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Abstract

In the realm of corporate governance, the distinction between legal and ethical compliance
mechanisms underlines a critical debate regarding their effectiveness in restoring confidence and
building trust within corporations where this paper argues that while legal compliance mechanisms
serve as necessary frameworks for regulatory adherence, they often fall short in addressing deeper
moral concerns and fostering a culture of ethical behaviour. The overemphasis on legal compliance
may lead to the misconception that "accountability” can substitute for “responsibility,” and may even
risk the futile attempt to legislate morality and drawing from a virtue ethics perspective, particularly
focusing on the cardinal virtues, this paper explores the role of moral principles in governance. This
research paper delves further into the critical importance of robust corporate governance and
corporate social responsibility (CSR) practices in India, especially in light of notable scandals like
Satyam and IL&FS where it examines how these scandals have shown the need for transparency,
sustainability, and investor protection. Through a thorough review of scholarly literature, regulatory
documents, and case studies, it explores systemic deficiencies in governance, risk management, and
ethics within Indian corporations that contributed to these scandals, highlighting legislative changes,
such as the Companies Act, 2013, and regulatory interventions by bodies like SEBI and RBI, aimed at
enhancing transparency and accountability. It also analyzes CSR's role in fostering ethical behaviour
and stakeholder engagement, stressing the importance of embedding CSR principles into corporate
strategies, emphasizing on the collective responsibility of stakeholders, including boards, civil society,
investors, and consumers, in driving positive change and holding corporations accountable.
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Introduction managers as stewards of shareholder interests

H 79
Corporate governance stands as the bedrock of and trustees of societal trust.

modern corporate structures, embodying the
intricate web of relationships between a
company, its shareholders, and society at large.
At its core, corporate governance is about more
than just the mechanics of management and it
encompasses the principles of fairness,
transparency, and accountability that underpin
the operations of a corporation, where central
to the concept is the notion of stewardship—
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A fundamental aspect of corporate governance
is the alignment of managerial actions with the
interests of key stakeholders, including
shareholders, employees, customers, and the
broader community and this alignment is
achieved through various  mechanisms
designed to "govern” managerial behaviour and
ensure decision-making consistency  with
stakeholders’ interests. These mechanisms
include the composition and functioning of the
board of directors, executive compensation

7 Baron, D.. 2007, ‘Corporate Social Responsibility and Social
Entrepreneurship’
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structures, internal control systems, and
disclosure requirements and together, they
serve to regulate managerial conduct and
promote ethical behaviour within corporations.

Despite the critical importance of corporate
governance, however there exists ambiguity
surrounding its precise meaning and the
literature on corporate governance offers
varying interpretations, often employing terms
like control, regulate, manage, govern, and
governance interchangeably, contributing to
the complexity of the concept. This ambiguity
reflects the multifaceted nature of governance,
which encompasses not only formal structures
and processes but also informal norms, values,
and relationships within organizations.

It operates at the intersection of corporate self-
regulation and meta-regulation—the external
oversight and regulation of corporate behaviour
by governments, regulatory bodies, and civil
society where in recent years, researchers have
observed a dynamic interplay between
corporate governance and Corporate Social
Responsibility (CSR). This evolving relationship
shows the growing recognition that effective
governance extends beyond mere compliance
with legal requirements to encompass broader
responsibilities towards society and the
environment.

Corporate governance mechanisms and
Importance of Ethical conduct

Corporate governance mechanisms
encompass both internal and external
frameworks designed to guide and regulate the
conduct of corporations, ensuring alignment
with the interests of shareholders and
stakeholders. Internal mechanisms comprise
the internal structures and processes within a
company, aimed at enhancing shareholder
value and ensuring effective management and
these include the ownership structure, the
composition and functioning of the board of
directors, audit committees, compensation
boards, and other internal control mechanisms,
where these provide a framework for decision-
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making, oversight, and accountability within the
organization.

Internal mechanisms however, alone may
sometimes prove insufficient in ensuring
optimal corporate governance, so external
factors, such as market dynamics, regulatory
requirements, and the actions of external
stakeholders, also play a crucial role in shaping
corporate behaviour. These external
governance mechanisms complement internal
structures by providing additional checks and
balances, influencing managerial decisions,
and mitigating agency conflicts and include
market forces, regulatory bodies, intermediaries,
labour market dynamics, and the availability of
goods and services in the market.

