code for Corporate Governance, i ki '
* The draft was releasad in Agpril 1998 and was callad Desirable Cmpnrati Govemance Code.
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Its brief summary is &s follows:

RECOMMENDATIONS

PROVISIONS

Recommendations | (Meetings)

EhDDshnufdmaetEtmesay&aratan irfer-
vamfirnmrthsmthmagam:hﬂemﬂmtrs
discussed at least haif a day.

Recommendations Il (Composition)

(i) Application to companies with 3 tumover
of T 100 crores and abowve,

(@) At least 30% of the board must consists
of Independent non-axecutive directors if
the Chairman is a non-executive director.

(i) AL least ED'}E of the board must consists
of independent non-executive director if
the Chaimnan and Managing Director is

the same.

Recommendation 1] {Number of Director-
zhips) :

A person cannol hold directorship in more

than 10 listed companies excluding the direc-

torship m:

{1} Subsidiaries wherein the group has an
eguity stake 50% over.

(li) Associated companies whersin the
group has an equity stake owver 25'}5 bt
not more than S0%

Finis of Non-executive directors:

) Participate actively in board.
wmﬂm in board,

- Must have a hﬁﬂ;ﬁg& about Balance
ma Loss Account, Cash Flow
'm

e

{a) l%_gf__r'_l;et Profit if a company has a
managing ‘director.
(b} 3% of Net F'mﬁtrflimm:s@m
aging direcior.

(i} Stock options as rewards on the basis of
perffommance can also t'E.EﬂEF.""

Recommendation VI (Re-appointment)

(if The aftendance record of a concerned
direcior seeking reappointment must ba
reviewed. - ———

(ii} If a director has been absent with or
without leave for 50% or mora meetings,
then the same must be mentioned in the
resalution that is put to vote.

Recommendation Vii (Key information to be
reported to the board)

mm.mmmmmm

LH) Annuzl Banguets / Operating plans.

¢

o

-
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f

______

divigicns / m
jﬂj Capital Banquets.

.-’Fﬂ Internal Audil Report.
v} Cases of thefts and fﬁﬁhu'_r

R —

(vi} Fatal/ serious occurrences scodents
}uij Default in the payment of interest

j Diefault in the repayment of public depost.
Jaint Vierhure [ Colaboration agreement detale.
Labour problems and their proposad so-
lutions. :

andation Vill (AUDIT COMIMITTEE)

It includes the followings:
J‘,:} Lizted companies with either a umover

of over € 100 cores or a paid up capital
of T 20 cores should set up Audit Com-

mittee within 2 years.

It shoukd consists of al least 3 members
all of them baing nan =)

and financially literakes,

| (iif) Audit comm must have clearly de-

 fined terms of reference.

| 4i)

|4#v) It should assist board in performing func-

tions like:
__{ayCorporate accounting. -
{b}Financial and accounting controis.
—{c) Public issue of any security etc.

'_,hl"j it El'!ﬂl.lld consiantly hEM

1 o gundhors.
vl Itshmmlunﬂ'l utmost diligence, discharge
g its fidugiary responsibiliies.

} Every listed company should have a
strong . internal El.-":'lt departmenl of an
external a o |ntemal audil hx

the fiscal iscal year 1?93—99
zommendation [X {Additional It should includes:
reholder's Information) _jj" Hi I o avera o
[ pricas in the siock exchange whers the
sompany is listed, -
i) S@Ler_nﬂ_n%;rﬂulf;m {ie) total in-
come - cost alhpuﬁsnﬂm

tive expenses.

ion X (Consolidation of Group

A1) The Fls allowing

Consglidstion of Group Accounts ﬁﬂh
optionsl and subject o

on the basis of the gr

| -
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lg[} The Income Tax Departrent using the
'IJ"‘-"UP concept is assessing corporate in-
Fﬂ""‘.'ﬁ'm

(lil) Companies who voluntarily consolidate
their subsidiary's accounts do not hence
o annex fhe account of its subsidiary
mrnpames under Ea:nnn 212

i i

I:l-E'TII'HtIDI'I of “Group” the parent company
and :Is subsidiaries COmparnty.
Recommendation X1 (Compliance Certificate) | IT says that major stock exchanges should

| msist upen compliance cerfificate signed by

CEQ and CFO stating that

[ Management is responsible for ﬂﬂ*ﬂﬂ
integrity and preparation of ﬁnanclai
statements. _

(i) Accounting policies are according to
standard practice.

i) Full disclosure where accounting policies
aen't according to standard practice.

{iv) Company’s |______af__am;_nimg adminis-

trative systems has been overseen by

i, i il mﬂeg?;ﬁﬁm;_ .......................
Recommendation Xil {th.laﬁt]r pfduﬂusum The quantty and quality of disclosure in case
of domestic issue must be the same followed
in case of GOR issue for all companies with a
paid up capital of T zg_ng'es or mare.
Recommendation Xill (Government The government must allow r funding to
Allowances) the corparale. sechar jgmns%“ﬁn sacurity of
1 shares and olher paper.
Recommendation XIV {Nominee Directors) Fis must avoid appointing nominee directors
in companies except

{iy" In case of serigus debt default.

Mif} In case of the debtor company does not
pravide six monthly or quarterly opera-
IIIII tional data fo the concemed FICs.
Recommendation XV (Credit Rating) A company must disciose the ratin renauedby

Bl

a fmbular format that shows where the mu‘npmyr
stands refative o higher and lower ranking,
In grder o isnprie the environment of trans-
parency and confidence, it i essential to look
at the guantity and quality of dizciosures that
accompany issue of company bonds, deben-
tures and fixed deposits in USA and LK.
Companies cannot have two sels of discio-
sure norms one for forexgners EI‘H:I one for
Indign g[tu:f:sjms_fnr making foreign deht.

3
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sendation XV (Default) Companies that defaults on fixed deposit
A should not be permitted to:

' _{iy Accept further deposits

L{ii) Make inter-corporate loand investments

|4ili} Declare dividends until the default is

made goods.

ar Mangalam Birla Gunnmttae

_; ’(::rr'mad under the chairmanshin of Kumar Mangalam Birla as an initiative taken up by
urities Exchange Board of India.(SEBI).
T ﬁm was to evolve a code of Corporate Governance kesping. in mind the existing
of Governancs in  Indian C:nmpames and in the Capmal Market.
i mmnmndatmm:re
ivided inte mandatory and non-mandatory recommendations

Applicable to all listed companies of 1.3 cores and sbove or net worth of ¥ 25 cores or

more one time in the history of the company.

_ﬁr'pe of the recommendations are:

Composition:
l Board of Directors i

Minimum combination with
not less than 50% of board
consists of Non-Executive

172 of Board
must congists
of Independent
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pendent directors arg:
} Who apart from mﬁz%m;g_gi_qg;m_[ﬁngﬁemﬁm
) have no other ma primary relationship or ransactions
) with the company, its promoters, its subsidiaries, its management

that may affect thair independence.

S I e ' MAXIMUM GAP OF 4
5 HELD AT LEAST MONTHS BETWEEN ANY 2
MEETINGS

4 TIMES IN A YEAR

CHAIRMAN

IN MORE THAN 1D OF MORE THAN 5
COMMITTEES ACROSS COMMITTEES ACROSS5

ALL COMPANIES IN ALL COMPAMNIES IN
WHICH HE IS A DIRECTOR WHICH HE IS A DIRECTOR
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5 Mominee Director :

T, = = = -

{ NOMIMNEE DIRECTOR
i APPOINTED BY Fis

T o
— | ey .

SUBJECT TO SAME

P P e

ACCOQUNTABLE TOQ

DISCIPLINE | SHAREHOLDERS IN
THE SAME MANNER

AS ANY OTHER
DIRECTOR OF
THE COMPAMIES

-

| Non Executive Chairman should be allowed to hold chairman's office at the expense
of the company and be allowed reimbursement of expenses incurred in performance
of his duties.

Shareholder's Grievance Committee:

! Board |
i Should form i

Shareholder’s Grlevance
Committes

To handle Shareholders
problems, complaints or
Erievances

al Body Meeting: In case of general body mesting, details of last three AGME
uid be furnished.
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Company

{ :[ MNon Cﬂmpliam:e I . rﬁ

= " T =V :
g Imposed by SEBI or any other regulatory Authority

To Shareholders

10} Means of Communication : The Company must disclose the details of the mode of
discrimination of gquarterly resulis and presentations made to institutional investors
and statement of Managemant Discussion and Analysis in its Half yearly report to be
sent 1o each household.

11) General Sharcholder Information : Annual report must include specific matters of in-

terests, |
12} Auditor's Certificate : Annual report an auditor's certificate on Corporale govemance |

ag an annaxure to the Diractor's report. _
13) Consolidation of Accounts: Companies should consolidate the accounts in respect

of all subsidiaries in which they hold 51% or more of the capital.
14) Declaration :

1 HALF YEARLY DECLARATION l

1

SUMMARY OF SIGMIFICANT
EVENTS IM LAST 50X MONTHS

e

— e = —y

HOUSEHOLD OF SHAREHOLDERS
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15) Institutional Sharcholders :

BALIST TAKE ACTIVE CN5URE BEGLILAR
|NTFREST 1M | ANDSYSTEMuaD
COMERLSITION QF COMTROL OWVER
Do, CEPNIR LEVEL OF  f
RAHAGERMENT | THE COMPANY

16) Others :

{a) Quarterly rasults and other information must be put upon company’s website s0
that the stock exchange on which such company is listed can put on s own
website.

{b) Shareholders can use the Genersl meetings as a forum to ensure hat he Com-
pany is being managed to maximize their interest

{c) Board must constiule committee under the chairmanship of non-executive direc-
tor to specifically handle sharehoidars grievances like non receipt of balance
sheet, declared dividends efc..

17) Audit Committee:
(a) Composition - :
i Minimum 3 Directors all af them being independed at least one director o
have financial management knowisdge.
ji. Chairman should ba independent direcior and
ji. Company secretary o act as the sacretary of the committes.
iv. The Audit committes can meet in the p‘a&emﬂfsudlmsmﬂﬁ
meeting of audit committes as it may think It pecEssary.

(b} Frequency of the Meeting: 3 times a year and eng in every & months before final-
ization of annual accounts.

{c) Quorum.

e

1/2 OF MEMBERS OF
AUDIT COMMITTEE

WHICHEVER IS HIGHER BUT
THERE SHOULD BE MINIMUM
OF 2 INDEPENDENT
DIRECTORS




TO SEEK
INFORMATION FROM

TO OBTAIN LEGAL —
OR PROFESSINOAL & | TO SEEK OUTSIDERS
ADVICE _ RELEVANT

i EXPERTISE

{a}[ Function:

] =
Review adeguacy of Reviewr firancial and risk
Imtarmad function

. B Ustmﬁfhéﬂsmahb&rnﬁmmmumpaﬁmmgawmmmm

b annual report of the mmpaniasasmmnmﬂndgdhyfhe Kumar Mangalam Birla
cammities.
*  What is the board procedurs recommended by Kumar
lee on covporate governance and what information must be made avaiahis o
the board as per the said committees’ recommendstions. {CE DEC 2005)

3. NARESH CHANDRA COMMITTEE:
{i)  The Nzresh Chandra Committes was formed due o the following reasons -
{a} Failure of turn in 2001 due to auditors and the corporate client did not have ams
length relationship.
(b} Fall of corporate giants like WorldCom, Xerox, Qrwesl Global crossing due to majar
SCans.
{e) Enactment of stringent Sarbanes Oxdey Act in the US.
(i) Al the aforesaid reasons. made India realize the importance fo examine and recom-
mend inter-alia amendments to the faw involving the auditor's client relationships and
the role of Independent directors.

(iif} A brief summary of Naresh Chandra Committee report is as follows:




T

his racommendation provides list of disqualifications for auditing assignments
L =
a) Prohibition of any direct financial interest in the Audit client: -
. :

l AUDIT FIRM, ITS PARTNERS OR MEMBERS

I SHOULD NOT HAVE AMY DIRECT

FINAMCIAL INTEREST
l IN ALIDIT CLIENT
NOTE:

This prohibition is also applicable if any relative of the partners of the Audit firm or its members
haie an interest of more than 2% of the share of profits or Equity capital of the Audit clisnt.

(b} Prohibition on receiving any Loans | Guarantess :

-

AUDIT FIRM, ITS PARTHNERS AND
MEMBERS

o

e e —
CANNOT RECEIVE LOANS GUARANTEES

FROM OR ON BEHALF OF THE AUDIT
CLIENT

{c) Prohibition on Business Relationship -

= =1 P R |
AUDIT FIRM, ITS PARTMERS AND
ME!H'IBEHS

SHOULD NOT HAVE

BUSIMESS RELATIOMSHIP

rii 5

WITH THE ADUTI CLIENT




) The recommendation provides that thers is prohibition on mai
tlonship with key managerial personnel's of audit client.

This will exclude any partner of the Audit firm or member of the engagement
redative of any of key officers of the client company; Le.

i} CEOQ

(i) CFQ

(i) COMPANY SECRETARY

(v} Senior manager belonging top two levels of the manzgement,

v} An Officer in Detault (A= Defined LS % of Companies Act, 1958)

(e} Prohibition of service or cooling off peripd -

AMY PARTMER ANY EEY OFFICER OF
MEMEER OF THE THE CLIEMT COMPANY
ALIT FIRM

—— gD e e e W o =

WILLING TO JOIN

WILLING TO JOIN

THE AUDIT CLIENT | THE AUDIT CLIENT

DMLY AFTER 2 YEARS EROM
THE TIME THEY WERE

[N THE PREPARATION CIF
ACCDUINTS AND ALY OF
THAT CLENT
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" vibition on under dependence on audit client:

FEES RECEIWED FHDMJ

¥
- )
AUDIT CLIEMT AMD ITS

SUASIDIARIES AND AFFILIATES

.
-

¥

SHOULD NOT EXCEED
25% OF THE TOTAL

REVENUES OF THE AUDIT

L i
a * It
IN ORDER TO AVQID ANY
UNDUE DEPENDENCE ON

THE AUDIT CLIENT

- "\..

This recommendation is not applicable on.
. Audit firms for first 5 years from the data of commencement of their activities.
« Audit firms whose total revenues are less than 715 lakhs per year. '

he Audit firm should not carmy out the faliewing activities |

Internal audit sernces.

= Actuarial services.

 Investment advisor or investment banking service.

. Dutsourced financial services.

- \aluation services and faimess explain.
= Staff recruiment and particularty hﬁmﬂﬂmﬁﬂwmﬂfﬁm audit clent.
= Providing temporary staff to the audit clients. :

«  Services related to 1T systems for preparing financial or management accounts and

information flows of a company. :
=1 E=ticn:
= Partners and at least 50% of the engagement team
{a) Responsible for the Audit of,
(i} Listed companies
(ii} A company who's paid up capital by free resourcas exceeds T 10 cores.
(iii} Companies whose turn over exceeds T 50 cores.
{b) Should rotate every 5 years.

nmﬂuﬂrﬁﬁdmb&ﬂmﬂdmmaﬁaauﬂnﬁm,ﬁmmﬂm
i recommends that management should provide 3 glear description -
material liability and its risks which shoukd be foliowed by the auditor's clearly
comments on the management views. 1
Iz mmemufmdmmmldhaﬁmabymsufaspedﬁm#m
shoLsd mmnpanhdwﬂewamsﬂtHnMUIEM}mw
ent's reason for such a replacement.
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{vi) Appointment:
= Audit firm
1. Submit a centificate of Independence
a. To Audit Cormmittee or to the BOD of client COmpany.
i. Stating that:
1. They are independent
2. Have arms length relationship with audit client.
3. Have not engaged in non audited services.
4. Have not disqualified from audit assignment by virtue of any pro-
hibdtions / violation of any limits.

(vii} Composition:

{a) Any listed / unlisted public limited companies.

{b) Having paid —up share capital and reserves of 7 10 cores ar more of lurnover of ¥
50 cores or mora.

{€}) Must have not less than 50% of the BOD consisting of Independent directors,

NOTE:

Thiz will not apply to:

{a) Uniisted Public Companies which have not more than 50% shareholders and which
have no debts due to FIS, Public or banks as long as they do not change their
character.

{b} Unlisted subsidiaries of listed Companies.

(viii) Minimum board Size:

e —

MIMNIMUN SIZE
BOARD

UNLISTED
COMPANIFS

WITH PAID UP SHARE | §
CAPITAL + RESERVES
OF ¥. 10 CRORES OR
MORE OR TURNOVER
OF 7. 50 CRORES OR

MORE. _/J

MUST HAVE A MINIMUM BOARD SEE
CONSISTING OF SEVEN MEMBERS, AT
LEAST FOUR OF THEM SHOULD BEING

INDEFENDENT DIRECTDRS




+fon AND DEVELOPMENT OF CONCEPT OF CORPORATE GOVER
= wemm — ————— = = S

NOTE:

This will not apply to 3

{a) Uniisted Public Companies which have not more than S0% share olch
which have no debts due to FIS, Public or banks as long as they do not

their charactar.
(b} Unlisted subsidiaries of listed companies.

