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Corporate Governance has succeeded in attracting a
great amount of public interest these days because of its
apparent importance for the economic health of the
companies and society in general. It is receiving increased
attention owing to the growing concern about the monitoring
and controlling of publicly held companies. Another factor
responsible for the greater concern for Corporate Governance
is the increased public awareness due to easy accessibility
of information and also because of instances of corporate
mismanagement coming to light. The concept had gained
momentum in the later part of 1990s in India. The main
reason for the thrust is the liberalization and deregulation
world over. Since 1991, the Indian Government had
formulated different measures to protect the diverse interests
of shareholders and stakeholders in the companies.

There is considerable debate about what actually
constitutes corporate governance. However, there is
consensus that its key elements include improved corporate
performance through monitoring and ensuring
accountability of management to shareholders and other
stakeholders. Good Corporate Governance dictates that the
Board is comprised of individuals with certain personal
characteristics such as recognition of the importance of
Boards tasks, integrity, a sense of accountability a history
of achievement and the ability to ask tough questions.

IntroductionIntroductionIntroductionIntroductionIntroduction1
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1.1 Concept1.1 Concept1.1 Concept1.1 Concept1.1 Concept

Corporate governance is the process by which people in
authority direct, monitor and lead companies and thereby
create, modify, and manipulate the systems and structures
with which they operate. Business leaders have the power to
influence the quality of life of large populations. Their
decisions affect directly the environment, the goods and
services people use, and the way customers communicate
with one another.

Corporate Governance is not just corporate
management; it is something much broader and includes
major parameters of accountability, control, transparency
and reporting system in the governance of business entities.
It is a system of structuring, operating and controlling an
institution with a view to achieve long-term objectives to
satisfy all stakeholders with the legal and regulatory
requirements apart from meeting environmental and society
obligations.

1.2 Importance1.2 Importance1.2 Importance1.2 Importance1.2 Importance

Corporate governance and excellence are very closely
connected concepts and in the long run, it is difficult to
achieve excellence without good governance. Good
governance is the means to the larger end of corporate
excellence. The move towards the knowledge society will
witness the center for power shifting towards the consumers
and the knowledge workers, away from the owners,
shareholders, thus the democratization of enterprises
becomes essential. The links between governance and
excellence are likely to be much stronger in the future.

Good corporate governance has the potential to give
shape to the economy and the capital market of a country.
Empirical studies corroborate the fact that markets react
positively to the well-managed companies. With the adoption
of good governance practices, companies can take
appropriate decisions for the benefits of shareholders and
also other stakeholders.

1.3 The Need for Corporate Governance1.3 The Need for Corporate Governance1.3 The Need for Corporate Governance1.3 The Need for Corporate Governance1.3 The Need for Corporate Governance

The globalization of economies, and thereby financial
and investment markets, in the 1990s has led to the
increasing convergence of originally separate initiatives in
corporate governance. The development has accelerated
following the financial turmoil in world financial markets
in 1998. The globalization of the market place within this
context has ushered in an era where the traditional
dimensions of corporate governance defined within local
laws, regulations and national priorities are becoming
increasingly challenged by circumstances and events
having an international impact.  Some of these are:

• Institutional investors, as they seek to deploy
internationally the massive funds they represent,
are insisting on high standards of corporate
governance in companies in which they invest.  In
a number of cases, these institutions have set their
own corporate governance standards as a measure
for determining their investment decisions.

• Public attention through higher profile corporate
scandals and collapses has forced governments,
regulators and boards of corporations to carefully
reconsider fundamental issues of corporate
governance as essential for public economic
interest, In addition, the volatility and instability
experienced in emerging markets in recent times
has drawn attention to the implications of corrupt
practices and misadministration in national and
international financial systems and on public
expenditure.

• Experiences of public sector reform and privatization
in many countries have set demands on state
owned enterprises and government agencies to
address standards of integrity expected of the public
service.

• Other interesting developments in corporate
governance include the risk of “ethical investors”

2 3
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requiring corporations to pay increasing attention
to the social role of business, notably in the areas of
environment health and safety, ethnic and
community relations.  More and more corporations
are adopting social auditing standards in dealing
with such matters as the ethical sourcing of
products from developing countries and the
treatment of communities in which they operate.

1.4 Statement of the Problem1.4 Statement of the Problem1.4 Statement of the Problem1.4 Statement of the Problem1.4 Statement of the Problem

In emerging markets as in advanced countries,
performance ethics, honesty, transparency, accountability,
independence and quality, the key features of effective
‘Corporate Governance’ are crucial. Effective Corporate
governance is the benchmark for transparency and
disclosures in the financial reporting. Otherwise
incompetent and fraudulent performance will not only go
unpunished, but also be encouraged and resources will be
misallocated.

The structure of corporate governance in India is in
a very bad shape. Stories of accounting juggleries, siphoning
of funds, investing and selling of associate companies and
subsidiaries, benefits to promoters at the cost of other
shareholders, etc., are not uncommon. The culprits are not
necessarily overnight operators; names of blue chips often
appear in these stories. Financial institutions and banks
were totally ineffective in demanding better standard of
corporate governance and others were too small and spread
out to put any pressure. Discussions and debates are going
on about the new system to maintain the standards of
successful governance in India.