At its core, corporate governance serves as d
means to manage, control, and govern the
activities of an organization in a manner that
upholds integrity, accountability, and
transparency, where it involves a set of
authorities and responsibilities that exert
influence over managerial decisions, reducing
managerial discretion and aligning actions with
the interests of stakeholders and such effective
corporate governance mechanisms  are
essential for maintaining investor confidence,
protecting shareholder interests, and promoting
sustainable business practices.

Ethical conduct within  corporations is
fundamental for several reasons. Firstly, it builds
trust and confidence among stakeholders,
including shareholders, customers, employees,
and the broader community as when
stakeholders perceive a company as operating
ethically, they are more likely to engage with
and support the organization, leading to
stronger relationships and sustainable business
growth. Ethical behaviour moreover, contributes
to long-term business success by enhancing
reputation and brand value and companies
with a reputation for integrity are often more
attractive to investors, customers, and talent,
which  can translate into  competitive
advantages and financial gains. Conversely,
ethical lapses can result in significant
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reputational damage, financial losses, and legal
liabilities, jeopardizing the company's viability
and future prospects.&

Recent corporate scandals serve as stark
reminders of the consequences of ethical
misconduct and such cases of accounting
fraud, bribery, environmental violations, and
other unethical practices not only harm the
affected companies but also erode public trust
in the corporate sector as a whole. These
scandals have far-reaching implications,
affecting stakeholders ranging from investors
who suffer financial losses to employees who
experience job insecurity and disillusionment
and in response to these challenges, there is a
growing recognition of the need for effective
corporate governance mechanisms that
prioritize ethical considerations. Such
governance structures, including independent
boards of directors, transparent decision-
making processes, and rigorous internal
controls, are essential for detecting and
preventing ethical misconduct where, holding
management accountable for ethical lapses
through mechanisms such as executive
compensation tied to ethical performance
metrics can incentivize ethical behaviour and
deter misconduct.

Theoretical perspectives on Corporate
Governance

Agency theory®, developed in the mid-20th
century by economists such as Jensen and
Meckling, focuses on the relationship between
principals (such as shareholders) and agents
(such as managers) within an organization and
according to such theory, there is a natural
conflict of interest between principals, who seek
to maximize their wealth, and agents, who may
prioritize their own interests or pursue goals that
diverge from those of the principals.

In this context, corporate governance
mechanisms serve as mechanisms to mitigate

80 Barnea, A. and A. Rubin: 2010, ‘Corporate Social Responsibility as a
Conflict between Shareholders’

81 Tuomas Laiho: 2011, ‘Agency theory and ownership structute - Estimating
the effect of ownership structure on firm performance’
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agency conflicts and align the interests of
managers with those of shareholders. For
example, the board of directors acts as an
intermediary  between shareholders and
management, overseeing managerial decisions
and ensuring accountability where, from an
ethical perspective, agency theory shows the
importance of transparency, accountability,
and fiduciary duties in corporate governance
practices to prevent agency problems and
promote ethical conduct.

Stakeholder theory®? on the other hand, posits
that corporations have obligations not only to
shareholders but also to a broader set of
stakeholders, including employees, customers,
suppliers, and the community where, scholars
such as Edward Freeman emphasizes the
interconnectedness of these stakeholder
groups and argues that corporations should
consider their interests and well-being in
decision-making processes.® From a
governance standpoint, stakeholder theory
advocates for inclusive  decision-making
processes, stakeholder engagement, and
corporate social responsibility initiatives that
address the needs and concerns of all
stakeholders and ethically, stakeholder theory
shows the significance of corporate citizenship,
sustainability, and social justice in governance
practices, recognizing that ethical behaviour
extends beyond mere compliance with legal
requirements to encompass broader societal
responsibilities.

Thus it can be observed that the agency theory
and stakeholder theory provide complementary
perspectives on corporate governance and
ethics, emphasizing the importance of aligning
incentives, fostering  accountability, and
considering the interests of stakeholders in
governance practices where, the agency theory
focuses on addressing conflicts of interest
between principals and agents, stakeholder
theory advocates for a more holistic approach

82 Alex Edmans: 2011, “What Stakeholder Capitalism Can Learn from Jensen
and Meckling’

8 R. Edward Freeman and John McVea: 2001, ‘A Stakeholder Approach to
Strategic Management’
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that recognizes the interconnectedness of
stakeholder interests and the ethical
responsibilities of corporations within society.
Together, these theoretical frameworks inform
our understanding of the complex relationship
between governance structures, ethical
behaviour, and organizational outcomes in the
corporate world.