MINUTES OF THE
MEETING OF

OF ALL LISTED/ UMLISTED
COMPANIES WITH A PAID
UP SHARE CAPITAL AND
FREE RESERVE OF T10
[RORES OR MORE

7

OR TURNOVER OF 7 50 CRORE

=

MUST DISCLOSE THE TIMING AND
DURATION OF EACH SUCH
MEETING, DATE AND MEMEBERS
PRESENT

=

.l'|
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i PRESS RELATIONS

{x} Press-Relations:

UNLISTED COMPANIES

==

LISTED COMPAMIES

'WITH FAID UP SHARE
CAPITAL + RESERVES OF T
10 CRORES OF MORE QR
TURNOVER OF £ 50
CRORES OR MORE.

SHOULD TRANSMITALL PRESS RELEASES
AND PAESEMTATION TO ANALYSTS

l T ALL BOARD MEMBERS t

o — —_— —— -~

THIS WiTLL HELF TO KEEF BREFENDENT
CIRECTORS INFORMED

e e R e e e

HEne THE COMPANT PECECTS ITSLLF TO
GEMERAL PUBLIC

{xi)Presence of Director :

IF A DIRECTOR CAN NOT BE
PHYSICALLY PRESENT

BUT WANTS TO PARTIOPATE INTHE
PROCEEDNG OF BOARD ANDH T
COMBAITTEES

=
THEN MINUTS OF
TELECOMFERENCING OR
! VIDEQ COMNFEREMCE

SHOULD CONTAIN
PROOF OF HISS HER
PARTICIPATION




OF

LISTED
COMPAMNIES

UMNLISTED
COMPANIES

WITH PAID UP SHARE
CAPITAL + RESERVES
OF 7 10 CRORES OR
MORE OR TURNOWVER
OF 7 50 CRORES OR
MORE.

s

MUST CONSISTS EXCEUSIVELY
OF INDEPENDEMT DIRECTORS

NOTE:

This will not apply to:

{  Unlisted Puhﬁcﬂmqﬂimmrﬂwrﬁmmmmaﬂm
have no debls due to FIS, Public or banks as long as they do not change their characiar.
Unlisted subsidiaries of listed companies. =

{xiii} Training : All independent direciors st attend at least one such training course be-

' fare assuming responsibilities as an independent director or within one year of becom-
ing independent director, if that not possible in the initial years. -

{xiv) SEBI should refrain itself from exercising its pioneers of subordinate legislation whers

] specific legislations already exists in Companies Act, 1856.

{xv) A Comporate Serious Fraud Office should be séi up in the department of company af-

fairs with specialists inducted.

NARAYAN MURTHY COMMITTEE :

SEEI constituted this commities undar the chairmanship of Shri N.R. Narayan Murthy revi-

o complementation of the Corporate govemance code by listed companies and issue of re-
clause 45 basad on the following recommendations -

‘Mandatory Function : Audit committee should mandatorily review:

Einancial statements, Quarterly / Half yearly financial information,

Management discussion and analysis of financial condition.

Reports pertaining to complianca of law and 1o risk management.

Letters of internal control weakness.

Records of related parly transachons.



(i} Member of Audit Committee:

MEMBERS OF ALIDIT

FINANCIALLY UTERATE ACCOUNTING OR RELATED

MEANS ARILITY TO READ f UNDERSTAMD MEANS HE / SHE SHOULD POSSESS
BASIC FIMANCIAL STATEMENTS EXPERIENLCE IN FINANCE OR ACCOUNTING

(i) Different Accounting Standard : A company must nafify the use of different acoournling
standard if it has done one, stating with reasons that why they believe such altarmative
reatment is more representative of the under laying business transaction.

[iv] Related Party Transaction:
= Statement of all refated parties transaction
* Placed before
* [ndependent Audit Committes
» For formal approval /! rectification

(v} Risk Assessment :
= [nAfarm
* Board Members ;.
= About risk assessment and minimization procedures
= To heip management controd risks through properly methods

{vi) Quarterly Risk Report:

* Place before BOD
= Every Quarier
= A report contains
* Risk faced by the business
=  MMeasures taken to minimize risks
= Any limitations to the risk taking capacity of the corporation.




.wnm-' ;

Utilization of funds reused through JPO:
[ COMPAMIES }

[ DISCLOSE TO AUDIT COMBITTEE ]

ON QUARTERLY ON ANNUAL =
it BASIS
¥ ;

h i

USES [ APPLICATIONS OF PREFARE A STATEMENT OF FUNDS UTILISED FOR
FUNDS FOR MAJQR CATEGORY

PURPOSES OTHER THEN THQSE STATED IN OFFER
DOCUMENT f PROSPECTUS

{viii) Code of Conduct :

{xi) Unethical behavior:

o

¥

THIS STATEMENT SHOULD BE
CERTIFIED BY INDEPENDENT
AUDITORS OF THE COMPANY

It should be obligatory for Board of & company to lay down tha code of condutt for afl
board members and senicr management of a company.

{ix}) Nominee¢ Directors: [t says that

{a) There shall be no nominee director -
{b} Butwhere an institution wishes to appoint one then such appointment must be done

by shareholders.
(e} Nomines Director must have same responsibilities and be subject o same fighilimes

as any other directors.

=} {:umF-em-‘lthnufHan-Euewﬁm Directors:

{a) It fixed by the board and short may be approved by shareholders in general meeing.
Limits should be sel for maximum number of stock options that can be granted o
non-executive directors in gny financial year and in aggregate. i

(b} Companies should publish their compensation philosophy in respect of non-execulve

" directors in their annual report.

(a} Any person

{b} Who obsarves

{c) Unethical / impropas practice

(d} Should inform audit committes

(e} Without necessarily informing their supervisors

i) In case of Subsidiaries: ; P
{a) Provisions of composition of BOD of holding company shouid be s

COMPEMNY.
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{b} At least one independent director on ihe BOD of parent company shall be a direcior
an the BOD of subsidiary company.
fc) The Audit committee of the halding company must also review the same for subsidi-
ary company. :
{d) Minutes of BOD meetings of subsidiary company should be placed for review at BoD
meeting of the parent company.
{xiii) Performance Evaluation of Mon-Executive Director ©
Performance evaiuaiion '
entire BOD excluding the direcior being
determining whether to extend / continue
5. Dr.J.J. irani Expert Committee on Company @
{a) The government constituted a committes in 2004 under the chairmanship of Dr. J.J. Irani,
gi;ectanﬁ.Tﬁ_n_E_ma.
{b} Its main purpose was 10 recommend the gavernment regarding :
iy Proposed revisions to the Companies Act, 1956.
.{if) To address changes taking place in nationgl and international scerario
(i} To help adopting internationalty best practices.
{iv] The extract of the commitiae report regarding managemsent and board governancs is
as follows ;
1. Board of Director :
[a) Company
{b) Should maintain
(e} BOD
{d) And disclose particulars of directors
{e} Through statutory filing of information
Governance Framework :
that should be complied with by
stakeholders above a particular age.
Minimum Members : A
{a) Lane should provide only minimum number of directors necessary for wanous
classes of companies.
{b) Their need not to be any limit 1o miaximum nurnber of direclors.
{c} Mo age limit be specified in the act other that procedures for appointment to
be followed by prescribed companies for appointment of directors.
{d) Government should not interfere in the appointment and remaval of directors
in Non-government companies.
Mon Resident Directors :
{a) Every company should have at least one directer resident in India.
{b) There should not be any need to fake prior approval from the Central Gov-
arnment bafore non resident managssial persons.
independent Directors :
{a) Presence of independent direclors shows good govemance.
{b) Their role, atemnatives, gualifications Eability and manner of appointment must
be clearly stated by law. '
(e} Mumber and proportion of directors in the board may vary dependng on the
size and nature of the company.
Remuneration :
{a) Remuneration decisions should not be based on a "Govemment approval
system” but should be left on the company.

4 oy b |

L]

[
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{b) No limits need to prescribed. - !'
{c) Remuneration committee may be referred for deciding the remu
case of distribution of profits.
7. Committees:
{a) Law should provide for the formation of -
i Audit committes
H i Shareholders committes relabonship.
iii. Remuneration commitiee.
{b) Certain committee must include indepandent ﬂirec:tars for certain categones
of companias where the reguirement of independent directors is mandaied.
8. Duties of Directors: Certain duties of directors should be specified in the act in
an inclusive manner.
8. Disqualification :
{2) Conditions of disqualifications must be already stated in the Act.
{b) Directors must disclose to the board their previous disqualifications, (if any)
({c) if a director fails to attend board meating for a continuous period of one year,
he will have to vacate the office irespective of the fact that the leave of ab-
sence was granted io him / not.
10. Meetings:
{a) Board mesiings &5
(b} To be held every 3 months :
{c) With a2 minimum of 4 meetings to be held in & year.
{d) The gap between 2 meetings should not exceed 4 months
11. Voting:
{a) Use of postal ballot should be allowed in meetings of the members for voling.
{b) Law should provide for voting through electronic mode.
{c) AGMs may be held at a piace other than the place of registered office in India.
1z. Managing Director / whole lime Director / Executive director should be in the
whole time employment of only one company at a time.
13. Key Managerial Personnel:
Every company should be required to appoint
{2} Chief Executive officer,
(b} Chief Finance officer and
{c) Company Secretary as their key managerial personnel whose appointment
and removal shall be by the BOD,

H ¥

* Discuss the sallent features of Marayan Murthy Commitiee’s report on corporaia
govermance. (CS DEC 2003)
i

sk Force on corporate excellence through Governance: e
] Enhlay?l:lﬂ{l Mdepmntmmpmymmﬁmﬂmdammw
the chairmanship of Dr. P.L. Sanjeev Reddy Secretary DCA.
B} Itz aim was:
{ij Toexamine the ways io operationalize the concept of corporate excelience end
tainad basis. P
- (i) To sharpen India’s global competitive edge and to further develop corporate cul.
in the country. :
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[c) A task force on corporate excallence was setup by the group produced a report for raising
- the standard of corporate governance among all companies in India.
(d} It also provided the setfing up of centre for corporate excellence.
{e) A summarization of the Report is :
(i) Higher defineation of independence criteria and minimization of interest conflict potential.
{iij Commitment and accountability from directors can be ensured through more fo-
cused board and committes membarship.
{iii) Introducing formal resagnition of corporate social responsibility.
{iv) Appiy the highest and toughest standard of corporate governance 1o listed companies.
{v} Surveillance of PSUs by agencies shouid be done awsy with and a commission
should be appointed to draft a suitable code of public behavior.
(f) Rﬂmpmenﬁﬂhnsammtm irmpartance of
(i} Meaningful and transparent accounting and reparting
(i) Improved annual report
{lii} Greater facilitation for informed participation.
M}mesMMmmﬂMMdMﬂhmhuﬂWMWndMH

promote pabcy research and studies, fraining and education in the field of corporate gov-
emance,

{h) There should be a clear distinction between the poficy making and oversight responsibili-
ties of the BOD and the executive and implementation responsibilities of corporate man-
agement comprising of the managing director and his/her team of other directors.

';oé 4. OBJECTIVES OF CORPORATE GOVERNANCE :

"#1. Following are the main objectives of

Al [Toleave a prope

_{if) To have adequate number of independent directors that
hoiders.

olders informed about the latest and all other important development re-

the functioning of the management tearm.
control of the affairs of the company at all imes.
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5. ELEMENTS OF GOOD CORPORATE GOVERNANCE :

“'jjj_- or raising

= POvetil=Al.
o

gouch mare fo-

i

_4f) Rale & powers of board s 2 clearly
iy 1t should be clearly stated in the boa '
_{iifj The board is mal nsiple for value ¢
; tof k%'i_'dﬁ'ﬁf'ﬂ'-la organiz=bon Wo
an Tules ar
Management Environment: it includes:
{i} - Transparency at work -
gy i e TESEPH
_{i#ii) Sound business planning.
Ensuring better business risk @ssessment o
") Performance evaluation measures. "
_{wi} Having right skills and right pecple far the right job. .
Business and Community Obligations : Although, profit eaming is the inhe
an organization, it must also take carg of its sacial responsibiiies. These ot
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wgwmm approved by the Board of Directors and then properly communi-

stakeholders.

_¥ Financlal and Operational Reporting : Necessary financial and non-financial reporting
standards must be in place i : the company's performance. These raports
should be mad e available well in advance o the @ng_ﬂimmm_ ctors, in order to aliow them in

_ making infopmed decisions. 3
¥ Monitoring Board Performance : There should be proper mechanism that must be able o
measure the performance of the board 25 a combined entity as well as of individual direc-
tors. It must also make sure %a;rsﬁrzﬂ'?:@. and evaluate such results.

VIl Audit Committees - An efiective audit committee must be present in the company in order
to ensure proper communication with the statutory and internal auditors and internal control
of the organization. r, s, o '

Vill Risk Management : There should be clesr mechanism to identify, analyze. and treal ks

cluds reviewing of , using information technology, outsourcing the oth-

erwise not very impertant tasks and concentrating only on the core iSSuUes.
_IX - Strategy Setting : The abjectives of the company, its long term and short term targets, an-
nual business plan and performance measwres stc. should be well documented. :
X Code of Conduct : It is essential that the organization makes sure that it prepares and effec-
tively communicates, e model code of conduct it has prepared for its employees, in order
to have congenial work environment.
Xl Board Meetings : Directors must give sufficient time and attention to the Boand meetings in
" erder to discharge their responsibilities in an effective manner. This will also increase the
_iével of interacton and the decision making Gapacily. '
/Iﬁ Board Independence : The board's independence is necessary for good govemnance. in order
to ensure independence of the board, sufficient numbers of the independent diractors must be
_present in the bosrd. It is glso necessary m avoiding caonfiict of interests and effective supervision.
ﬁ induction and Training : The members of the board must be properly and from tima
_ ‘mtime be trajned | to handle the functions of the company’s business.
XIV Board Appointments :in order to appomt the members of the board, there should be well
‘ defined and an open procedure to appoint the most effective and competent directors.
The mechanism of selection should be in concumence of the legal and statutory requirements and
the letter of appaintment of the directors should contain ol L fies in delails. _
XV Board Skills : The mmﬂ@_wmhmmmmmﬁm:

~_{ayOperational or t “expartise.
" {b)Financial skills o

W.@mﬂ the government reguiatory Measures.
o Board of Directors in the good coporate govemance. (G5 DiEC 2009)
» On & February, 2009, The Hindustan Times published a news caption ‘Crises

nfﬂimymah# proportions — Fraud @ Satyam. Company running ouf of cash
io pay salaries — faces lawsuils.”

It further remarked: “The country is rocked by possibly the bigges! corporate
fraud. mmsﬁﬂﬁmmdmmhmmnmwaﬂmm{mm
with possible convenisnce of the auditors. ™ Obvicusly, the company commitied
bmachufgondmpuumgwmmhgﬁranuﬂs.

If you hawve Io investigate e case, which aspect of cofporsle govemancs

would you ook into? {CS JUNE 2003}
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2
i ISSUES AND CHALLENGES OF AN
EFFECTIVE BOARD

INTRODUCTION

- We know that it is the Board of Directors that plays a key | important role in the organization.

They are seated on fop of the hierarchy and piay the following important role like:
Ensuring goad governance =
b} M-::rmtc:r managenal efficiency - f i

z_ﬂnsmp ........... .
Thgx-aj o have to gge that the organization duly follows il laws and regulations ba it related
to taxgtions, health or safety.

TYPES OF DIRECTORS

Section 2(13) of Companies. Act, 1862 defines ‘directors’ as any person occupying the posi-
tion of a d direcior, by whatever name called.
Thm dlﬁ&_ﬂtﬂﬂﬁﬁ_ﬁfﬂﬂﬁc@m as _Er-;wlcie-d by | the W,

Types of Nen-Executive

Directors Director

Chairman

21
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DIRECTORS :

nies Act does not define the term ‘Executive Director, S
_ ﬁmh%ﬂﬂ@ﬁﬂmMM1ﬁﬁﬁMMMNmmﬂmm
¥ "Managing director means 3 direcior who, by virtue of an agreement with the co

neral meeting or by its Board of Directors.

pany ar

E “MWE__WEI L
= And includes a person occupying the position of a director, by whateyer par
Jf,:f Performs functions fike:

i) h!gﬂgm% @k ;
A1} 'ﬁﬁqw P e
iﬁi} LW_ assels.
Iv) Entering into contract
2.2 NoN-EXECUTIVE DIRECTORS:
7 They do not get involved in the day-to-da ing of th
“{b) They may or may not be independent directors,
2.3 INDEPENDENT DIRECTORS:

_» By the Naresh Chandra Committes.
~= By the clause 49 of lisfing agreement.

=

.+~ The Naresh Chandra Committee:This committee defines the term 2= 2 nan executive direc-
tor who — :

.» zpart from receiving remuneration does not have pecuniary relationship with the:
-+ Company, promoters and its senior managemant

= Has not been mmr';!%ﬁﬁ_ummm@ﬂ hree years.]

el Has not been the executive or partner of:

A Siatutory audit fim
ﬁrmdeim 5}._'!’{"

4 Legal firms

+4- Consultancy firms, who have matesial association with the company, for iast three years
Ve IglmmmmgmmMﬂmmwmlwumlmmﬂwwi@_




! nﬁt&fﬂlsugp_mr, vendor or customer of the
Bes ot hold more than 2% or more biock of vating shares.
Has not been directoy, indapendent or otherwise,
 terms of free years each.

