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Introduction
The term “Corporate Governance” is of vital 
importance in the present corporate world. 
Few decades ago ‘Governance’ as a word was 
rarely used by businessmen. Presently, to run 
their organizations almost all businessmen 
follow governance with specific importance 
on its accountability, integrity and risk 
management. Primarily, it is well established 
that corporate governance includes usual 
relationships among a company’s board 
of management, its security holders and 
other stakeholders (Claessens & Yurtoglu, 
2012). Corporate governance is about 
promoting corporate fairness, transparency 
and accountability (Koti, 2014). It is a set 
of policies, practices and standards which 
ensure that relationship with various 
stakeholders is maintained in transparent and 
honest manner (Kumar, 2014).

Essentially, two factors are responsible 
for underlying corporate governance in 
the world. In the first place, the wave of 
financial crisis in 1998 in Russia and Brazil 
and most of the countries of Asia affected 
and destabilized seriously the economies 
of the global financial system. Secondly, 
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the growing corporate scandals surfaced in 
United States and European countries due 
to lack of corporate governance practices. 
In India, corporate governance has picked 
up a great deal of significance after Satyam 
Fraud. This scam prompted the businessmen 
to focus on efficient, transparent and flawless 
corporate governance in their companies 
for better stability, profitability and desired 
growth (Usmani, 2017).

Further, the rapid pace of globalization and 
liberalization induced companies to have 
effective corporate governance strategy and 
to embrace improved standards of corporate 
governance to run their business. To limit the 
cases of frauds, malpractices and financial 
instability in companies, both policy 
makers and business managers focused 
on the significance of enhanced corporate 
governance practices. At global level, 
Organization for Economic Co-operation 
and Development (OECD) and World Bank 
constantly worked upon for better corporate 
governance and adopted a set of principles to 
fortify the structure of companies. Similarly, 
in India several steps have been taken by 
Securities Exchange Board of India (SEBI), 

Ministry of Corporate Affairs (MCA) and 
Government of India (GOI) to improve the 
corporate governance in Indian companies 
(Afsharipour, 2009).

Good corporate governance practices are 
presently turning into a need for every nation 
and are no longer confined to the public listed 
companies in advanced industrial economies 
(“CACG Guidelines”, n.d.). India’s corporate 
governance framework contains a range 
of measures that promote accountability, 
responsibility and transparency. In this 
matter, the Companies Act, 2013 needs a 
special mention. The new act supplanted 
the old act of 1956 and is a major milestone 
in the corporate governance sphere in India 
and is probably going to have a noteworthy 
impact on the governance of companies in 
the country (Kumar, 2014). 

The present paper focuses on the provisions 
of the Companies Act, 2013 with regard to 
corporate governance. The paper is divided 
into four sections. Section I provides 
the development scenario of corporate 
governance in India. Section II presents the 
brief overview of Companies Act, 2013. 
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Provisions of the Act are given in Section III. 
Conclusion is given in Section IV.

Development Scenario of Corporate 
Governance in India
During the British colonial period, Indian 
companies were controlled by British 
guidelines and directions. First time the 
Companies Act was introduced in India in 
1866 which was the imitation of the English 
Companies Act. Thereafter, it was altered 
and revised several times (Usmani, 2017). 
After the independence, especially in 1950s 
and 1960s, the Tariff Commission and the 
Bureau of Industrial Costs and Prices were 
set up by the Government of India. Soon after 
the independence, the Securities Contracts 
Regulation Act, 1956 and the Companies 
Act, 1956 came into existence (Sharma, 
2014).

During 1970s and 1980s, the banking 
institutions developed quickly and there 
were several laws and regulations framed 
to regulate these institutions. Particularly in 
1990s, during the period of Liberalization, 
Privatization and Globalization (LPG) one 
of the imperative developments took place 
in the field of corporate governance and 
investors’ protection i.e. the establishment of 
Securities Exchange Board of India (SEBI) 
in 1992 (Afsharipour, 2009).