Regulatory Responses

In the context of Indian legislation, regulatory
responses to corporate misconduct have
undergone significant evolution to address the
challenges posed by unethical practices and
corporate scandals. The Companies Act®,
represents a landmark legislation aimed at
enhancing corporate governance standards
and promoting ethical conduct among Indian
corporations as this legislation introduced
several provisions to strengthen board
oversight, enhance transparency, and hold
directors and officers accountable for their
actions.

One of the key features of the Companies Act,
2013, is the establishment of stringent disclosure
requirements, including mandatory reporting on
corporate social responsibility (CSR) initiatives,
related-party transactions, and directorships
held by individuals where such disclosure
requirements aim to enhance transparency
and enable stakeholders to make informed
decisions  about corporate  governance
practices. The Act also mandates the
appointment of independent directors and
audit committees to ensure independent
oversight of corporate affairs and financial
reporting.

In response to corporate scandals and
instances of misconduct, regulatory authorities
such as the Securities and Exchange Board of
India (SEBI)®®> and the Ministry of Corporate
Affairs (MCA) have taken proactive measures
to strengthen enforcement mechanisms and

84 The Companies Act, 2013:
https://www.mca.gov.in/content/mca/global/en/acts-rules/companies-
act/companies-act-2013.html

8 The Securities and Exchange Board of India: https://www.sebi.gov.in
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deter unethical behaviour where, SEBI, for
example, has introduced regulations to
enhance corporate governance standards for
listed companies, including requirements
related to board composition, disclosure norms,
and shareholder rights, and the MCA, on the
other hand has also established specialized
bodies such as the Serious Fraud Investigation
office (SF10)?° to investigate cases of corporate
fraud and misconduct.

The Insolvency and Bankruptcy Code?, further
represents a significant regulatory response to
corporate misconduct by providing a effective
framework for resolving insolvency and
bankruptcy proceedings in a time-bound
manner and aims to promote corporate
restructuring, asset recovery, and creditor
protection, thereby discouraging irresponsible
corporate behaviour and enhancing investor
confidence in the Indian market.

Despite these regulatory efforts, challenges
persist in effectively deterring corporate
misconduct and promoting ethical behaviour
where, enforcement gaps, weak regulatory
oversightt and compliance  deficiencies
continue to undermine the effectiveness of
existing regulatory frameworks. Such complex
regulatory  landscape and  overlapping
jurisdiction of multiple regulatory authorities
moreover often create confusion and regulatory
arbitrage opportunities for corporate entities.
So, while Indian legislation has made significant
strides in addressing corporate misconduct and
promoting ethical behaviour, ongoing efforts
are needed to strengthen regulatory
enforcement, enhance transparency, and foster
a culture of corporate integrity.

Recent Corporate Scandals

In recent years, India has witnessed several
high-profile corporate scandals that has shown
the need for an effective regulatory oversight
and ethical corporate governance practices

86 SFIO regulations under the MCA: https://sfio.gov.in/en
87 The bankruptcy and Insolvency Code, 2016:
https://www.mca.gov.in/Ministry/pdf/ThelnsolvencyandBankruptcyoflndia
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and one such scandal involved Satyam
Computer Services®, one of India’s largest IT
companies, which came to light in 2009 when
its founder and chairman, Ramalinga Raju,
admitted to perpetrating a massive accounting
fraud. Raju confessed to inflating the company's
revenues, fabricating profits, and manipulating
its balance sheet to the tune of billions of
dollars, shaking investor confidence and
tarnishing the reputation of India’s IT sector.

One of the most glaring deficiencies uncovered
in the aftermath of the scandal was the glaring
absence of effective internal controls within
Satyam where, the company's internal control
mechanisms, which are supposed to prevent
and detect fraudulent activities, were woefully
inadequate and failed to uncover the extent of
the financial manipulation perpetrated by Raju
and his accomplices. This lack of oversight
allowed Raju to manipulate financial
statements, inflate revenues, and fabricate
profits with impunity, deceiving investors,
regulators, and stakeholders alike. The scandal
moreover, laid bare the inadequacies of the
company's board of directors in providing
effective oversight and governance and despite
being entrusted with the responsibility of
safeguarding shareholder interests, Satyam's
board failed to exercise due diligence and
scepticism in scrutinizing the company's
financial statements and challenging
management decisions. The board's
complacency and lack of independence
allowed Raju to consolidate his control over the
company and perpetrate the fraud unchecked.
Such lack of transparency in financial reporting
at Satyam further exacerbated the impact of
the scandal and eroded investor confidence in
the integrity of the company where, investors
relied on the accuracy and reliability of
Satyam's  financial disclosures to make
informed investment decisions, only to discover
that the financial statements were riddled with

88 Ramalinga Raju and 5 Others ordered to Disgorge Rs 1,747 Crore by SEBI:

falsehoods and misrepresentations.®® The
revelation of such egregious misconduct
triggered a cascade of regulatory
investigations, shareholder lawsuits, and public
outrage, further damaging Satyam's reputation
and financial standing.