Fm_%ns&ﬂmmﬁmhma =  financial institutions
not be considered in detsrmining &1 findependent directors. v

Clause 49 Listing Agreement : According to it the lerm director means:

J vﬁmapammnmmngmmmnmwmmm

—1~ Company, promoters and its senior management

-2 Subsidiaries, holding or associated companies.

~ Has not been the executive of the company for last three years.

Has not been the executive or partner of:

1. Statutory audit firm

© 2. Internal audit firm

3. Legal fims

4. Consuitancy fiems, who have material association with the comparry, for last three years.
I:mtrﬂatedtuprmmmBnlrdﬂfmrentmsmmmngementmelmrbalnwm
L BOD.

[s not a significant material supplier, vendor or customer of the company.

- Does not hold more than 2% or more block of voting shares.

!snl'aga not less than 21,

= ﬂsﬁnsanmdspendentdmﬂtﬂr Whafamﬂmpmmsafdam#ﬂnfﬂmmv :
2 4 ing agreement reiated fo the independence of a director, (CS DEC 06) D ( o/
------ R - mmdnymummmndnymmﬂmmmwmmmmmfmm

3 rate governanca? (CS JUNE 07)

= rof i& as follows:
Emmadmmwwmw:mamw
. Addressing the development needs fividual directors so that they are skilled and
efficient to deliver their performance pmpa:l'g'
- Evaluating the performance of the Board members.
Ensuring effective communication with the shareholders.
Helps to establish company's strategy and policies.

- =
» Choiyoean hewe 00 besat Sapinent Elucidake | O€C 22! _J
- ‘Thachﬂuman'amapunﬁmfﬁrfsmfﬂadﬂmmaﬂiandenmmdsam
ness”. Elucidate the statement (CS JUNE 2010) ©cc =o'

M e e T
:m.e_!-f?ﬁ:n_,r-?hur-l i m\.uﬂ*‘ﬂ‘ﬂ"t*ﬂ_} bomds Proadys e (sades; v &
el ¢ Trern oy gt P -3 1 Fhet fedions B Clharrrar ¢ hpualy hag Mo
. kal"-']uf i fre W‘thr-’ir‘f""‘lc t-{hr baaed 1o raky i s bage )
e i . oA Tor rnn.-:f Ca i ALl P Seerne CAABECTT 80
L r F.-r!'.e-_ P T T kY 340 -l'r{"' |-'f'|-?" =N _-w.rq.;._;-_lu .'.'.a‘r;__f 'r_..:l_._-!'___.f r
L g e 2gasd PRt any OH T [ rreeett = CpodfiTal &l
‘-"'I:-;,-"_; 1 'r"".'- el P e Al i o e 4




= — __.":

3. RoLE OF INDEPENDENT DIRECTORS

-
ok

 fa) Balance conflict of stakeholder's interests
{b) Countering pressure
{e} Providing indepandent judgment
|d) Helps in decision making
(e) Act a5 coach and menior

it e

AR} Tp_y@ﬂmnmmws_mﬁw&
4. PROMOTING INDEPENDENCE OF DIRECTORS

. Independence of direciors can be promoted oniy:
~ {a) I it becomes a part of the corporate culture.

() There mmmgﬁwpﬂﬂ -
M-jh Fe:qm--—_r_- . tﬂ- = i
The | & of di can be ensured.i

= Howcan the i nr:eh&pm::tadmﬂmmcmrs?
% Define independent directors. What are the provisions in clause 49 of the
listing agreement ralatad to independence of & diractor? (CS DEC 2006)

5. Boarp's COMPOSITION

1. The Board's
companies. Clai
]




Mon Executive
_q&_ﬂur

-~ Is a Promaters
‘b, Is related to Promoters :
¢. Related to senior management one level batow the Director.
_d. Then, % of the Board must consist of independent Director.

: {b) Disclosure of relationship;
a. Betwsen directors inter-se must mads in specified documents.

e}
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NOTE :

This F"'E’“E?ﬂ‘-'ﬂ.“ not 2pply in case a company fulfills the minimum requirements of Inde-
W@Emmmﬁ ie. % or 1% as the case may be. :

_~Ad} The minimum age or Independent Directors shall be of 24 years.

3Jﬁ Board Compasition is one of the impartant factors of board effectiveness. Elaborste?

4. DIRECTOR AND EXECUTIVE
 Board members have the iimate 1 bility to look after) “‘iﬁmwﬁbﬂl the com-

3 g

TEEREEEN!



.:.:. el e
- Srap ey
“ ol b
LL0, SF R
AND CHALIENGES OF AN EFFECTIVE BOARD 7
BASIS DIRECTORS MANAGERS

Directors are the ulimate lead-
ers who T mede ‘guidance and

Ma ara on the other
hand, are responsibie o camy

direction at the top of the or- | the mmpunmgglm
gafzation, defegated io them by the boam.

ision Making The decision rnal-.ing rs mainly | Managers. on the hand, i_'IH'EE_E'
done by the Bozrd camy of implem

keeping in
r?in; ﬂﬁ!m .n_f.;!ﬂtf_é%!ﬂﬁ
.8

sww

{1 Directors have the uitimate

Mmaugl:a_t_ have far fewer legai

Iaﬁnnship

Responsibilities responsibilities. responsipiliies. © L.
iy They have fo deliver their
dl.rt!ﬁ_wrtl'l due diligence
and 2
(Hiy They may be madﬁ persanal
I e e o s
in botn cnil and criminal law.
Directors are accountaple io the | Managers do_nof have any ie-
ith share holders share holders for the Company's | gal respansibilities towards the
performance. and _can_be re- | shargholders. They ﬂ-'ﬁ- E'E”
moved by them too. peinted and_removed b
Dirsctors.
Ethics and Values Directors are majorly res i- | Managers are_m respon-
ble for [determining _the % sible_for (i aﬁﬂiﬁ‘

and values of the Company.

Ethics.

Company Administration

Directors are majorly responsi-
ble for the administration of the
Company. —

Managers may impart_certain
part_of fhe administrative re-
sponsibilities so that directors
can concentrate on cora wark.

= Prowvision
Insolvency

Director may be held personally
liable or be disqualified or may

suffer_criminal prosecution..if-2
company goes into insolvency.

not effect managers.

e R ol T T

iory Provision
aral

‘There are several other stutory

rovisions that may creats
qrimlrlqli lﬂhﬂh‘hﬂﬁ on_the direc-
tors if.they fsil to_comply_with

those statutory DroviSIans.

Managers are genarally ool
responsible  under - slatilony
pn:wig_in__:!n_ﬁ.__

eaualification

Direclors can be dlsgl.mhﬁed as
Oiracior under [aw.

*  Difference between Direciors and Managers?

Or

> Differentiate between the role of director and managers in an Orgenization?

:"I;,J.n: &l

A

I‘. a!‘.
i

i -
3
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Answer :
.41 Resistance to change
.Ab) Complexity
A€l Time management
Ad) M_i;}g; management
" _fe) Cingihg the traditions
: B Past habits and confusions in roles,

= Mention the barriers in delivering effective leadership?(CS JUNE 2010)

Frank MasPogl, = Lt 7he borert Al gadirh & vitad o velpite
.ﬁH‘--S'r "-.I .‘_.J.E-'l,-_.-\. g .-IJ".,.|I P || '-I:'___F‘ "{-':'.,.1!‘"'"‘;".1""‘: Tl £Ergt 'p i '.

5. TRAINING OF DIRECTORS  oeilfmabeVlorott banauy Leacders g

- L

- imuse 48,0 the hsling agreement in its/Non mandatory eguicement with regard to training pro-
wides &5 under: '

= Acompany may frain its board members.

» Inthe business model of the Company.

~  As well as risk profile of the frainee’s parameters of the Company.
> Responsibilities of directars.

*  The methads in which such dufies may be discharged.

......... ™

1
r e i

6. PERFORMANCE REVIEW OF INDIVIDUAL DIRECTORS

Performance review of individual directors is impartant because -
{i} Itimproves CEO- Board relations
_{il) Makes board operations effective:

(i) Enhances communication;

v} Enhances clarity in roles & duties

¥} Method ta review performance of individual directors (Non Executive directors),

_1a) Peer review method in which every directors performance i reviewed by the other directors.
L b} Self appraisal. S

Faciors considered while evaluating Directors Performance -
. Quantity of issues raised in board and its commiltees mesting.
i) Guidance provided by the board in light of changing market conditions.
_Aill) Method adopied by fhe beard to share issues referrad to them. i
(v} Answerablity of ihe top management to the board an performance related matters.
v} Overall value addition by the discussions taking place at the board mestings.
{wi) Reguiarity and guality of rticipation in the deliberation of the board and its committees,
Corporate Governance is beased on two core principles, these are:
A} Managament must have the necessary Fesdom 1o drive the enterprise without undug resiraints.
f{_iil This freedom of management should be exercised within a frame work of effective ability.




EFFECTIVE BOARD,

ﬂ - Write a short nole on parformance review of individual direciors®

-_..‘

w  List the Principles of Corporale Governance?

RESPONSIBILITIES OF BOARD

Responsibilities of BOD are quite enormeus and multidimensional,
They are in a fiduciary position and must exarcise their powers for fhe benefit of the Compsny

:1 Responsibiliies of BOD can thus be summarzed as follows:

' - i tu training pro-

s ponsibilities towards Com mpany ¥ To act in interast of the Company.

iy To rm‘easel:mﬁtmdﬁ.mw of the Company.
(i) TuJu:ﬁmnusly utilize lhe TESOLTES nfﬂwnpany
{i¥) To enhance company's goodwill.

sponsibilities mwards'ﬂqqgnpnﬁi'ﬁm :fi_t To guide, advica, support and direct the managemeant.
LY Toepsure complmnce of law and gl the peces-
sary disclosuras.

it} To take objective decisions.

{iw} Ta follow company's code of conduct

Sesponsibilities towards stake holders | (i) To increase stake hokders’ value.

{ii) To discourage unfalrtm:ﬁepmcl_]_
{iii) To wmmﬂm%
{iv) Tofolow the principle of equity iowands stakeholders.

e

(v} To dmclnse_ﬂ;gahm to ail the stakeholders.

sponsibilities towards Society or il To promote activities which are socally beneficial
rpmntn Social Responsibilities (CSR) | {if}) To distribute the benefits of such actvities o
the saciety.
{iii) To ensure that Company's prcrduct is zacially
accepizble.
{iv]) To take decisions that does not adversely af-
fect the sociaty.

-=ponsibilities towards Government | (i) To comply with all rules and ‘reguiations stpu-

= lated by the law.

,[ul' To support Mun its. indiatives of
the promeoting welfare and security of the nation.

.{-ﬂﬁ-TnseeﬁﬂatmEGﬂvemmEntduaﬁmthefnnﬂ of
taxes, rates etc are paid by the company.

ater-ship Responsibilities : () To fully disclose, any personal interest in any

transaction, tuallﬁmnﬂmrmnhaauj_ﬂ_,l;_u!ﬁ-

oF {iij To follow code of conduct sat out by the board.
_{iiif) To share all relevant information.

“[L{iv¥ To enable board in taking independent decisions.

e mir— Yo Bl Aria o

(v} Tummmmmmﬁfﬂggﬂ'umm
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. Describe the responsibilities of the Board of Directors lowards fhe company.
management, stakeholders and government. (C5 JUNE 2003)

i

8. BoARD's ROLE

The role of a direcior can be explained as follonwes:
_{i)- Establishing Organization revision by Missiop:
_ja) It is the most important function of the BOD.
—{B) They must act in best interest of the Company’s MissioN.
4T They must see that all activities are in conformity to ofganization,isian 2nd mission.
_Aii) To give strategic advice on direction:
_{=2) Given to the position of the BOD they are in a position 1o provide sirategic advice and
rection 1o lower level of management. -
_{b) They can provide useful guidance which the lower level of the Management may NOLget readiy.
(iil) Overseeing Strategy Implementation and measuring parformance:
{a}f the board’s respar 1sibility to oversee the implementation and expcution of strafegic.
_{b) Alsa, they must set benchmarks againist which performance can be measured.
{iv) Developing and Evaluating CEO:
_{a¥lt is another important role of BOD.
_{ts}In this fast changing world board needs to evaluate the performance of CEO and b
mgnagermen team.
(v} Human He_sn;.lme Function:
(a) It's the duty of BOD to see whether the organization hag sufficient and appropriste NUm
rasource.
_{B) They are regponsibie for:
Ai) Hiring the senior staft
_Ail} Giving directian to the senior staff person.
it} Evalyating the senior staff persans.
{vi) Ensuring Effective Stakeholders relations:
’ {a) This can be ensured in foliowing ways:
- Providing information about Lpcoming avents.
“fiiy Promoting their inferest e |
i) ﬁnqi@iqgggqgg&ialg@ﬂ_mq@mipn link with the general public.
(v} Fostering awareness about the organization goals, objectives. and procass amon;
a1 the shareholders.
_vii) Risk Mitigation: e s etytiy
_A#&) The entire_board ﬁs?_:p_a_?@lyaqirﬁrish management process particularly retating to

; ']
' Ll :.,-,:,__-__;.1| TS i Py T e L 5
oy ¥ L R TL R P s B
-

nancial and legal matter.
b} They should chart cut a plan / process that will help the grganization to minimze
negative of rizks. : ’
They should also idantify the different types of risks that can affect the sector of that
ticular organization. S percton fea ng evali &9
) E_‘-’-I‘T.L.'-_E':;-'-rn {!-cr_.!r:-r-'l.ﬁ:._-"--.- e Arrohe e 1‘:; :\-—-f;_."ll.h"'_'lf. ‘f:"':—f"-'-'ri' A - -
S e .. “_?-|::_ : .. - e - .:.- F'; :::-‘:|=:'|E "".:';.‘l"'l" oy _.'-,_-:_. STEdL o
AL ' -3 RUE Mitkgshe
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SSUES AND CHALLFNGES OF AN EFFECTIVE BOARD

vili)Precuring Resources:
(a) They (bo @__lahwld ensure that an prganization should have all I'EH-‘-M

i § R —

nological, financial reseurces that are highly essential lor a husmmm 4;“

= - Every director should provide @ crestive contribution to the Board by prnu'ﬂ'ﬁ
* 7 objective criticism?

9. FILL IN THE BLANKS WiTH APPROPRIATE WoORD / WoRDS:

' Non executive directors may or may not be . (Independent directors. )

Independent directors are those directors who apart from receiving directors remuneration
da not have any other with the company its promoters, its management or
its subsidiaries which in the judgment of may affect their independence of
judgment. (Material pecuniary relationship or transactions and board).

g According to Naresh Chandra's Committess defintion of Indepenﬁe}lt directors one clausa

says that he is that who has not been af the Company for . (Ex-
ecutive and last 3 years].
:'_.- Substantial shareholder in context to Independent director s cne who holds shares,
CEO and top ﬁ@_pmrwmu_r_eqﬂhammmj
;" Associgte shall mean a which is an associate as defined in = e
counting for investments in associates in consolidated financial statements, issued by ICAL
prizte human (company and accounting standard (AS) 23)

The gap between the resignation removal of an, independent director and appoiniment of
anather independent director shall not excesd {180 days).

s

i) If the chairman is at least one third of the board should comprise of
. {Nen executive director and Independent director)
-5 # Directors of 8 company are in a and must exercise their powers for the bens-

: W fit of the company. (fiduciary position)
10. STATE WHETHER THE FOLLOWING STATEMENTS ARE TRUE OR FALSE:

]

prEcess amongst
-

Training of direclors perizins to mandafory requirements under clause 48 of the liskng
agraement. (False, Non-Mandatory)

iy ralating to fi- o If the Chaimman is an executive director, at least 1/3 of the board should consist ef Independent
, = Directors. {False, at least half of the board should comprise of Independent Directors)
B8 o minimize the i) The minimum age of an independent director according to clause 49.0f the listing agreement

@ sactor of that par-

e

=

i 21, [Trueh

s
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_ (¥} The nominee directors appointed by any bank or financial Institutions will be excludes from
the directors in the determination of the number of independent directors. (True).

/(-ﬂf' Non executive directors can handle gay to day running of the business. (False, they cannot
get involved in day to day running of the business) .

i) Al non executive directors are mdependent direclors. (False, all independent directors ang




"M COMMITTES OF THE BOARD

INTRODUCTION

wﬂagawummmwww_ 3 faled Srp e g

Tw d regulation.

And hence it becomes iMPerive to delegate a part of its work or responsibilities which lssds

Eﬁﬁﬂﬁﬂmﬂﬂmmﬂﬁi__ 2
and effectively, by alicwing th mt-:}cm
2. IMPORTANCE

= Foliowing are the raaso reasons as to why are committees imporignt. They are mpgriant because ey
Reyiew in gre-al dmggls any important issue before it is placed before the BOD
\offl] Share respo
[\ i) Get more m-m'nl:ler:; |mr|:||-.red i decision making process
A7) Enhances effigency and effectivengss
\4¥) Enhances : speciatization
\Avi) Provide experience fo the non-experience hoidars.

= To enable befter and more focused affention on the affairs of the corporate, the
BOD delegate paricular matters to committess of the Board sel up for the purpoess.
Flucidate the staterment and list aut the advantages of forming commifless.