In India, the public sector banks are functioning with
a ‘safe wall’ around them provided by Government ownership
and Government wields special influence on governance of
public sector banks in all respects. It affects the free and
independent functioning of many banks. Recently, it has
been decided to reduce the government’s stake to 33% but
retaining the power to appoint chairman and board of

directors and parliament control over these banks. This way
the Government will not lose control over banks and at the
same time enable them to access capital markets for
additional capital.

The preliminary draft report of World Bank on
Corporate Governance has brought out the following basic
principles on which Corporate Governance should be based:

- Protection of Shareholders rights;

- Equitable treatment of all shareholders;

- Recognition of rights of stakeholders in creating
wealth and jobs;

- Disclosure of timely and accurate information on
matters regarding the financial situation and
performance; and

- Strategic guidance and effective monitoring of the
company by the Board, and Board’s accountability
to the company and shareholders.

In order to monitor directors, shareholders and
various stakeholders need ‘optimal and well-designed’
information to insure against incompetence or dishonesty.
The external audit process provides an independent check
on the quality of these reports, limiting the effects of the moral
hazard problem to which directors might be susceptible.
Directors, in turn have to monitor management, and some
management accounts serve this purpose by passing
information from managers to directors, as well as being a
basis for decision making and rewarding managers.

Financial reporting and disclosure of information are
the key factors of corporate Governance. Banks and non-
banking finance companies (NBFC) are no exception and
there have been increasing demands for transparency of
Banking and NBFC functioning in view of Several Bank
scams unearthed in recent years. The philosophy of
Brandies Louis in ‘Other Peoples Money’ best expresses
disclosure statutes: “Sunlight is said to be the best of
disinfectants; electric light the most efficient policeman”.

4 5
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The required disclosure of financial accounting numbers
is supposed to serve as these cleansing agents.

Since nationalization, when instances of financial
distress in banks, particularly arising out of failure in
governance have been witnessed, the supervisors have
resorted to merger of the distressed entity by a nationalized
bank, e.g., merger of Hindustan Commercial Bank Ltd with
Punjab National Bank, Lakshmi Commercial Bank Ltd with
Canara Bank, Bank of Karad Ltd. with Bank of India and
New Bank of India with Punjab National Bank. Hence, the
present research study is undertaken to overview, analyze,
appraise the corporate governance system in banks in India.

Basis for Specifying Objective

Banks being the most influential institutions in the
financial sector, their governance is of crucial importance.
The post implementation scenario of corporate governance
policies in Indian banking, which was undertaken after the
recommendations of Advisory Group (2001) and others, has
brought mixed outcomes. Along with qualitative changes in
disclosure practices most of the banks have shown handsome
profit and low NPAs. Statistically significant correlations of
governance with important financial variables on expected
lines have been found for banking in India. Strong impact
of governance has also been observed for all the variables in
public sector banks and in all scheduled commercial banks.
A greater degrees of disintermediation in the financial sector
has put pressure on the bank deposit mobilization and on
the other side the opening of economy has brought more
global integration with an adverse impact on loan
disbursement. The growth of other channels of savings,
growth of capital market and the possibility  of full capital
account convertibility in future will put bank governance
for a litmus test. More dispersed ownership, withdrawal of
safety nets, reduction of preemptive norms, more exposure
to market discipline and spirited implementation of various
measures are required for ensuring better governance in
Indian banking.

1.5 Research Questions1.5 Research Questions1.5 Research Questions1.5 Research Questions1.5 Research Questions

Based on the information gathered, Company boards,
directors and senior managers need to ask themselves the
following questions in order to gain a perspective of their
own and the organization’s commitment to risk management
and corporate governance:

• Is corporate governance and risk management a
leadership priority?

• Is the concept of corporate governance and risk
management considered to be something to be
welcomed or to be avoided?

• Does the company concentrate to the value that
accepting and managing risk can create, and not
fixate on the costs that might be incurred?

• Is the company looking beyond finance,
accounting, treasury, insurance and compliance?

• Are people being taught to manage every sort of risk?

• Are people being trained about the risks in any
course of action?

• Are the existing system and structures adequate to
make the Corporate Governance very effective?

• Is the implementation of the legal and regulatory
measures satisfactory?

Objectives of the Study

The purpose of the study is to measure the corporate
governance practices in banks and finance sector in general
and to study specifically the following objectives.

1. To study the concepts of corporate governance in
general.

2. To study and analyze the legal aspects of Corporate
Governance in India.

3. To Review the disclosure norms and financial
reporting practices by banks in India and their
adequacy.

6 7
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4. To evaluate the processes and structure of Corporate
Governance in the selected banks.