The first phase of India’s corporate 
governance reforms were aimed at 
making boards and audit committees more 
autonomous, effective and focused monitors 
of management (Joshi, 2004). In April 1998, 
the Confederation of Indian Industry (CII) 
proposed a voluntary code of corporate 
governance called ‘Desirable Corporate 
Governance Code’. The code called for 
independent non-executive directors to 
constitute at least 30 percent of the board, 
if the chairman is a non-executive director 
and at least 50 percent when the chairman 
and managing director was the same person 
(“Indian Corporate Governance”, n.d.). 

However, a couple of organizations adopted 
the code voluntarily. The Birla Committee in 
its report said that “under Indian conditions a 
statutory rather than a voluntary code would 
be far more purposive and meaningful, 
at least in respect of essential features of 
corporate governance”. The committee 
made several recommendations which were 
acknowledged and approved by SEBI who 
codified a mandatory Clause 49 of the listing 
agreement of stock exchanges. The Clause 
49 made adherence to corporate governance 
norms mandatory. In August 2002, another 
committee was appointed by the Department 
of Company Affairs under the Ministry 
of Finance and Company Affairs, who 
presented its report in December 2002. 
The committee made recommendations 
with respect to financial and non-financial 
disclosures, independent auditing, grounds 
for disqualifying auditors and types of non-
audit services that the auditors are precluded 
from performing, etc. Further, the Murthy 
Committee set up by SEBI reviewed Clause 
49 and recommended to improve corporate 
governance standards by concentrating on 
the role and structure of corporate boards and 
director independence (“Indian Corporate 
Governance”, n.d.).

Companies Act, 2013: An Overview
The Companies Act, 2013 is an act of 
the Parliament of India which regulates 
incorporation of a company, obligations of 
company directors, dissolution of companies 
and so forth. The act is divided into 29 
chapters containing 470 sections and 7 
schedules (Prasad, n.d.). On 23 October 
2008, Companies Bill, 2008 was presented 
in the Lok Sabha to replace the Companies 
Act, 1956. But it was not succeeded. Again 
Companies Bill, 2009 was reintroduced on 
3 August, 2009 in the Lok Sabha which 
was referred to the Standing Committee on 
Finance of the Parliament for examination 
(Roy & Celestina, 2009). Report of the 
Committee was presented in the Lok 
Sabha on 31 August, 2010. Thereafter, the 
Companies Bill, 2012 was introduced and 

passed in the Lok Sabha on 18 December, 
2012. The bill was then put before Rajya 
Sabha and passed by it on 8 August 2013 
paving way for a new company law. At last, 
the bill sent to President for his consent and 
after having received the consent of the 
President of India on 29 August 2013, it has 
now become the much awaited Companies 
Act, 2013 (Kumar, 2014). The act came into 
force on 12 September 2013.

Corporate Governance in light of the 
Companies Act, 2013
The introduction of Companies Act, 
2013 bring new provisions and controls 
in corporate sectors (“Synopsis of 
Companies Act 2013”, n.d.). The principle 
objective of the newly enacted act is to 
ensure responsibility, accountability and 
transparency in the corporate practices. The 
new act seeks to usher in more transparency 
and governance in the corporate bodies other 
than creating the growth in the present global 
structure. The act focuses on good corporate 
governance practices by expanding the 
roles and responsibilities of the board, 
ensuring shareholders’ interest and brings 
in a disclosure based regime. It brings 
noteworthy changes in the way companies 
are administered (Kumar, 2014). The act 
provides for the following provisions:

A. Appointment of Board:  The 
Companies Act, 2013 provides that a 
public as well as a private company 
can have a maximum of fifteen 
directors on the board and appointing 
more than fifteen directors would 
require approval of shareholders 
through a special resolution in the 
general meeting. It also provides for 
at least one woman director on the 
board for such class or classes of 
companies as may be prescribed. The 
act makes it obligatory for a company 
to have minimum one director who has 
remained in the country for a period of 
182 days in the previous calendar year.
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B. Number of Directorships: A person 
cannot become a director in more than 
twenty companies instead of fifteen as 
provided in the Companies Act, 1956. 
But the condition is that out of twenty 
companies he cannot be the director 
of more than ten public companies 
(Kumar, 2014).