'i MANDATORY COMMITTEES ;’::{ MANDATORY

— =

ALDIT - SHARE — REMUNERA TN e— L'UHFUFI:.A;I"E
l COMMITTE HOLDERS COMMITTEE COMPLIANCE
E GREIVANCE b 4 COMMITTEE

r
i w
| NOMINATION | COMRPORATE ’
TG <= _— S  COMMITTEE GOVERNANLE
e ey COMMITTEE

LS

{.

prg NCGT-

31




ETHICS AND SUSTAINABILITY

ﬁ#* formed under clausg 49 of the listing agresment:

) Minimum 3 directors as members:

¥ T —third (2/3'%) of members shall .r
ah‘maﬁu‘f he committee has to be

ment EXpt Ishe

d L= il [
> Atleastd meelings in 3 y&ar
% Mot more than 4 months shall elapse ball

_Afii) Quorum:
e Either 2 ird {1 members of Audit commities
J’ﬁwmwwh
Committes:

statemant are crediple and comecl
50 Tegarding appeiniment, reappointment, rEPIRCEMENL o 1=

3

mﬂbehmmhlfqraﬁmmentufgmame MOATS —

dgﬂmnmﬁeﬂwnh Indian Regulatory

rreTRERTY



[EES OF THE BOARD

2 Undersaﬂlmgiz&ﬂfﬂwﬂﬂmpanlesm i & PD

i ...lﬁ or
-Ompee.

> ' Audt Commitiee is formed ws 2924, it has to addlwmﬂﬂ
clawse 45 of the Listing Agreemeant.
4} Composition:—

w3 and such number of ather di
~F ufmmanbasaaﬂ

. Twi!ln‘tﬂ any matta' |nrei.ahur| l|:| H’u!: j
Default:—

|EEMEE1}HW
Fine 7 50,000% or

i Both {i} and (i

= \What are the Audit Committea’s a) pomary responsibilifes, and b) enabling re-
sponsibilties?

Answer :
3) Primary responsibilities:
ntegrity of financial reports
A2Z] Ensuring compliance of laws and regulations
_A43) Risk management =
_A4) Related parly transactions oF L
~{5) Whistle-blowing process =
(b} Enabling responsibilities:
{4 Responsible for perﬂ::-::ht.at appraisal = "]
_42) Responsible for privale meafings FRE ! e
4) EM@"M from management influence
5) Mamtalmng code of condyct and ensuring guality e quality enforcament.
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Draw a comparison between the sudit commitiees formed vnder Clause 49 of
the fisting agreement and Section 2924 of the Companies Act, 1936,
{CS DEC. 2009, C5 JUNE 2010)
What is the audit committee? Prepare 3 board note explaining the provisions
of Clause 49 of the listing agreement fo audil commiltees.
{CS DEC 2006)
AEB) R'S GRIEVANCE COMM
it is also called as Investor Griavanca Com
w H15hmedmr&mmﬂmﬁﬂhmmviﬂﬂjﬂfwt
Chairman of this committes 1@_3 non-axecutive director
tizs F to of shareholder’s and investors complaints i.e. nan
receipt of dividend WETENS, I'I'SfE'J' of shares etc.
Number of meelings depends on the business requirement. et
.ﬁs pE.-r Clause HJM_@ {iv), the Bﬁa.l"ﬁ of the company. qhalt dmgﬂesﬂgignf- af

: .l...t! rinigi

# Enpumerale various commitices of fhe board of directors which are reguired to
be formed under the Clauss 49 of the lisfing agreement. (G5 JUNE 2003)

4. NonN- MANDATORY COMMITTEE

A. CORPORATE COMPLIANCE COMMITTEE:

iy To see tha Hﬂatmm@vmmpiﬁmm lhalawsand sﬁatul:ea
fll'.* To see that companies policies, programs and procedurs. comply with company's
i) E@Eaﬂgﬂﬂmbﬂgﬂﬁﬁ‘ﬂm.
# Duties and Responsibilities:
,f /[l} To review mn;:ran'fs iance are throughout well communicated
'[Q-Mﬂ't& mmplzunts E::tanai and :nl:amal except the financial rnam

o e T P

/ﬁll Ta/manitor company's s complian mﬁtmm@ ||'|Itmtr'-lEE5ﬂrt trade: _mmpﬂﬂnm
# _4iv) To see that company implements Iaﬂql;[gﬂms aflsirtg ﬁnm agrments
A ) Te hﬂ___mswﬁ_m EO regarding comphiance issues
g i) Toi the cases of non- compliance
s AT T rt me committees aclivities to the Board
_Aviii) Pesform functions as man-g be designated (conferred) by the the Board

» Prepare & note for the Board on the need to consfitute compliance commiliee
stating ther=in the role of compliance committee and the matters that can be re-
fermed to it

oy & i

SERRTEREY
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——

- CORPORATE GOVERNANCE COMMITTEE:—
. This committee is formed:

— Tgﬂwlﬁmmggv&mgﬂ gmiﬂiimaa 2
—¥ Tohelp mplement COMporale governance EIFEIEI.EE-.

_# To review mg&gﬁ gnml_n_an__m_e_g___udelmas of the -:-.nmpan',r
h_,j-""'TE-_ c =50 responsib for composition of board of appoi -

;;,:rwmmm-
_k~To evalugte the boards performances.
NOMINATION COMMITTEE:—

~ This committee helps the Board to
>~ Appoiniment of nominee directors to the b the Board and senior management levied.

Termination of membership of individual directors accarding to the Boards principle.

B e s the - ate the performance of nominee diréctors.
i anuatgrula-mrrwntteesand delgatﬂ aulm them. CRTER
: Fnrmulatﬂ formal board member capac g progranm.

ngizints e non

Stthen wd
he piohesr af

REMUNERATION COMMITTEE:— |/ ger prvfa bioms (arnres | i
3. H:EWMW

: CEQ and directors
,,[-Fr[ Executives, adminisirative employees

- It establishes Wa incentives and benefit plans,
. Eua]uatﬁ___ﬂﬂﬁﬁﬂiﬂrmm

> itis also called as compensation commities

fif it administers the ES0OS

i} it congists majority of independent directors

o —

it farmulates the terms and conditions of ES0S

i) tumﬂmtfd]mn Luahnnsam w:nlat&d
:#,],a §E§Lilnsﬁeﬂm|ﬁng} Regulations, '['EI"EE and

_ 4] SEBI (Prohibition of Frauduient and Unfar Trade Practices relating to Securities

Harket}lﬁﬁglalians 1995, h;.r_a_gw

~ State the manifestaticns of an effective comumittes,

e

of formation of the committes must
: " l.':almn between the members.
BT _ f both chai

" = seif assessment of srformance of the commitiee.

mm:tteammtbemhpletemaalmq:ect
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> State the composition of ‘remuneration committee’ provided under clause 49 of
the listing agreement. (C5 JUNE 2008, JUNE 2010)

& FiLL IN THE BLANKS WITH APPROPRIATE WORD / WORDS

1. and are mandatory committee which every histed entity has to

constiute under Clause _of the listing agreement (Audit committes ard Share-
 holders Grievance Commitiees and 45}
2. Requiatory Framework with regard to audit commities i also served under of
Companies Act, 1956 (Section 202A)
3. The audit commitiee shall have minimurm directars as with of the mem-

bars will be independant director according to clause 49 of listing agresment (3 and 23"
4. The audit committee should meet at least in a year and not more than
<hall elapse between two meetings. (4 times and 4 months)
5. Under Section 2924 of Companies Act, 1956 every public company with paid-up capital of
ghall constitute audit committee. (¥5 Corers) T
§. The nature of the recommendabions of the audit committee ws 2824 of Comparnes Act, 1956
f (shall be binding on the Bcard)
7. Clause 49 requirements are applicable to companies with paid- up capital of more than
f of net warth greater than of any time in the history of the company
and to companies seeking/listing (73 corer and 725 Cr.)

=

6. STATE WHETHER THE FOLLOWING STATEMENTS ARE TRUE OR FALSE
1 [ SR :
L ation of work fo committees is iggﬁé[aﬁfe today and after such delegation the Board is
| gt ved from all responsibilities. (False, Board still remains responsibie. for all acts)
2/ Sechion 2814 of Companies AcL 1955 provides for the regulatory framework with regard to
4 Audit commitiee. (False, Sec. 292A)

3 The sudit commitiee formed uls 2924 of Companies Act has to additionally meet the re-

guirements of sub-clause 11 of clause 43 af listing Agreement (Trie)
4 As per the requirements of Sec. 2824 of Companies Act, 1956 members of the Audit commit-

-

t=e have o be non- executive directors and any member can be a chairman (True)

5. |n case if the board does not accept the recammendation of the Audit commitiee formed w's
29724 of the Companies Act. 1958, it is not necassary to record the reasons and communicate
e same o the shareholders. (False, it has to record and communicate the reasons to
shareholders)

/6. In order to expedite the process of share transfer, the board of the company shall delegate
T the pioneer of share fransfer to an officer or to @ committee or fo the registrar and share
oo wanster agents and such delegated authority shall attend to share transfer formalities at leasi

once in days. (False, at least once in a fortnight).
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B INTERNAL CONTROL Sy
AND RisSKk MANAGEMENT

Im*rmnuchH

in the world of globalzation, a business has to face tough competition.

¢ The business environment thmws J:r-:llh threats and opporiunities to the business
i is. therefore, Decomes nE'ﬂEEEarr o haw_! efficient risk control measures in_place to face rigk

THis leads to the emergence of infemnal control systern that helps to identify balance and mit-
gale risks that business generally face.

1 DEFINITION :

mot more than
o capital of

ez Act, 1956

Internal control can be defined as a procass which:

Directs. monitors and MEeasuras organizations resources

Protects physical and intangible rescurces of an organization by detecting and preventing
g reduces process vanation and provides prediciable olfconmes

i} Helps business to exploit oppartunity.

) Helps business 1o 1siness o comply with laws and regulations

%) Helps business desl with changing business. eqvimnment, economy and cusiomer demands.

F  Whrite a short note on infermal confro? [CS JUNE 2009)

F  Managing dwaclor of the company iz serdously concermed about the wordng of
the purchase department. He asks you fo examine the adeguacy of the infemal
controls in existence and aclual obsenvance of the internal control system. High-
light the points that will be covered by your in the review {CS DEC 03}

ADVANTAGES OF INTERNAL CONTROL

i more than
W o the compamny

e formed u's
8 cormmunicate
the reasons o

~oBowing are the advantages of IC.

= It helps to balance risk
} Helps in expioiting bus-opportunities
) Safeguard the assets by prevention and detection of fraud.
i) Helps in maintain proper accounting records thus ensuring effective finapcial controls.
Fl Help business o adopt with changes accurnng in business environment
) Helps to ensure qualily of internal and external reporiing.

P to comply with a_\ggalcablg_law_s_a_r_'-f Tragu!a_t_lggs

¥ shall delegale
e and share
nalitios al least




3. COSO DEFINITION OF INTERNAL CONTROL

&
% COSO stands for Committe
¥ Itis a U.S private sefor inftiative
A Main objective:
iy To repo factors that cause fraudulent fnancial reporin
(i) To report the same to the board tp reduce s mpact
# Ithas three = parts:
iy Definition
(i} Key concept
_{tl) Companents
« Definition :— According to COS0, internal Conirol maans -
A3 8 process
“bF ﬂmj,t;iucied gLEm
keY to ac ives of the crganization fke.—
ks Mmuw 2
2. Reliabiity of financial reporting £
8- Compliance with laws and regulation.
-"‘l{eycnm:npt :

,m’ It is & proess. @ means to an end not an end in ftselt

b It iz effected by people, a:mﬁﬁuﬁaﬂwgﬂ}gﬁgﬂanﬁ
manuzls

._Ae¥ It is aimed to achi

i) 1t can provide only reasonable assurance and q&&ﬂ%ﬂmm&
» Components: Internal control consists of fve ir interretated components that apply

entities, small and midsize companies. These  coMmponents arei—
_{a) Control Environment:

It forms the foundation for all other componants of internal control
Ly yreemean” 3 Rinchides ;
_rh"r{u____,!._-,-r'f-r- ¥ N Emmaiualuasandmnmetenmnf_ga_uple - rﬁ
P TE men ™ _gH) Philosophy and operating style of management =4
: {iii) The way ufd;hga'uun of authority and responsibilities
oy T or® () Attention and direction provided by BOD

ro - .

1{12




CONTROL SYSTEM AMD RISK MANAGEMENT

&7 Risk Assessment:
3 It is analysis and identification of rigks well in advanca o
achievement of objectives. S . -

_» Risk can be gither internal or external ohoie

e e e B '

_-¥ Risk assassment is essential because environment (political, legal, mﬁ

or social) keeps on changing.
,,,tr.‘]r Control Activities:

_% These activities are carried out 10 ensure that business actvilies are camed
as per plans of policies and if any deviabions occur, then ese are comemes
by laking necessary actions. ]

_» These activities can be undertaken skl levels and in all ncians.

o Includes :
i authorizatons,
Afl} Verification
_ Ay Reconciliation
_{iv) Orperating Performances Revisw
- ”Jd} Information and Communication:

_# Intemal control deals with the communication of all ralevant information that
helps in the decision making process and discharging responsibilities.

%  Similary, efective mmmmi::.nﬁnnlm_urst occur both upside and down side 1

AN D

an organization and there mst exist proper Means to SUPpOTt such SySIem:
_ke) Monitoring: ;

= Internal control system will run effectively only if continuous monitoring is dong.
.+t is dope in onder tn see whether tha intemal contral Sy=teq] is working prop-

exly o k.
% A if there is any deficiency of sefigus nalure the Same ‘must be repories 10
the top manﬂm{"__gpjﬁand the BOD.
Explain the COSO of internal control.
Mention the major key concepts of COS0.
Explain the major compoanants of COSC it
winternal control refers to the design and uliization of all the means whers by
management is enabled most effectively to safeguard company’s assels, =g~
ministrate the current operations, and pian for the fulure” In the fight of the
ahove statement, state the main components and objectives of the infemal con-
trol and structure in the organization. {CS JUNE D4}

b Gl R ol




it refars to. the variations in the cutcomes that could ocour over a specified period of M,
given situation, &
¥ Inother words:
4 Itis possibility that an event will secur
i) i advarsely affect achisveme Com % obj
% Greater the variations, greater is the risk.
i Types of Risk: Following are the different types of fisks - T 1 1] o 0

.
- * Economic risks i.e. depandance of one product on anather efc
Market Structure
~ INDUSTRY AND SERVICES | _ : :
RISKS : | Businass dynamics
EmeR
RS Risks related to customerns
: | Rizsks related to competition
Risks related to property
Research and Development risks
MAMNAGEMET AND -
an in techng
OPERATIONS RISKS = e
1'-1LIEL_‘1EF l..I:_-| % E_S 7 En'nl'l'l‘nnl'l'rEI'ltEH FiEkE
Risks related to labours, fumover, strikes, lock-out eto
Quantity risks
» | Interest rate risks
MARKET RISKS : | Forex risks
i;}'if SREVILF |- Suppliers risk
Raw material rates




CONTROL SYSTEM AND RiSK MANAGEWENT

: | Elections

War risks

Country risks

dd

Fiscall monetary risks

Bad debis

EDIT RISKS B0
Credit worlhiness risks

Insohancy

QUIDITY RISKS : | Taxrisks

- | Borrowing fmits

- | Natural calamities i.e. Floods, etc

STER RISKS : | Man- made risks

§-

Risk of failure of disaster managament plans

Risk of obsolescence

is

Coardinating risks

RISKS
Systern reliability
g =
: | System capacities
= | Coatract risks
r'_"f'_ A d.:__
T T Indicial risks

Insurance risks

Frauds

T
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a;_ag'_ageq_rrﬂn g_shs its evaluation andEEJmeniahpnnlmkﬁﬁnW
5.1 OBJECTIVES:

Aa) To identify rew risks in_a planped manner.
_;_b]r"'l"u enhance the eﬂe-:t.l'.'amss of Imamai and] external reporting structura.

ey Ta 3 develop a risk culture hat encourages EIZEE'EFEJ!UL.H fisks.

_Ad} To foreses risks, understand them and take important decisions to counter them.
5.2 ADVANTAGES:

- Hﬂﬂ:rs in ﬁﬂi@'f_mﬂgﬂw

. {c) Problems are countered between before they arise.

Ad) Heips in achieving objectives.

) Bfferunnmcs of ot al anrk e Xl TRHOC SO

5.3 STEPSIN RISK MANAGEMENT:

¥ Following are the steps in Risk Management :
_,-H Identification of risk
ooy b} Evaluation/ measurement of risk

_-:;:_'{'__ﬁ,. = (e} Handling of r_uk.&

ﬁ Implernmentation of risk management decizions.
» Identification of Risk :

A&} It is the first step which deais with identifying risks that business environment
' throws a business.
(b) This , step must be taken properly sise it is cause huge loss lo an organization.
e} Following information is must for identification of risk.—
q:.r y ,—; Asset quIl:ngilg_ly_ 2. book yalue, original cost etc.
.-fw Fm-t.ass information Le. raw materal information, nature m‘ plant ete.
._.I"‘b Product mﬁn-m_bnn i.e. consumer or industrial pmdur:l_
Liability information &e. information pertaining to stakeholders.
A Risk Evaluation / Measurament:
= Risk Bvmlugtion includes the determination of ;
M . A=) Probability or chances that losses will occur.
_-~{b} The impact that losses will have upon the financial affairs of the firm
_Ae) To pre-evaluate losses that is likely o arise during the financial year.
_~~ Rigk Handling :
*> Firms are riot entirely free to handle risks on their own.
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INTERNAL CONTROL SYSTEM AND RISK MANAGEMENT

_»= The central and state governments have enacted compulsory &

- Faoliowing are the methods of RISK HANDLING.

tions, failure to comply with, will constitute a_criminal ofence
plant or establishment. -

A= Risk Avoidance:

% Itcan be undertaken only af the planning Siage.
_2- But avoiding risk completaly is not possible as risk is inevitable.
__‘,'LW Rigk Reduction:
A Just like risk avoidance, it is beneficial to plan about risk reduction 3L &S
planning stage.