5. To analyze investors awareness of corporate
governance by banks in India.

6. To analyze and suggest a new approach to corporate
governance methodology.

Hypothesis of the Study

(1) The Risk Management will predict the efficiency of
Corporate Governance

(2) The present system and structures have significant
impact on Corporate Governance

(3) The implementation of the legal and regularity
measures are vital for the satisfactory Corporate
Governance

1.6 Methodology1.6 Methodology1.6 Methodology1.6 Methodology1.6 Methodology

Period of Study: The financial year 2001, was the first
year for the companies to implement the rules of clause 49
of listing agreement. Hence, the year 2001, is considered
as a year of inception and the subsequent years upto 2006,
are selected to study the governance practices of banks in
India. Corporate governance helps to maximize the
shareholders value in sustainable fashion in the long run.
The profits earned by the company in any one year will not
have a reflection on creating the shareholders value. It is
the sustained profitability that has the impact on the market
value and hence on shareholders value. So, for the purpose
of financial analysis it is the average performance of the
pervious three years (1998 to 2001) that has been considered.

Selection of Sample: The convenience sampling
method is employed to select the sample units for the study.
The sample units comprise of nationalized banks, scheduled
commercial banks and private sector banks. In addition, the
methodology of corporate governance will be examined on
foreign banks. In order to evaluate the legal aspects and
processes and structures of corporate governance in India,
an opinion survey was be conducted. For this purpose,

sample units were collected from among the members of the
Institutes of Chartered Accountants, Cost Accountants and
Company Secretaries. A few officials of SEBI and RBI and a
few Consultants involved in framing the Corporate
Governance designs was also be included in the sample
units.

Sample size: In this study the primary data is collected
from public sector, private sectors and other financial
institutions. The executives of these organizations were
interviewed through a well-designed schedule. A
considerable size of 299 executives and top officials of public
sector banks and 206 officials of private sector and other
financial institutions are interviewed in a perfect manner.
So total size of the sample is 505.

Sources of data: The present study utilizes both primary
and secondary data. Primary data is collected through
questionnaires and schedules. The primary data sources
were gathered and collected from directors, nominee
directors, company secretaries, auditors, regulators and
investors (individual as well as institutional). The secondary
data sources comprise of annual reports, books, journals,
company and banking laws, SEBI guidelines and published
and unpublished theses and reports.

Pilot Study and Pretesting: The study is based on a
structured questionnaire. The questionnaire initially
prepared was pretested with a sample of 50 executives and
CEOS of Banks and financial institutions. The responses
for these questionnaires were scrutinized for framing and
working of questions, which were deleted, in the final
version of the questionnaire. The questionnaire was
modified to suit the different categories of respondents. The
language in the questionnaire was made simple, clear and
free from technical jargon. Efforts were taken to identify and
eliminate ambiguous terms and instructions. The reliability
of the scale items were tested through cronbach alpha method
and final version of the questionnaire is used for data
collection consisting only those statements whose alpha
values are significant.

8 9
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Questionnaire Design: Questionnaire consists of two
sections. The first section consists of personal information
about executives as well as the information about concerned
financial institutions. The second section consists of
statements regarding various elements of corporate
governance viz., responsibility of the board, accountability,
remuneration committee, internal control, audit committee,
efficiency of auditing, election, disclosure and transparency,
impact of NPAs, effective corporate governance, and impact
of corporate governance. The statements are framed to
respond in Likert’s five point scale ranging from strongly
agree to strongly disagree.

Corporate Governance Rating: Corporate Governance
Rating is meant to indicate the relative level to which an
organization accepts and follows the codes and guidelines
of corporate governance practices. Rating process is an
assessment of the corporate compliance with statutory
regulations as laid out in clause 49 of the listing agreement.
The rating is based on Published Annual Reports and
disclosures in company website selection of parameters. An
analytical framework was developed taking in to account.

1. Clause 49 of listing agreement.

2. Cadbury committee recommendations.

3. The OECD Principle.

4. The code suggested by CII.

5. Provisions of Companies Amendment Act, 2000.

6. Standards of ‘Transparency and Disclosures’
maintained in the public sector banks.

7. Bench marking ‘International Accounting
Characteristics’, such as  Standards.

8. Major features of US Generally Accepted Accounting

Practices (USGAAP).

9. Indian Generally Accepted Accounting Practices
(Indian GAAP).

Analysis of Data

The Primary data was collected from banks and
financial institutions. These data were analysed by using
the following statistical tools through SPSS package.

1. Descriptive statistical tools such as mean, median
and standard deviation on basic information of
Corporate governance.

2. Anova, T-test and F-test are used to test the
significance of respondent’s characteristics with
respect to corporate governance.

3. Paired t-test test is used to identify the significant
difference in the effect of corporate governance in
public and private sector banks and financial
institutions.

4. The multiple regression analysis is to be used to
study the influence of Corporate Governance
practice by banks and financial institution
executives.

5. Trend analysis is employed to identify the key
factors and variables pertaining to corporate
governance in the span of five years.

6. Percentage analysis is exploited to group the various
financial institutions based on the elements of
corporate governance.
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