C. Appointment of Independent   
Directors: As per Section 149(4) of 
the act, every listed public company 
is required to have at least one-third 
of the total number of directors as 
independent directors, whereas in 
case of any class or classes of public 
companies the Central Government 
may prescribe the minimum number 
of such directors. Being independent 
of the operations of a company, an 
independent director can effectively 
evaluate the performance of board, 
scrutinize the performance of the 
management of company and safeguard 
the interests of the stakeholders in a 
better way.

D. Duties of the Directors: Section 166 of 
the act stipulates certain duties of the 
directors of a company. These include:

 • To act as per the articles of the 
company.

 • To act in good faith in order to 
promote the objects of company 
for the benefit of its member as 
a whole and in the best interests 
of its employees, shareholders, 
community and for the protection 
of environment.

 • Exercise his duties with due care, 
skill and determination and exercise 
independent judgment.

 • Not to indulge in a situation in 
which he may have a direct or 
indirect interest that conflicts or 
may conflict with the interest of 
company.

 • Not to achieve or to endeavor 
to achieve any undue advantage 
either to himself or to his relatives, 
partners or associates. 

 • Not to allot his office and any 
assignment so made shall be void.

E. Liabilities of the Directors: As per 
Section 166 of the act, if a director 
is discovered guilty of making any 
undue gain either to himself or to 
his relatives, partners or associates, 
he shall be liable to pay an amount 
equivalent to that gain to the company. 
Furthermore, if a director contravenes 
the provisions of this section, he shall 
be punishable with fine which shall 
not be less than Rs. 1 lakh however 
may extend to Rs. 5 lakh.

F. Establishment of Committees: Section 
177 of the act requires the BOD of 
every listed company and certain 
other companies to constitute an audit 
committee consisting of a minimum of 
three directors with the independent 
directors forming a majority. The 
majority of the members of the 
committee should have the capacity 
to understand financial statement so 
that they can monitor and find out 
fraudulent financial practices.

Section 178 of the act requires the BOD to 
constitute a nomination and remuneration 
committee comprising of minimum of 
three non-executive directors with one 
half independent directors. The committee 
decides the qualifications of both directors 
and senior management. The committee also 
makes recommendations with respect to the 
remuneration.

Section 178 (5) of the act requires every 
paper company having more than one 
thousand security holders to constitute 

a stakeholder relationship committee to 
resolve the grievances of security holders of 
the company.

Section 135 of the act requires every company 
having net worth of Rs. 500 crore or more, or 
turnover of Rs. 1000 crore or more or a net 
profit of Rs. 5 crore or more, to constitute a 
corporate social responsibility committee so 
as to maintain a harmony between economic 
and social objectives of the company (“Indian 
Corporate Governance”, n.d.).

Conclusion 
Corporate governance practices are currently 
turning into a need for every country and it is 
clearly evident that inefficient management 
practices led to several financial crisis 
and business collapses around the world. 
These business failures forced the business 
world to think and worry upon the need 
of good corporate governance practices. 
A corporation is considered as a social 
institution and public attention towards 
corporate scandals and collapses have put 
pressure on Governments and corporations to 
focus on the issue of corporate governance. 
The public protests over corporate scandals 
have made it clear that the status quo 
is no more acceptable and the public is 
demanding transparency, accountability and 
responsibility in corporate practices.

The Companies Act, 2013 is significantly 
changing the way companies are governed. 
The act focuses on good corporate 
governance practices by increasing the role 
and responsibilities of board and protecting 
shareholders’ interests. Numerous provisions 
of the act relating to good governance will 
have wide range implications and bring 
in greater transparency, responsibility and 
accountability and in the mean time minimize 
the frequency of corporate frauds.
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