_—2. This will include reducing risk through insurance like, fire insurance. ms-
ring insurance, environment or handling of dangerous situations.
ﬁ Risk Flenton:
1. Itis also known as risk assumption of risk absorption.
o It is the most commen risk management technique and has two methads
% Active Form: Where risk is retained as part of deliberate mansgs-
ment_stralegy afier censorous evaluation of possible losses and
CaUI5S
_% Passive Form : Where in risk is retsinad either unknawingly or negiigently.
! /uﬂ' Risk Transfer:
As the name itself suggests. here in the risks _ara transferred o thoze or-
ganizations for a price, who specializes in accepting them.
-+ Risk can be transfened in three main forms out of which insurance is he
m__ain methad. The E_rm_sj_ﬁfg@ which risk can be transferred are.—
b‘_,.-“‘" by tort
= by contract of insurance
% by contract other than insurance.
& INSURANCE: The most important method cut of all other fooms that
helps making goods the losses. But one thing that has to be kept in mind
15 fhat it does net protect a fnm_ﬁ:nn'l_._;;aj_J_Lf_.eihut offers protection to sub-
stantial part of it.

- Implementation of Decision :

¥ Onoe the approval is recsived, then implementation of such decisions can be dane

Explain the Risk managemen! process in diagrammatic format What ame the
steps involved in it7 (CS DEC 01, JUNE 04, JUNE 03, JUNE 09, DEC 0F)
What is the meaning of risk management? What are s objectives and acvaniages?
Differantiate betwean risk reduction and risk retention.(CS JUNE 2070)




[ Identification of Rislcs]

!

-,

Risk Evaluation /
Measurement

.

Risk Handling

>

l

[ implementation of Decision

y

(Establish Intemal Contrals |

!

{Eualuate the Internal Controls ]

effectiveness using recognized
frame work

Disclose deficiencies in the Internal Cnnn'u‘:]

.

" Step Taken to Recetify such Deficiencies J

control system and accounting

Significant changes in Internal ]
olicies along with any frauds.

" Risk Avoidance |

" Risk Reduction

Risk Retention 1

[ Risk Transfer |




INTERNAL CONTROL SYSTEM AND Ri5K MANAGEMENT -

6. ROLE OF COMPANY SECRETARY

(i~ To review organizations risk management philosophy
{H To see that this philesophy is understood by all personnel

JHi] To review the sirategic objectives of the arganization and steps that have been underassn
t-a:- achiove then.

{ied *'rn review internal and external factors that is likely to cause hindrance in achievemsnt pf
organizational g'-::ail

_gﬁ- To 55525 DFQEHEEDDHS risk tolerance.

v} T::r assess wh&tl'n&f the steps taken are sufficient enough ta counter actual risk.

] LES— =

[Es{a_hlish Internal Euntrul_s]

Y

Evaluate the Internal Controls
Effectiveness using recognized framework]

[Diﬁ_ﬂ_@_ﬁ_ﬁ.d@ﬁi@&ﬂﬂe_ﬁn the Internal Control |
Y

[ Steps taken to rectify such deficiency

Y

Significant changes in Internal Confrol system and
accounting policies along with any fraud

"'I

=

-

¥ Whal is role of CS in risk management process?{CS JUNE 2010)
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410 GOVERNANCE, BUSINESS ETHICS AND SUSTAINABILITY

x ? =_ ROLE AND RESPONSIBILITIES WITH REGARD TO INTERNAL CONTROL

¥ According to clause 48 of the listing agreement ;
4% The CEO ie. managing director

At} The CF CFO i.e. the whole time Finance Direcior or mg_gmﬂdmg the finance
fun:‘:m s respansible for intemal control systams.
They are mspnnsfijle’in
A Maintain intemal controls.
A} Evaluate t the aﬁe;:uz.renegg of the intermal controls.
Ay Repnn any deficiencies in the internal cantrol systems.

i} Take rnﬁeaéar:.r ste;:rs to r&cuftsum dqﬁmms

phr::& in the mtramal nmtm{s

% Mention the CEQ's and GFO's responsibilities to ensure effeclive Internal control.

8. LEGAL PROVISIONS ON RISK Mmmmﬂ-ma AGREEMENT

* interms of Clause 45 of the lisfing Agreement.

Company should inform the Risk |
 assessment Procedure
II
[ ToB.O.D

i

b
[ Procedures must be reuiewad

o

=

pem:dlmihr
: j To ensure effective
'L Risk Management

L

Management ¢ discussion &
Analysis should d include

gt T e iy

i

1. Risk concerns
2 inu:rnal cnmml 1 System and their

adaquafy




I LeciSLATIVE FRAMEWORK
- OF CORPORATE GOVERNANCE IN INDIA

INTRODUCTION

i The corporate governance in India is mainly governed by the SEBI Guidelines and the Com-
‘panies Act, 1956 along wilh the following other regulations ke
2} Consumer Protection Laws
. Ab) Labour L aws...
"~ {c) Environmental Laws : ,
je) Money Laundering Laws, efc.

Also like SEBI, there are other regulatory autharities that help in foliowing good colpofate
governance guidelines like: -
=) Reserve Bank of India
_ {b) FEMAIFERA(far imports and exports)
.{J;c] Insurance - life and non-life
41 Professional institutes like ICAL ICS], ICWA, alc.
The Securities Board of Indiais the pd ity which regulates all aspects of
securities market. All companies thaf are Tisted on the stock exchangs have to comply with
the listing agreement 3

LEGISLATIVE FRAMEWORK WITH RESPECT TO FOLLOWING

¥ ¥
== e

. BOARD STRUCTURE:
_fa) Size:

_iy Every public company will have rminimum 3 directors. (Section 252}

_{##) In case of public company or orivate company which is the subsidiary of a public

5 campany the maximum number of direciors can be 12
._ Increasing the number beyond this sipulated limd, requires the prior permission
of the Government of India.
. _{iv) The listing agreement does not provide for the size of the board.

_{b) Composition :

(i Section 269 =states that every public company O private company- which is the
subsidiary_of @ public company is required o have 3 Managing Director or whole-

time Director if its paid up capital is more than £ 5 crore.
e —— TR T

i |




peed 2770 97 Every company must hokd meating of fts BOD at legst e in_every three months

GOVERNANCE, BUSINESS ETHICS AND SUSTAINABI

Listing agreemant states that:
1. The board must have an optimum combination of executive and no
directors, with not less than 50% of directors. as non-executive.
2 Wihers the chaiman of the board is a non-executive director, one-third of
hoard must consists of independent directors and if he is an execulive directar;
then at lezist half of the board must consist of indepandent dirsciors.
A If the non-executive director is the promoter of the company or is related to the
of person accupying the management positions at board lavel or

level below the board level. at least one half of the board must consist of the in-
dependent directors.
v,lf'i Number of Directorship:
b Section 275 states that a parson cannot hold office as Directoss af same time in
: not more than 15 companies. -
For the above menfoned purpese the directorships in fhe following companies wil be exciudad:
_a. Private companies ——

_-b. Undimited companies
¢. Non-profit association
d. Alternate directorships
(i) A director cannaot be amenﬁex_inwmg&_ﬂ]an_ﬂ_mmgqrﬂasmepﬂ—
map of more than five committees across all companies in which he is a director.
=+ For the above mentioned purpose the chainmanshipimembersiip in audit commitize
and shareholders' committees will be considered.

. (d)Board Meetings :

and at least four such meetings must be held in every year. (Section 285)

_ 2 Notige for such meefing must be given o every director for the fime being in India at

his usual address.
.37 The quorum of such mesling shall be one- third of its fotal sirength, or two directors
whichever is higher. -

4 Where the number of interested directors i or is more. than two.third of the total
strength, the remaining directors (i.e. the directors not interested) who are present at
the meeting being not less than two, shall be the quorum of the meeting.

Power of the Board:

(i} Section 291 states that BOD of a company shall be enfitied to exercise all such powers.
and do all such acts and things, as the company is authorized fo exercise and do.

{iil Section 282 states that the BOD of the company shall perform.the foliowing func-
tier1 pnly by means of pessing a resolution at the beard meeting ©
_{a Powes 1o make calis on the shareholders in Tespect ol the Money unpajd o their shares.

b} The pawer to authorize the buyback referred to in the first provision to ciause b of

" {d) The power o borrow money otherwise than on debentures.
__-{e} The power to invest the funds of he company.
——4{f} The power to make loans. '

S iy The power of the board s not spefl out in the listing agreement.

] el W e e M : L ; B
! 'r::,'-"{ : -_'_“l.l.-f':_.._.\,_-r.l.!'-.__r“ ._:.l_'.-?h'-'_'.uil ‘h e p e Vel F Vel f

.:_.. X ﬁﬁu.l'" £l ill:'l |-:.-.|-||Ifl




2. COMMITTEES :

r_fh.r’ Audit Commitiee:
{i) The audit commitiee has a very imporiant role to play in the nrganiration
(i) Its role, powers and composition has already been discussed in chapheril
¢ Shareholders Grievance Committee:
A It is  committee uder the cheintianship of 3 nog.e¥pcive difechs whe st
specifically look into the matter of shareholder's grievances. -
(i Probiems may be like nop-receipt of dividend waranl, transfer of shares sfc.
(i) The numiber of meefings, of this committes depends on the business requirsments
{iv) The listing agreement also calls for the formation of
_f:L Remuneration Commities
2. Nomination Cammittee
.3 Compensation Committes
A Corporate Governance Committee
.3 Corporate Compliance Commitiee
) Although formation of this Commities is not mandatary.

3. DISCLOSURE AND TRANSPARENCY :
. The company has to make the following necessary filings in order to ensure imely, sccu-
rate and fransparent disclosyres:
._{i} Company registration_all documents pertaining to incorporation has to be filed.
__{fi) Compkance related filing: this will include all stalutory fing of a-formse:
_~T. Balance Sheet and Profit and Loss Account
2. Return of allotment J
4. Return of buy back of securities Shaaw
4. Return of appointment of managing directors
5. Statutory report
6. Notice of the appointment of auditor
. il Change services: This will include matters fke:
4~ Change in the authorized capital of the company.
2. Change of directors, secretary or authorized ra@_wmﬁgmpqny
_~3. Change in the sifuation of the registered office of the company.

4. Chenge in the chisrer o insirument govarfing the company.

,'.u.:u:q.'—_' months
-

ing in India =t
| ox o directors

ed of the total
) mre present at

{iv) Charge management; This includes fiing the particulars of he charge created, mode
SUCH pOWErs. fied and satisfied with the ROC.
p 1%} Inves ices: This includes filling of complaints by the shareholders of the com-
g fung- MUESIDL SEICES )01 compiaints - : .
; pany in the _;ggcjljg}:}_g_-fnng pertaining fo issues like share/dividends, fixed deposas,
- and dabentures/onds.
I”‘" E;gm of __{wi) Provisions related to Managerial Personnel This includes application pertaining:

. Increase in the number of direciors
2 Appointmentireappointment of managing directors
-3, Payment of commissicn io the directors
&, Removing disqualification of directors
. The company has te send a copy of the balance shest along with the profil and loss sc-

COlinT, audAar's report, director's report and ofner documents attached along with the




5.4 GOVERNANCE, BUSINESS ETHICS AND SUSTAINABILITY
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batance sheet, to.the shareholders at lagsl 21 days before the holding of the general
meetings ifi which such documents are required fo be submitied.
& After presentation of such documents in the general meeting, these are required fo be flsd
with the registrar within 30 days of presenfing such documents in the general mesting
4. DISCLOSURES ACCORDING TO THE LISTING AGREEMENTS :

Clauges Disclosures
Clause 19 Inimate siock exchange atleast 7 days in advance of holding
S E@M@Eﬁ_ﬁg in which the foliowing proposal is likely tn be

.I:'-::r-i_r.a" Trlarty s B 1.. Buy back of shares.

fLn, 2. Declaration of dividend.
o5 4 Issue of convertible debentures ar debentures carrying right
+ Elloner to subscribe the equity shares. g
xn -4 Passing over of dividend.
Clause 20 Intimate the stock exchange myj__uﬁ_argy on the date of holding
¥ E the board meeting considering the above mentioned matters
s within 15 minutes of the closure of such meeting through lstter
wadch fe 1S of fax abour T . i
B 1} Dividend declared.
- 27 Decigion on buy back of securilies.
A % Total tumaver, gross profit, provision for depreciation, tax
e O CrTHr vt b PEF i provisions and net profits for the year.
Clause 22 _, . £ —> | Intimate the stock exchangs within 15 minuies of clogure of the
LMl meeting of the board, held fo consider the aforesaid matters,
A :“|-:-. Lok e g P 'E: [ EbF\Ut FI-EII"]-'CLH-EII'E- af.
Tt & bl 1. Incréase in the capital through bonus or rights issue. .
Phteraie S v ra . 27 Issue of forfeited shares or shares held in resanes for fu-
ure use,

¥~ Alterations in the capital.
4. Any other information . necessary from the point of view of

the shareholders. e
Clause 29 Gertnl flergie| Intimate the stock exchange sbout any change in the general
i bade 6 b | Character or nature of the company.

Clause 30 Intimate the stock exchange about:

m:ﬁ;-ﬁ{ 4+ Change in the directorship of the company sither due ta

’ deth. resignation or removal.
i .o 2. Change in the Managing Directors, Secretaries or Manag-

il f5 Fogrind ing agents, s -
gl b 3 Change in the auditors.
T Clause 31 Forward the following copies 1o the stock exchange:
1. 6 copies of statutory and director's report, profit and loss
aicount and balance sheet.
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3 copies of all notices including the nolices issued Unoer
Section 391 and Section 394 read along with Section 389
Copy of the ve_proceedings of all annual and extraordinany
general meefings.

3 @ues of the nofices and Gl mrcuiars issued by the -:-l;vrnpzn‘l!.r

dasamus to absorb, merge or amalgamate

Provide copy of the balance sheet and profit and loss ac-
count_along with the cash fiow statement prepared in ac-
cnrdan::& with AS-3

The company will have to I@dal‘nﬂly’ publizh consolidated
financial accounts in its annual report by gelting the same
audited by a statutory auditor and file the copy of the same

to the siock exchange.

| File the shareholding pattern with the: am::hange in the specified

= | format on 8 quartery basis within 21 days from the end of each
Leries guarter. _
Inform the exchange about the events
&5 kmud Avee L8 Like sinike, lock outs, closure on account of power cuts, both
g at the fime of gocurrence of the event and at the time of cessa-

tion of the event io keep the exchange along with the share-
holders informed about the position of the company.

2 And also such events that will have effect on the performance
of the company and also the price sensitive information.

b B ey
e L

'_..*;r\- ..-:'.:‘---‘hI ..—|$:I'_r]
Sl b Ty
W T Ao

Tr &

Fumish un-zudited financial results on 2 guarterly results with
effact fr{:ﬂIIJL‘:E guarter anding i I'u'ran:.h 31,2000
L-+t;  Within one month from the end of fh the : quarter fo the stock
exchange.
Make announcement to the stock exchangs where the
CDEEE 3.: is listed, within 15 minutes from the end of the
board meeting or mesting m‘ lhe sub-committee in which
_ such sccounts are placed.
Publish within 48 hours from the end of the board meeting
or meehng of the sub-committee in at least ane English
newspaper having nation-wide circulation and in the: lan-

guage of the. :lgglnn in_which the registered nl’ﬁm of fhe
Company wigted

2.

LA, -_'1,_‘.,.1,,‘:,!:!

Disclosures pertaning to:

1. CQuartery resulis.

2. Annugl reporis.

3. Participation of the directors in the board meefings and
committes meatings.

4, Remureration of the direciors,

5, Risk management

FilB the following information, statm‘nents ; and reports on he
Elecronic Data Information Filing and Retrieval 1EDTFF|H}.
A=
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B PR 2~ Halr-yearly and quarterly financial statements. L AS)
Oa, e 8T | 3 Sharehalding pattern statements.
3 4 Corporate governance report =
v’r'_a.,;h 5 mmmﬁmmﬂmw.ﬂwmﬁmaﬂﬁh.
- i Such other information that ify from time o time.
Clausa 52 Includes Corporate Filling and Dissemination System and re-
porting information as_may be specified & by the participating
stock exchange in this within the fime limit as per the
respective clause of e ' |
+ Whal are the major disclosures dealing with fransparency gnd disclosures
by companies?(CS DEC 2003) /ﬁ
w  \White a short note o maximuy i number of direcforship in a company.
. (CS DEC 2003) La

a director in 14 compamies. He is appointed as the director
of ancther company known a5 Growfast Lid. Advise him on the following iSaLEs.
1y Restrictions on the numberafcﬁmﬂ#}b'bphﬁdbrmmﬁmand ;
whather he can aceepl such intm mﬂmﬂf '

2) mmmmm_mmﬁdﬁmpwmmmwm |
cailing on the number of Mﬂﬂ&? (€S JUNE 2003) |

= Awmm_mwmmmha_mmanmmnfmm
mamﬂammwmmmm (CS DEC 2003}

* \What are the mequiements with regard io quartm TS 7
(CS JUNE 2006)

explain the provisions o
{CS DEC 2006)

%.Z
gﬁ
|

% \What is ‘audi? commitfee'? Prepare 2 board nofe
dausedgufﬂmﬁsﬂngagmenmnthEdmwdﬁmmm.

3. SOME OTHER DISCLOSURES unDER SEBI GUIDELINES

1. Disclosure under SEBI (Disclosure and Investor Protection) Guidelines.
_{af Filling of draft offer document : The draft offer dogument should be made public for 3
\S0) period of 15 days from the date of filfing the offer doeument with the board.
Disclosure of IPO grading : EVery uEIEEmumy must disclosa:
A Al the grades obtzined from e credit rting Sgensy.
A &@EEEM;&WW. abridged prospectus and at all
m%@g the company i advertising for the 1IPO.
J_{-B}"Pti—m nts : Every company will have o
yerauit A8 jesue an advertisement in one English nagional newSPERE one Hindi national
S .. Dewspaperand in one local newspaper of e region in which the registare e of
' ampany is situated.
'  to be made only after final cbservation has been 1 obtained

E b2l =il L=

T o it e s

l/[en Contents of the ZWEMWMWMHWJ@EE
as per Schedule Il of the Companies Act, 1956.

4y Disclosures
Ay Disclosures prescribed under CHAPTER V1 of SEBI (DIP) Guidelines.

J'J-.nlrtnpi
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L,,{e‘j_ﬂPﬂst-h:mumnmtunngrepﬂrt: The due date for submitting the post-ssue
reports are:
i | e EﬂaymnﬂurmgrepmﬁnmaﬂmmmmﬂmmMH“
3™ day from the date of allocation
In the book building process ! ;

or
one day prior to the opening of the
fixed price portion, whic er
Wiy~ 3 day monitoring report in other cases, including the fixed price portion of book
building issue, in this case the due dats is:

 discios “@Eﬂﬂi%
o /(,IH]” Final post-issue nmnm report for all Issues. in ihis case the due date will be:

dayfmmfhedﬁ of [isting

or

; —lssure Advertisements T ue Lead Mam_ﬂauk.&r must ensure to give
ents regardi ___g,ghm_ﬂ'ﬁl'[ﬂd from the date of com-

phhunufvmnusaclmheshat “one English Mational Daily nawspaper, in one Hindi

nempap&r and in one h@mm_g_@g regicn in which
EtEf&imllf.ﬂiE company is situated.
Details of over-subscription.

{,&a&ls of allotment.
. Number, value, and percentage of applcation.

. Date of completion of dispatch of refund orders.
&7 Date of dispatch of certificates,
B Date of filling of listing application,

. Disclogure under SEBI (Substantial Acquisition of Shares and Takeover) Regulations, 1947
{a) Initial/Periodic Disclosures (Regulation 7)
A7 Acquirer:
{i} Any acquirer who acquires shares or voting rights which would entithe him to hold
5%, 10%. 14%. 54% or 74% of shares or vofing rights in a company, shall dis-
close at every stage of acquisition of shares or voting rights to the company and
to the stock exchange where the shares of the target company are listed.

(i) Any acquirer whose holding is between 15% to 55% of the shares or voting rights
in @ company, shall disclose purchase or sales aggregating fo 2% or more of the
share capital of the target company and fo the stock exchange, where the shares
of the target company are listad.

(im) The disclosure mentioned in the points (i) and (i) has to be made within 2 days of
1. The raceipt of the information of allotment of sharas.
2. The acquisition of shares or voting rights as the case may be.
-2 Company : Every company, who has received initial disclosure from an acquirer,
shall disclose to all the stock exchanges on which the shares of the said company are

listad, the aggregate number of shares held by sach person referred above within 7
days of receipt of information from the acquirer.
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(i)

(B} Continual disclosures (Regulation )
= Bcguirer/promoter

.

Company : Every company whose shares are listed an the stock exchange, shzll
within 30 days from the end of the financial year ending March 31, as well as from the
record date of the company for the purpose of declaration of the dividend, make
yearly disclosuras to all the stock exchanges whare the shares of the company ane
listed, about the changes in the holding of the acquirer/promoter.

=

GOVERNANCE, BUSINESS ETHICS AND SUSTAINABILITY
5_—:—#_:::5

Every person including the person mentioned undar Regulation §, who holds
more than 15% of shares or vofing rights in any company, shall within 21 days
from the financial year ending March 31, make yearly disclosure fo the company.
in respect of his holding as on March, 31. :
A promoter or @ person having control over the compary shail, within 21 days
from the financial year ending March 31, as well as from the record date of the
company for the purpose of ceclaration of the dividend, disclose the number or
percentage of the shares or voting rights held by him and person acking in con-
cert with him, in that company to the company.

What is the concept of takeover? Explain the SEBI {Substantial Acguisition
and Takeover Reguiations). 1997 relsted to takeover of control and man-
agement of the company. {CS DEC 2006)
Wiite & shorl nole ons

1) Acquirer

2) Controf

w. r { SEBI {Substantial Acquisition and Takeover Regulations}, 1 997

(CS JUNE 2008}

Dafine person acting in concert w. r. L SEBI {Substantial Acquisition and
Takeover Regulations), T397. (CS JUNE 2008}
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bl LEGISLATIVE FRAMEWORK OF CORPORATE GOVERNANCE :
AN INTERNATIONAL PERSPECTIVE

o the company,
INTRODUCTION

within 21 days

actng in con-

exchange, shall In this world of global competition, corporate round the world are realizing the importance of
== well 2= from the good govemance pracices.
dividand, maks Varicus legisiations are also being used to implement corporate governance guidelines by them.
e company are in this chapter, we will study about the structure of corporste govemnance mechanisms in the
UsA, UK and Australia.

Acquisition } UNITED STATES OF AMERICA

j and man-
- (ES5 DEC 2006) The New York Stock Exchange has devised certam guidelines which are applicable to all the
companies which are listed on the New York Stock Exchange

These guidelines regarding the Board structure, audit committee, remuneration commitiss
and nomination committes are as follows

Ea) BoaRD URE :
TS JUNE 2008) STRUCT

Aequisition and 8l According to guidelines all listed companies must have majority of independent directors EXCEPT

3 JUNE 2008} (i) Companies whose more than 50% of voting power is held by an individuzl, group or an-
other company.
{ii} Limited partnership and companies involved in bankrupicy proceedings
{iii} All listed foreign private isswers can follow thelr home couniry pracboe in fieu of this provision.
The guidelines also determine independence of directors. Accordingly following is the cotena
for determine the independence of a direchor .

'CANNOT BE INDEPENDENT DIRECTOR ; LINTIL

A diractor who s an employes or whose rela- | 3 Years after the end of such employment rela-
tive i an executive officer of the company uan

A direcior who or his relative receives mare | 3 years after hef she ceases to receive more
than $ 100,000 as compensation except di- than % 100,000 per year in such compensabon

rector or commitiees fees or pension

A director who or whose relative is em- | 3 years after the end of the affiliation / empioy-
ployed or afffisted in a professional ca- | ment/ auditing relations.

pacity by presentformer intemal/ external :
auditor

A direcior who or his relative is employed as |  years after the end of such service or e
an executive of any ather company where | employment relationship.

6.1
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- ,mr,dﬂmhﬁdmmpanfspresenteml
fves serve on thal company's compensation
commitles

v} A direciors who or his relative is an em- 3 years after falling below such limit
ployee or an executive of a company that
makes payments or receives. Payments
from a listed company for services in an
amount which exceeds § 1 million in a fis-
cal year.

Or
29, of such other company's consafidated
___ Qross revenues.

I AT COMMITTEE:

All listed company must have an audit committee. i[“hai;
{a) Compositions : - : i} To
(i) =tleast 3 members. {ill) To
(i) All members must be independent {iv) Ta
{iii} Each member must be fimancially literate oo
{iw) NMmmmenmmwhmmmmummlmmwntexm. Audit {
{b) Functions : and anm
(i} To monitor the financial ztatements of the company. i
(i} To ensure compliance with legal requiremenis. TI_;:‘:J
{iii) To menitor the performance of internal audit funchon.
{iv) To prepare zn audit commities report as reguired by the SEC to be included in the com- l_f] B
pany’s annual proxy statement, (i) Ac
{v) Discussing risk assessment and risk management policies (iii) Int
vi) Meetings with internal auditars, independent auditors and management {iv) Ve
{vil) Investigating frauds and discussing audit problems with auditors. {¥) B
{viii) Reporting to the BOD bi) Le
{ix} Establishing clear hering policies for emplayees. . E:I:i}ﬂ’
& 5t
T REMUNERATION COMMITTEE : menta
{a} All fisted companies must have a compensation commitiee with entiraly independant directors T.he? :
as its members. iy 3
{b) Functions — m
{i) Toreview corporate goals and objectives relevant fo CEO compensation. 3
fii} To evaluste GEC's performance in light of thase goals and objectives. x
(i) To determine and approve the CEQ's compensation lavel based on this evaluation, 5
' (iv) Recommending BOD regarding non CEO compensation and incentive plans. b5 I.r

(v) Prepare & report to be incluced in company's annual statement.
{vi) To evaluate the annual performance of the compensation committee.



Il fisted companies must have a nominating committee with entirely independent dirsciors ==
its members. ;
Funclions ‘—

{i] Tolidentify people who can gualify o become board members.

i} To recommend the BOD about the set of corporate governance principles which are ap-
plicable to the crganization

{iii} To evaluate the board and management
{iv} Toevaluate the annual performance of the committes ftsell.

BANES OXLEY ACT -

SARBANES OXLEY ACT extends to all companies which are listed in the U.S
It has created publicity funded, Oversight board whose main functions are '—
{f] To monitor the auditor

{ii} To strengthans the auditors mdap&ndanm

{iii) To CEO accountable for financial staleaments.

{iv] To devise heavy penalties for fraud dnd linger prison sentences for cerain types of white-
coliar crimes.

Audit Committee : The SOX Act defines the audit committes as the comméttea established by

and amongst the board of directors of an issuer for the purpose nfmarseangmemunnng and

financial reporting processes of the issuer and audits of the financial statements of the issuer or if

no such committee exists with respect to an issuer, the antire of BOD of the issuwer.

The SOX defines an auditor as independent if he is not engaged in the following activities :
(i} Bookkeeping or other services related fo accounting record.

(i} Achiaral services.

{jii) Internal audit sourcing Services

(iv) Valuation services

{v) Management functions or human resources

[wi) Legal services

{vii)Broker or dealer or investment adviser servicas.

The securities Exchange Commission has set out the following rules which help in th:e irripha-
mentation of S0OX’s govarnance provisions.

They are .—
(i) Standards relating to listed company audit committeas.
This rule redatas 10 -
= |ndependence of audit committee mambers.
s Their responsibility to select and moniter company’s independent accounts.
= Procedure for handling complaints,
s  Authority of the audit committes to seek cutside advice.
{ii} Implementation of Standards of Professional Canduct for Altorneys.
= Under this rule attorneys have to report all lagal vickations.
»  [|f lawyers see any wrong doings they must inform the company.




= The company must then take reasonable action, in absence of which the attorneys
Ering into everyone’s nodice that company resigns from professional considerstions.,
(i) Strengthening the requirements regarding awditors independence:- this rule focuses
the non- engagement of the auditor in non-audit services.
{iv} Disclosure required by Sections 406 and 407 of the Sarbanes Oxley Act
This rule sets standards for ethics codes and the audit committea financial expert.

F  What are the activities prohibited by the Sarbanes Oxley Act, in which an aud®
firm cannot engage m?

(B) UNITED KINGDOM

* Al companies incorporated in UK and listed on London Stock Exchange have to report a
their compliance with the combimed codes.

#  Combined code is not a ngid set of rules rather a guide fo good corporate governance practices

# Compliance with combined code is not entirely necessary, but it it suggestad to inform
shareholders about the cases of non-compliance, who are interested in the position of

company.
= The companies ara required to report their adherence corporate governancs in bwo forms.

{I) First, general compliance of codes principles
{if} Second, non- compliance of any of the codes principles.

I BoarRD STRUCTURE:

{a} Composition :
(i Thair should be a balance of executive and non-executives directors. Especiaily in
pendant non- executive directors. '
(H) Half of the board, excluding chaimman consists of independent non- executive diraclors
(lf} Small companies should have at legst two independent non- executive directors.

{b) Independence of Directors ; All directors apart from the following are independent di
(i} Who has been an employee of the company for [ast 5 years.
(i)} Who has, or has had materal busness relationship with he company, parmer, dir
or senicr management for [ast B years.
{iii) Wha has close family ties with director or senior or management level.
(iv) Has significant links with other directors through involvernent in other companies.
(¥} = a =ignificant shareholder.
{vi) Has served on the board for more than & years from the date of their first election.

{c) Separation of the Role of Chairman and Managing Director :
¥ The code requires that chairman and managing director should not parform the same role.
#  Their responsibifities must be cleary divided.
#  In excepbonal cases, the chief executive can be &han'man provided major sharehold
have consented for the same.




FrAMBWOR OF CORPORATE SGOVERNANCE : AN INTERNATONAL PEsFeCvE

I AUDIT COMMITTEE : )i

———

i) Composition : : #

() It mustconsist of at least 3 or, in case of smaller companies, 2 non- execulive Ndesenc-
ent directors.

{ii) Atleast one member of the committee must have financial management experiise

b} Functions :

(i) To monitor the financial staterments of the company

{(ii) To monitor internal financial contrals, intarnal contrel and risk managemeant Sysiams

{iii} Teo moanitor the effectiveness of the company’s intemal audit functions.

{iv) To make recommendations to the board regarding appointment, reappointment or /=
moval of extemnal auditor alang with approving their remuneration.

{v) To monitor the exiemal auditor's independence

e o report ab
i REMUNERATION COMMITTEE :

1 e practices.
B to inform thos
e position of

ja) Composition : :

{} Atleast 3 or, in case of smaller companies, 2 independant non-executive directors.

{iff The company may alsc be a member of the committes, but not to chair, only if hefshe
was considered independent on appaintment as chairman.

{b) Functions : ;

(I} To set remuneration for ali executive directors and the chairman including pensions.

{ii} To monitor, recommend the structure of remuneration far sanior management.

{iii} To invite sharsholders specifically to approve long- term incentive schemes and changes
m axpsting schemes,

=N fwo forms.

NoMINATION COMMITTEE :

Compogsition :

() majority members should be independent non- executive directors.

(i} Chairman or an independent non- executive director should chair the committee.

{iif) Point (ii} is not valid when the matter relates to the appointment of a successor fo e
chairmanship.

AUSTRALIA

The Australian Stock Exchange Regulates the behavior of ASK Fisted companies through &=
listirg rules.

The ASK Corporate Governance Council issued Corporate Governance Principles in 2003
revised in 2007, came into effect from January 1,2008

These are just guidelines based on approach similar to that of combined code — “if not;, wiy
not approach’.

BoARD STRUCTURE :

} Composition :
{i} Majority of board should consist of independent directors.
{ii} It should have effective composition.

o sharahaldars
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(b} Independence of Directors :
FmMmmctamﬁm»Etn be:msidemdwﬁedeumirﬂ;ﬁmiﬂqﬂmmda:ﬁm:
(i) Wnether helshaisa substantial shareholder of the company.

(@) Whether he/she is/has been employed as an evecutive 2nd whether a period of 3 years
has elapsed Delween ceasing such employment and sefving on the board.
i) Whether ha/she. has material associgtion with the company a5 adviser or consults
within l2st thrae year.
{lv) Whether he/she 15 2 material supplier ar ¢
[v) Whether ha/she has material constructional retationship with the cofmpany.
{c) The chairman of the Bpard should be an inde [
zation and conduct of the mognd's functioning.
{d) The responsibilities of chairman and that of CEC must ne clearly distinguished.

1 AumiT COMMITTEE -

{a} Composition :
(i} Consistonly of non-executive dinectors
(i) Consistofa majarity of independent directors
(iii) Have at least 3 members
{iw]) It shoukd be chaired by an independent chagman who must net be chairman of the board.
(b} Functions :
(il To monitor the internal audit function
(if) Torecommend #ne board regarding appainiment, reappointrnent and removal of extemal audicrs.
{iii) To review and 355853 the performances and independenca of extermal auditors.
{iv) To ses whether exiernal reparting is consistent with committee member's informathon

and shareholders needs.

111 EEMUNERATION CoMMITTEE:

(£ Composition :
{i} Consisting majority of independent direclors,
{il} Atleast3 members.
{iil} Be chairad by independent directors.

b} Functions :
{iy Prapanng remuneration, recruitment, terminating and retention pobcy.
{il} Deciding ramuneration of Senior executives.
{ili} Preparing gupErannuation arrangaments.

IV NoMINATION COMMITTEE

(a) Composition :
Consisting majority of independent direciors.
{ii} Be chaired by an independent chairman.
{iii) Must have at least 3 members,
{b) Functions :
(i} Toevaiuste performances of the board members.
{ii} Toappoint and re-elect diractors.
(i) To review board sucoession plans.
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e m CORPORATE SOCIAL
o s S RESPONSIBILITY

"

1. MEANING

It is an evolving term which does not have any standard definition.
The WORLD BUSINESS COUNGIL has defined CSR as the commitment of an organization o
Behave ethically, fairly and responsibly 1o accelerate the process of social and economic

development.
That will improve the standand! quality of life of the warkforce and their farmilies and mest

the expeciations of society at large.

And which will positively influence the sociefy by taking the interests of ils stakehalder
into consideration while making dacisions.

It is also called as Corperate Citizenship or Corporate Responsibility.

Fmcludes

Understanding crganization’s social, econpmical, political, ethical and moral responsibilibes
Complying with rules and regulations as stipulated Dy the law.

Facing challenges that business environmental throws o 8 business.

Management of corporate responsibilities.

+ Companies are aware that they can contribute to suslainable development by

managing their aperations that enhances econamic growih and compelifvensss
4 along with profecting the environment and promofing social responsibiiy, -
¥ cluding consumer interasts. Elucidate.

. FacTtors INFLUENCING CSR

ollawing are the factors that have led to increase in the atlention fowards CSE —
GLOBALISATION © It has led to increasa in the competition and also the number of chCes 3
consurmer can now have. So in order to pace up with this competition, arganizations will Bawe
to think beyond the profit motive and serve the customer at large.

GOVERNMENTS - The govemnments of various countries coupled with international organees-
tions ke UNO, ILD, OECD, have made guidelines on welfare that the participating Compa-
nies are supposed to follow mandatorily. .
ADVANCEMENT : Advancement in communication technology has helped he Slakshoiers
to track the corporate activities and disseminate informaticn about therm. S0 in oder & -
tain goodwill among them, it becomes necessary to offer all relevant informaton o Tem

about the company's social activities.
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+»  CONSUMERS AND INVESTORS : These days both consumers and investors demand mons
information fram the corporaie because iU's their money which is invested in the business.

» BREACHES : Numerous breaches that have resulted in the past have campelled the organk
>ation to disclose ali possible information to ensure ransparency.

+ CITIZENS - It's the citizens who have made it very ciear that the organizations will have 12
meat social and environmental standards no matier wherever they operaie.

» BUSINESSES - Businesses round the glabe have now learnt that they can operate Suctess
fully only if they adopt effective SR, which will nct only open up New opportunities but wil
alen reduce ample amount of risks and increase in reputation.

» Describe the factors that have made organizations fo focus majony Of COMpo-
rate social responsibility.

2.1 DIFFERENCE BETWEEN CSR AND PHILANTHROPY

+ Philanthropy is a charitable act of giving money, goods, time
«  For the benefit of poor and the needy people,
«  WWhich is done sefflessly or without an aim of saming prafits or geting anything in retum,
=  And can be done by both individual and corporate.

+ Whereas, CSR is an approach of an organization to integrate its interests with the interasts of
its stakeholders at large in order to pursue long term sustainability and which is done to de-
rive long -term benefits like goodwill etc.. unlike philanthropy.

% Describe how CSR is different from charity or is beyond charity.

2.7 ADVANTAGES OF CSR

+ The CSR brings along with it lots of benefits that an organization can enjoy in the long run-
They are ;

Inter - dependeant Customer Positive
systupen? i » lt:.nnﬁdm image WT““"E]
Changed -
[ Creditability ]4—( Advantages ]4—'| mrgﬁm




TE S0CIAl RESPOMNSIBIIITY ‘
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‘Customer's confidence : An organization that caters 1o the need of ail the si=kencies W
‘mately leads to win their confidence that helps to ensure organizational long term sustEnaniiy
‘Positive - image : Because an organization fulfills the need and desire of the public =t ==
i gains reputation and goodwill which is considered fo be intangible asssts of an oaTnraton
Interdependence : It creates a3 sense of interdependence between sociely and orgarsrason
Society gains through neighbourhood and employment opportunity while organization bens
itz ftzelf from a better community.

Reduction in government intervention : Since CSR encourages an organization to follow
2ll rules and regulations and disseminate all necessary information, the govemment inferven-
tion reduces substantially

Changed expectations : Change is an inevitable part of life. Therefore the customers e
pectztions oo are distained to change, and CSR helps an organization to meet such change
in demands.

Interdependent-system : Because society is an interdependent system, the intemnal sctve
fies of @n organization affect the external environment toa.

Balance between authority and responsibility : As it is a known facf that responsibilify in-
creases with the increase in authority, the same goes with the arganization. Business crgani-
zation have great deal of power and money that confers on them great authority, and that is
why they should be responsible encugh o give society’s interests dus consideration. That is
why we can say that CSR approach balances the both- the power and the clurty.
Encouragement to other organization : All the organizations that foliow CSR policy and
derive benefit from it inspire cthars to follow the same.

Encouragement to co-operative attitude : An atmosphere of cooperation gels established
wherein one organization helps in dealing the other solving social issues.

Employees Perspective : A company a5 a good corporate citizen will address the issues
related to the employees to their full satisfaction, thereby creating atmosphere of growi
and opportunities for them.

) Creditability : Following CSR bestows upon the organization the creditability that helps an or-
ganzation to get loans and advances on easy terms and conditions from financial institutions. i
iz because they have high degree of goodwill and reputation that these organization hold

=d the organi-

308 will have to

onities but wil

O compo-

B0 i return,

e nferests of
= done o de-

¥ The social responsibility of the business can be integrated into the business
purpose so as o build & positive synergy befween fiie two. Explain

i. CSR REPORTING STANDARDS j

THE SA 8000
Corporate Govermnance o, Seas )
Standards s
LR P ORATIO




> The AA 1000 :

{a) This framework is developad by the INSTITUTE ©F SOCIAL AND ETHICAL ACCOUNTING.
(b} It provides standard for:
i Sooal and ethical accounting
() Auditing and reporting.
[iH) Mandatory external verfication.
i) Stakeholder engagement
(o) Thesa standards help to:
il Develop stakeholder engagement sirategy to strengthen the relationship.
{il) Facilitate the stakeholder dislogues through planning design. and capacity building
{ili) Capacity building through in house-training in stzkeholder engagement.
THE SOCIAL ACCOUNTABILITY (SA 8000) :
{a) It is an intemational standard developed by COUNCE on ECONOMIC PRIORI
ACCREDITION AGEMCY (CEFAR) and UNINWERSAL DECLARATION on HUMAM
RIGHTS and THE CHILD. Frymets

{b) It provides standards for:
(i} Child labour
iy Forced labour
{iii} Workplace health and safety
{iv} Working hours
{v] Discrimination
{vi} Disciplina
[wii} Freedom of assecation
wiii) Collectve bargaining and management systems for human resounce.
{ix} Remuneration and wages.
THE GOOD CORPORATION :
{a) It has been developed by the institute of business athics.
(b) It provides standards for;
(i} Fairnass to employees, customers, suppliers and providers of fingnce,
fii} Contribution to the community.
(i} Protection of the environment,
{e) The performance of the company is assessed annually by an independent verifier.
THE UN GLOBAL COMPACT :
{a) Itis an initiative to align the business world with commen goals like:
il cormuplion
(i) - building markels
{ifi} safeguarding environmant
{iv} social development
{b) It has resulted in unprecedented partnerships and cpenness among businesses, civil so-
ciety, labor and THE URITED NATIONS.
{e} Owver 4700 corporate from over 130 countries are ils members.

TETTNN
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CoORPORATE SOCTAL RESPOMSIBILITY

Protection of internationally pro
by the business.
FRINCIFLE 2 | Business should not abuse human ‘“_“,_‘_ﬂ‘“

LABOUR "~ | PRINCIPLE 3 | Businesses should recognize the

STANDARDS tion and collective bargaining. e
_PRINCIFLE £ | Elimination of all forms of forced andunpiﬁ '
'PRINICIPLE 5 | Effective abolition of child labour. ik

. . PRINCIFLEG | Elimination of discrimination in employment.
ENVIRONMENT PRINCIFLET | Business should develop well in advance the
ary measure to deal with environmental chal
PRINCIFLE 8 | Businesses must take all pussihla initiative to pro-
1 mote environmental responsibility.
PRINCIPLES | Businesses must undertake environmental friendly

HUMAN RIGHTS [ PRINCIPLE 1.

technologies.
AMNTI- FRIMIPLE 10 Businesses must not suppurt corruption in amy fomm,
CORRUPTION be it bribary or extortion.

e —— L

& The DECD GUIDELINES for MULTINATIONAL ENTERPRISES :
{a) These guidelines ara not legally binding.
{b) It sets out recommendation on business conduct on:

i} Combating bribery

{ii] informaton disclosure

(i) Emplovment and industrial relations

{iv} Hurman rights

v Taxation and science and technology

* Sound practices are often based on good standards of corporale governance
wihich provide & good foundation of corporale socfal responsibiity. Griefy ex-
plain the various reporfing framewaork of CER {C5 Dec 2009)

—

. TRIPLE BOTTOM LINE APPROACH OF CSR

Triple bottom hne was developed by Ellington® in the year 1885,

It is based an the concept that business's objective is not only restricted up to eaming
only profits, but also to take care of the needs of society and environment too.
Business cannot exist in iselation; its goals are inseparable from that of the societies
Alihough it can eam short term profits but it will not be able to survive in the:

keeps on ignoring the stakeholders” interests. ey
r ol vy
Triple Bnntinrl L_lflﬂ Fqure. =

TR

w7 ook g
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EXPLANATION:

% There are there important elements ir this concept -

(a) Planet 1t include following matters of concaim -
iy Climate change fvj Chemicals and toxic matarials
(i} Energy i) Air polluticn
(i) Water {vii) VWaste management and affor-
(v) Bio diversity and land use ‘estation

(b} People: This point includes the following matter of concem:
i} Health {iv} Ethnicity
{ii} Diversity fv} Education and literacy
(i) Safety {wi) Prevention af child labour

{c) Along with the above menticned fwo topics the last but very important factor in the triple
line approach is PROFIT. This poirt says that after the organization has incurred all types
of social and environmental costs it should be sbie to eam profits in the end.

+  While profitabillly is pure economic bottam line, social and environmental bof-
tom lines ane asmjurmn—amnumicinnamramhrmmnu&genmﬁanfs
concemed but it has certainly positive impact on the long term vaiue that the en-
terprise commands. Explain. (Hint: Triple boitom fine approach)

5. FILLIN THE BLANKSWITH mmﬁm{ WORDS

(1) The term business being accountable for how it mar-
ages the impact of its processas on and Hmmamiﬂqr for producing posi-
tve effect on the saciety. (Corporate social responsibility)

iz the act of donating monay, goods or ime seiflessly for the heip and better-
mant of the poor and the needy. {Philanthropy)

which provides for
ry external verification and
of Social and Ethical Accounting)
4 _ initi il of Ecanomic Priofity Accreditation Agency and the
Universal Declaration on Human Rights and Child. (SA 8000) :
{5) The UN GLOBAL COMPACT was operational on
-ﬂE“JHL?EBMandUNthqMﬂ‘Sa!HEW?ﬂRHJ

6. STATE WHETHER THE FOLLOWING STATEMENTS ARE TRUE AND FALSE

{1) SA 800 was developed by CEPPA and the Universal Declaration on Human Rights and Child.
(FALSE, it is SA 8000}

{2) The UN GLOBAL COMPACT aims to i
combat corruption, f2bour

reputatron

{4} The thought that
keep itself ahead of all in the market. (False. This thought by Friedman has outlived
utility. Nuwmﬁrmammgwﬂﬂﬁnnsummﬂmﬁrﬂrmﬁmmpmsﬁﬂﬁﬁ can con-
tinue to grow in the long run.)




"‘m_ INVESTOR PROTECTION A
CORPORATE COMMUNICAHGE

INVESTORS

Anyone who invests money in the com ggm‘.s shares is called investor. -

w%mmmmmwmﬁnmmmlrwmmmw n the
coffect manner and y they have many expectations assoc e

1.1 INVESTOR'S PROTECTION

K

mjﬁgﬂw@mﬁ may arise bacause the managers who re appointed by

_the invesiors in trust and confidence may betr D.I'E‘.Iﬂt__m
These manag_egs are called mmagmﬁmmﬂ‘me investors, as insiders.

lon which giberwise is not to be disclosed or must be
kq:l! EIS
MULTIDIMENSIONAL - Investor protection is multidimensional in the sense that they may

_ have to be prolacted against the mal-practices of -

- Compapies-problems like non-receipt of the alipiment letter, refund orders etc.
Member Brokers-problems ke non-payment oftisiayed payments ete.
-{1:1 Financial Inlermediaries- prablems like non-delivery of setunties and non setilement of
p nmnta_gyg_mwaatnm
- Types of unfair - practices :
A deliberate misstatement in njﬁgﬁ_hw
A} Price manipulation =
i) Insider frading it

- SEBI'S Guidelines to Protect the investors : SEBI has issued gu;dehnaﬁ e prute::tih:nr

the above mentioned Unfair means:

SEBI (Disclosure and Investor Protection) Guidelines 2000.

SEBI {Ombudsman) Fiagulabnrrs 2003, to protect the investors from listed companies and

Anermediaries.

SEBIL (Prohibition of Fraudulent and Unfair Trade Practices relating to Securiies Market)

Regulations 2003, to protect investors from unfair trade practices in Securities marnket

,'| SEBI (Prohibition of Insider Trading) Heguiatmns 1992 and Amgncbed in Eﬂﬂl

tnhwplmrﬂtnrmmunned,l' 5 i ;
ey ane kept info

Pms_p-&::ms

_!;J R&mmm rqugm
£ Journals, news |mma'aggimﬁ from the friends, share brokers etc.

8.1




GOVERMANCE, BUSINESS ETHICS AND SUSTAINABILITY

onAL INVESTORS

: al investors are those organizations that pn-ul in large amount of money and invest
n in various companies.

2.1 TYPES OF VARIOUS INSTITUTIONAL INVESTORS!

_#  Deyelopment banks like 1081, IFCH etc.
_~# Insurance companies like GIC, LIC
.~ Banks

o Mutual funds (UTI etc.)

P Pension funds.

2.2 ROLE OF INSTITUTIONAL INVESTORS :

¥ The role of institutional investors has been mentioned in various repons.
#  Some of them are as follows:
{1) Kumar Mangalam Birla Committes : According to mm nsﬂn.mrﬂr investors —

e Must n'namtaln arms
Combined Code 2008 : It stated the following mﬂwﬂ
ttional lrr'-re;tu:s =
L’[.ﬁ] [.‘rlafu-_gue with company : Insiifufional_mes stmaintain interaciion through
,[— S5 diglogues with the mmw maintain n]mm_ﬁ:usl and understanding. .
" Evaluation of governance disclosure : Ingtitutional | investors must keep in mind all
rejevant factors while evaluating governance prachices.
} Sharcholder voting : They must use their r vating rights properfy and for i & better-
ment of the reiail shareholders.
ﬁ The Institutional Sharsholders’ Committee : According to this committee, the nstitu-
timil mtr&stms must act n Ifmfnllmull:l.g.mam:lﬂr

,.__,ﬂ- Ways of t meu'
_u_,ﬁ Heaw will the cnnﬂu:ts be rasahtad. P

i Policy on voling. ¥

~_{#r) How wall they interact with the management.
,,{ﬂ’ !-bnrﬂﬂm Investes Company be monitored.

_{B) Institutional investors should manitor performance : They must, requiarly and in
w‘j@lm the performance of the investes company. [ will include Te-

vigwing annual reports, crculars m,i@m_ﬁﬂﬂm_—mmm

mmmumstawﬂm OpRLE tional p il
etc, and it is the duty ﬂ'beﬂmﬂufmrec&nrstnplmldethanwdhallmpnﬂantm-
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formation. And jf they do not cooperste, then institutional Invesios
the following methods:
_4a) Call Extraordinary General Meeting.
) Public statement. Carf
_4e} Acting with other investors.
»  Mention the rals of instilutional investors as described by
~d) Kumar Mangalam Birla Commities.
1) Combined Code 2008.
—ef Institutional Shareholders’ Commiftee

2.3 TOOLS USED BY THE INSTITUTIONAL INVESTORS

There are various methods which the institutional investors use in order to assess the inves-
tee company: i ST :

—
Meeting

WELCO
Corporate
Governance
----- Rating System
&V‘-’ming Institutional investors | hnlﬂ shares retail shareholders and

that is why Eghav&mggﬂakemﬂm1mestaeﬁ ¥ S0 eymmkthaam—
o 15 Baraes ther iotosts. hey ay GpF o vae against £
_..[zrﬂnaln-ﬂnenmﬂng mwwmmm_mmmmﬁ-
Io j|‘|g. cporate governance praclices because individual_in ﬂﬂ& may not
= judge an organization which can be hesidone [
Fu..:-.us list - Jnﬂ'usrrpethudmems.tltuhuna} investors red a w
ies whi an the scale of e

'j,.ﬂ l:urp-umtu Governance Rating System : This is one
W&w
it rati Thlsmbecauseﬂlg_ ;

ernance s generally parceiNes

:’) ks Lfﬁwtﬂm?adousmmmmmfsumdbyﬂm'
¥ . fors to monifor the invesiea company.




Ba GOVERNANCE, BUSINESS ETHICS AND SUSTAINABILITY

3. INSIDER TRADING

% Insider is one who, by wirtue of his position in the company or who is connecled with the
‘Company, (s expecied to have

Acsass to unpubished pri

= P:b:asmsrhue II'IFDI'I“I'HIJ-!.‘I Fuﬂnwing is considered to be price sensitive information:
(¥ Peripdically financial statements of the company.
_{Z) Declaration of dividend.
13) Buy back of securities.
/;4’] An:.r mmm plans, mergers, amalgamation, etc.
> What dnns an insider da?:
Insider may steal the eamings.
' X2) May employ family members or pay high salaries that are on managerial position
_43) Seil the sequrities of the company. _
44} May gain profit at expense of unpublished price sensifive ir ;
_~+ Liability for insider trading : |I"IQLQ.E.I'_LI:=I:|.I.I:|‘.'|.,'II:I.ﬂ FVE S3iC
possession of the unpublished price sensitive information d
infarmation but trapsfers.that to semeone eise.

For example : |f Mﬁﬂmﬂm the basis of the price sensitive infor-
mation but --:- H'lat infommat ] aw, even then also insider trading would

.:P lliaappmpri:ﬂnn ﬂmnry According to this theory — '
‘}"’ Anyone who steals information from the employer,
,.-f” Trades on the basis of that information in the stock of that company,
s guiiti of in insider trading.
;:f’ ssm has also framed guidelines tn peotect the investors from the aftereffects of insider frad-
ing, SEBI (Frohibifion of Insider Trading) Regulations, 1992.

For example : If a journalist wmw leams about the takeover of company
purchases the Sfock in company A, insider frading would stilf have said fo wn@h

% e did not violate toweards the sh
aga af co ars.
Case law : UNITED STAES vs. CARPENTER, (1986)
= The 3 cited ‘an earier ruling while unanimously upholding mail and wire
fraud con - for a defendant who received information from a pumalrst rather than
the
ThEJﬂumﬁﬁtﬂlhu hﬂdwnmted as he had misappropriated the information.
1 | knowladge or information by virtue
ar i not frae H}axpinlt Iha knuwied"g‘é'ﬁ-
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I % _vi,':u ;:é.#"ﬂ Tropermee dn rak @il (G Cade A Crenia b= g -t
mnmpmnmcnnnumﬂ 4 r,”,.ﬂ,.i._ PP o

& f,,.r s@:{m_ sure and Investor Protection) Guideline 2000
SEBI udsrman) Regulation redress the grievances of the investars against
he intarmedianas of companies.
F" EEEI_{E@MLE@M nt and Unfair Trade Practices relsting to fhe Securities Mar-
Eet] Haguiahuns 2003 to check any fraudulent and unfair rade praclices act refating fo

l_‘f'e_,.f'-" Pml-ui;.rhmﬂl wnmﬂmmﬂmﬂ_mhmmmtu
sensitive information for benefiing themselyes from such informaion.
Describe how doas the Ind.ian Isgla.r framework helps in prohibifion in case of

insider trading.

White a shorf note on insider training. {CS JUNE 2002)
Diefing the ferm insider as per SEBI reguiations on insider irading. {CS JUNE 2000)
\What is insider trading? What are the steps laken by the govemment in order fo
check the same? {CS DECEMBER 2002)

b i o

3. SHAREHOLDER ACTIVISM

+ Sharsholder activism means:

,r Active involv mmafﬂakﬂhddﬂlﬂlnthew
:g@_fnﬂws wpm and implement bepsf-

i _*= can __M‘Emm.ﬂnd other mestings regasding financial matters,
e i and includes refigious | mshtutlnrrs unr'.rerErr.lE& environmental activists, human right
groups, efc.
¥ Objectives :

_,;-""_ To enter into dialogus with the company over important matiers.
To influence the corporate culture.
To uge the %@mnamﬂmmw _

_,r" To raize awaraness about social and h wﬂm_ﬂmﬂmn

4. INVESTORS RELATION
,!‘5: Itiz.a st 1
[E&E' law mrnEllaerEE»
Tum;wmmmwm__ﬂim betwesn a company, financial com-

munity, and-cothersonstitiencies
5 - Thﬂlmﬂrasu[tmtoflizwlmhmnfﬂlewmggg‘_r_agm
- . Inmemﬁmwanagﬂwmammmmwm

= _mﬁef than

--4:-'. . some others ILis managed 0y TNE jcation or Publl Relation [
e g lmanrﬂmmmwmmm ar-

-_.u' ganization mjmmﬁmm neay future

work with the company secretary in order fo have an insight aver regu-

Sl e B L

latory and legal matters.
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* OF INVESTOR RELATION OFFICER:

. - =
CING Hms'l:akd‘rcrider's- Mﬂ_ﬂ
¥ Investor - seryices are 3 pre-raguisite to positive invesior relationship. — Comment
{CS DEC 2003)

= Maintaining good investor relations is need of the day. — Comment
{CS JUNE 2008)

5. CORPORATE COMMUNICATION

¥ Corporate communication is that pan of the
all possible information to the stekehadars in order o have:
- » " Positive corporate image. » Good government relations.
P___-_,a-*’ Corporate reputation. co Proper advertising and mediz
manzgemenL
__# Corporate communication can be verbal and non-verbal
LB It can also be external and internal. Various types of extemal and intemnal communication ane |

A ST ==

Media ; Tlﬁwill include press releases, interviews, press conferences. events for medsa, etc.
Exte t - This will include mestings with wwﬁaﬂwm channel
Eﬂh"ﬁ etc.

Internal picalion (or employes’s com communication)  Intranet, circulars, notices,

T alc. e R
Brand management : This will include all measures taken to promaole company's brand.
Crises communication - - This will include conveying all sorts of nfermation needed to be
ﬂgﬂ_v.emﬂ_u"ﬁ E;M_uglleﬁem means of communication.

i - 2, munication Me

v

e
v
A2

ate tliugglng can be um:l-ers-tcrnd IE follows :
f,.? elps mer mtimacy as fie can now v know the organization closely and
mention com nd gri = e
/,.J The u:ganzahnns can control and influence the public at large.
e

2

Summummscangaﬂﬁrgemﬂmmhrad mmkmﬂhmmmﬂd

S

Etalsn'ﬁ‘ElE;_tu.gmn_th required ievalnftransgaren:y

» It alsa keaps the organization foliowing the corporate blogging trend ahea ahead of those who
" oot Taresy giing an oPROMUNTY To lead the market.

» List out the advanfages of carporate blogging In today's modermn context.
» Bring out the difference between corporate blogging and company's verical
communicafion. {CE8 JUNE 2008)
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'm CORPORATE GOVEF

INTRODUCTION

1 NeeD:

Sorporate Governance Forums are thasa institutions or bogies that work for the implementafica
of globally accepted standards of corporate govemnance in public 25 well as private sector.

e or impontance of cooperate governance forums can be explained as follows :
2| They promate culture of compiiance among the coerporate.

) Helps companies to attain long-term prosperity.
). 2 - d) Mecessity of companies in terms of.

I media, el :

s, channel

=

Lok

i
-

¥ Human govemance # Political governance

¥ Socetal governance
@) They have a very valuable impact on evary aspect of the sociefy.

2 CORPORATE GOVERNANCE FORUMS

jars. notices,

gy = brand.
p Deeded o b

They help in the implementation of globally accepted corporate govermance standards.

® Mafional govemnanca ¥ Emrémﬂin governance, and

rw _-r'.
Stemet

l‘li!&i &
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emance and effective
tivities for protection of interests of all stakeholders, contributing to public goed.”
+ Principles of ICSI:

{a) Sustainable developmant of all stakeholders :—
it implies overall development of the all types of stakehalders that are associated with
an enterprise be it government, shareholders, employees of CUSIOMETS.

{b) Effective management and distribution of wealth :—

It implies that managers must effectively manage the enterprise S0 25 to maximize its
wealth, hers by maximizing the benefits to the all stakeholdars.

[c) Disclose of corporate social responsibilities :(— :
Iti'l'npliﬂtlﬂtﬂ'llﬂrp{'iﬂe mmtcatummaneedﬁminmmmsnclﬁy_ It im=
plies that the enterprise’s conduct is such that it is acceptable to the people of the S0-
ciety i.e. it should not engage in any unscrupulous actvities, or anti-trade practices.

id} Application of best management practices :— ;
It implies the use of those practices at work that will provide excellance in the orgar
sation and Jeads to maximization of wealth. Such practices must be ethical and cate
te oyerall development of organization as well as the stakeholders.

{e) Compliance of law in letter and In spirit =—

It implies that organization must follow law not only in lefier but also with felling o

abide by i.
{f} Adherence to ethical standards :—

It implies that enterprises must follow ethical standards to ensure integrily trANSpa—

ency, independence and accountability in dealings with all stakeholders.

+  Siate the principles of corporafe Governance as evoived by the IC5I?
(CS Dec 2009, JUNE 2010)

% What Airibufes are considered in ICS! Lifefime Achievemen! Awerd for Trans-
Iating Excelience in Corporate Gavernance into Realily? :

BATSWET ©

(1) Contribution to social upliftment.

{2} Contribution to stakeholders value enhancement.
{3} Contribuiion to immovation.

{4) Adherence of statutory obligation.

(5) Social Acceptance and approval

{6) Transparency and Accountability. ]
(7) Team spirit, Integrity and leadership.

L el

Y Y

L1




seociated with |

s Bociety. It im-
o Tﬂ'ﬁ:tiﬂEE.

= 1 the organi-
L and cater

Bo with felling to

franspar-

JUNE 2010)
o Trans-

CORPORATE GOVERMANCE FORUMS

peaple of the s0-

B NATIOMAL FOUNDATION FOR CORPORATE GOVERNANCE :—

+ NFCG has been set up by Ministry of Corporate Affairs in parinersiip wish
of Indian Industry (CH), IG5, and 1CAL
# Mission
{a) To promote good corporale govemance.
{b) To promote best practices, processes and ethics in the organization.
(e} To ensure stability and growth in the corporate secior.
{d} To ensure research in corporate govemance
* Governing council: Goveming council consists of minister-in-charge at the apex ievel of
minisiry of corporate affairs. government of India.
# Board of trustees
{a)} They are responsible for implementing policies and programs.
{b) Itis chaired by secretary, ministry of corporate affairs.
¥ Executive directorate

{a) He is the chief Executive officer of NFCG
{b} He is responsible o sxercise DOWErS delegated to him by the Board of Trustees

% \Write short notes on NFCGY

e

C. DRGANIZATION FOR ECONOMIC DEVELOPMENT AND COOPERATION :—

¥ It was established in 1851 :
% It was one of the first non-governmental organizations that gave principles of good corpa-
rate governancea. .
= Mission : To help its member countries to ach@ve:
{a) Sustainable economic growth.
{b) Employment
{c) Standard of living.
(d) Financial stability. in all s meamber couniries.
Principles of OECD: First issued in 1923
+ Revised in 2004 Io take into account the corporate government scandais. Principies
ara as follows &
{a) Governments should have effective institutional and legal framework t0 suppos
good corporate govermnancs practices.
{b} To have a framework that protects and facilities sharehalders righis.
(¢} To equally trest minority, and forcing sharehaolders.
{d)} To recognize ihe value of stakeholders.
{g) To have transparenty and acoountzbility.
{f) Frinciples regarding effective board structures, responsibilities and procedures.

The QOECD principles help :
{1} Governments and regulatory bodies in enforcing effective rules and regulation.

{2) Guiding stock-exchanges, Investors, companies and others in developing good cosporate
governance practices.

L
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+ Describe the main areas of corporate Governance.

D. The Institute of Directors, UK.
% It is non pariy-political business organizstion established in United Kingdom in 1803
¥ Objects :
{a) To prasnote skill, knowledge, professional competence of directors for public benefit.
(b} To promote research and developmant and study of practices of corporate govemance.
{e) To publish the results of such resaarch.
{d}) To encourage an atmosphere of favorable entrapreneurial activity.
(e} To promote interests aof itz member's _i.e: all stakeholders.
* me:ﬁemismmmmmmwmniMrﬁem
E. Commen Wealth Association of Corporate Governance.
%t was established in 1988,
= Its ohjective is
{a) Topromote best intemational standards through education, consultation and informatian.
{b} To achieve global standards of business efficiency.
{c} To promote institutions that promotes good corporate goVemance practices.
The Institution = majoryy funded through annual confributions made by member government
MMﬁammﬁwMﬁMﬁWMWmhmm memibers.
Membership : Voluntary and is open to all

F internatipnal Corporate G noe L
# Itis & not for profit company limited by guaranies under the lzws of England and Wales.
* Purpose/Role:-
{a) To exchange views on corporate govarmnancs ESUes.
{b) To examine corporaie govemances and practices.
{e} To develop and adhere to corporate governance standards.
id) To promate good corporate govemance,
~ Meambership : Open to all those who are committed to the development of good corpo-
rate govermnance.
¥ Management :
I} Itis governed by ICGN's MOA and ADA
() Its affzirs are managed by fhe Baoard of Governors, (BOG)
(i} BOG in turn appoints commitess 1o performance funcions mentioned by the Board.
G The Eurppean Corporate Governance Instiute
# |twas founded in 2002
# Aim : To mprove corporate gavermance through scientific research and relative aclivibies.
* Role:
{a) Tounderake research on COrporate govemance.
(b} To disseminate the results of such research.
{e) Advises for the formulation of corporate govemnance poficy.
(d} It also encourages infteraction befwsen scholars from different countries on various
subjects like sconomics, law, finance eic.
# Itis also a scientific non-profit associaton.

g R
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It was established in 1916 in USA.

It iz 3 not for profit organization.

Role:-

(a) To provide governance sducation to directors through directors fraining programme.

{b) To create and disseminata knowlaedge sbout management iSSUES. -

fc} Conducls research On corporate govemance izsues and share its resuls Wit Wi
wide economies.

{d) Provide a platform for open dialogue on vanous iSsUEs relating to corporae gOVEmancE. 3

1 The Asian Corporate Governance Association :

it was established in 1599

It is an independent non- profit organization.

Raole :

(a) Toimplement affective comporate govarmnance practices through out Asia

{b} Research Role : It conducts research about corporate governance devalopments
acrass 11 markets in Asia

{c) Advocacy Role : It exchanges views with stack exchanges, financizl institulions and
investors to implement carporaie governance practices in Asia.

{d) Educational Role : [t includes organizing meetings/ conferences to disseminate edo-
eation regarding benefits of using/ implementing corporate govemance practices.

Funds : It is founded by network of sponsors and corparale members, financal institutions,

leading pension funds et

Governing Council : Comprisas of directors from Asia.

its secretariat is at Hong Kong and is incarporated under its law.

»  Describe briefly the scope of work of Asian Corparate Govemance Asspcizhion.
{CS JUNE 2010}

Global Corporate Governance Forum

It was founded in 2007 by Waorld Bank and the Organization for Economic Co-operahion

and Deyvelopment.

REASON : It was established following the financial crises in Agiz and Russia.

OBJECTIVE :

{a} To raise the standard of corporate governance standards

(b} To attain sustzinable economic growth.

{c} To reduce poverly and unemployment in developing countries.

{d} Raise awaraness about corporale govemance practices through meetings, brefings,
confarencas.

(e} To sponsor research wark.

{fy To disseminate information through publications alt.
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3. FiLL IN THE BLANKS WITH APPROPRIATE WORD/ WORDS

1. y and are objectives of carporate govem-
ance in broadest sense. (wealth creation, management and sharing)

2. The I1CSI National Awards for Excellence in & corporate gevermance is given io
{the corporate that establish and follow the corporate governance forums in letter and
in spirit).

3. The ICSI lifetime Achievement Award is given to a corporate leader for . (Trans-
Iating Exceffence in Corporate Governance)

4. The ICSI's post membership qualification course is to update members aboul
{best practices in corporate governance)

5. The OECD was one of the to spell cut principles that should govem
(First non-government organizations and corporata)

6. The mission of OECD has been to help its member couninies lo achieve

e —

ard and to raise the standard of living in member countries while maintain financial
stability. (sustainable economic growth and employment)
7. Giobal Corporate Govermnance Forum was founded by and in 2001.

{World Bank and the Organization for Economic Co-operation and Development)
B. Giobal Corporate Governance Forum seeks to address the corporste govemance weak-

nasses of and countries. {middle income and low income)

8. Eurcpean Corporate Governance Institute (ECGI) was founded in fo improve cor-
porate governance through . (2002 and independent scientific research and
related activities}

4. STATE WHEATHER THE FOLLOWING STATEMENTS ARE TRUE OR FALSE

4. The Post membership qualification course intreduced by 1CS1 35 o help the members update
about Iatest amendments in company law. (False. To update them about best practices of
corporate govermance)

2 The OECD was on= of the first non-government organizations to spell out the principles that
should govern corporate. (True)

2. The Institute of Directors was formed to promote high level of skills, knowledge, professionzl
competence and integrity en the part of directors, and equivalent office holders however de-
scribed of companies and other organizations. (True)

4. The conference board of Directors Institute is @ primer provider of govamance education for
diractors. (True)

5 ACGA is majorly funded by UNO. (False. it is majority funded by sponsors and corporate
members, pension and investment funds, listed companies and MNCS)