In response to the scandal, regulatory
authorities in  India embarked on a
comprehensive overhaul of corporate
governance regulations and enforcement
mechanisms to prevent similar occurrences in
the future and the government enacted
stringent reforms aimed at enhancing board
independence, strengthening audit oversight,
and improving transparency and disclosure
requirements for listed companies®. Satyam,
furthermore was ultimately acquired by Tech
Mahindra in a bid to salvage the company's
operations and restore investor confidence but,
the legacy of the Satyam scandal continues to
loom large over India's corporate landscape,
serving as a cautionary tale of the perils of
governance failures and ethical lapses in the
pursuit of corporate success.

Similar to the Satyam scandal, The IL&FS
scandal® unfolded as a stark reminder of the
vulnerabilities within India's financial sector,
particularly in the realm of shadow banking.
IL&FS, once considered a cornerstone of India’s
infrastructure development, found itself at the
centre of a financial storm when it defaulted on
its debt obligations in 2018 and this default not
only triggered a liquidity crisis within the
company but also sent shockwaves across the
broader financial markets, exposing the extent
of financial mismanagement and governance
lapses within the organization.

At the heart of the IL&FS scandal were complex
financial structures and opaque lending

8 India’s fourth largest IT company toppled from top spot:
https://www.financialexpress.com/business/industry-what-was-satyam-
scam-which-toppled-indias-fourth-largest-it-company-from-the-top-slots-
1010389/

% Listing requirements by NSE: https://www.nseindia.com/companies-

listing/ raising-capital-public-issues-emerge-eligibility-criteria

ot Fraud case registered by CBI against IL&FS:
https://www.thehindu.com/news/national/cbi-registers-6524-crore-loan-
fraud-case-against-ilfs-transportation-network-and-

https://news.abplive.com/business/satyam-scam-sebi-orders-ramalinga-raju-
five-others-to-disgorge-unlawful-gain-rs-624-crore-interest-rs-1747-crore-
1646587
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others/article66924742.ece#:~:text=The%20Central%20Bureau%200%6201
nvestigation,2s%200n%200ctober%2031%2C%202021.
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practices that obscured the true financial
health of the company and it operated through
a labyrinth of subsidiaries and special purpose
vehicles (SPVs), which allowed it to undertake
large-scale  infrastructure  projects  while
leveraging debt to finance its operations. This
complex web of entities however, also served to
obfuscate the company's financial risks and
make it difficult for regulators and investors to
assess its true financial position.

This scandal brought forward the shortcomings
in regulatory oversight and risk management
practices within India's financial regulatory
framework and despite being a systemically
important institution, IL&FS operated with
minimal regulatory scrutiny, allowing it to
accumulate significant leverage and engage in
risky lending practices with little accountability.
This lack of regulatory oversight contributed to
the buildup of systemic risks within the shadow
banking sector and exacerbated the severity of
the crisis when IL&FS eventually defaulted on its
debt obligations.®?

The fallout from the IL&FS scandal reverberated
throughout India’s financial ecosystem, leading
to a crisis of confidence among investors,
creditors, and regulators and the liquidity
crunch triggered by IL&FS's default rippled
through the broader financial markets, leading
to concerns about contagion effects and
systemic instability. Regulators were forced to
intervene to stabilize the situation, initiating a
government-led rescue effort to restructure
IL&FS and prevent further contagion in the
financial system.

In response to the scandal, regulatory
authorities in  India embarked on a
comprehensive review of the regulatory
framework governing shadow banking activities
where The Reserve Bank of India (RBI)
introduced stricter regulations and enhanced
supervision of non-banking financial
companies (NBFCs) to mitigate systemic risks

92 SFIO allowed to prosecute auditors by Supreme court:
tps://economictimes.indiatimes.com/news/company/corporate-

trends/ilfs-fraud-case-supreme-coutrt-allows-sfio-to-prosecute-

auditors/articleshow/99969936.cms?from=mdr
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and strengthen financial stability. Efforts were
additionally made to enhance transparency
and disclosure requirements for NBFCs, improve
corporate governance standards, and bolster
risk management practices to prevent future
crises.

The scandal served as a wake-up call for
regulators, investors, and market participants,
highlighting the urgent need for reforms to
address governance deficiencies, enhance
regulatory oversight, and strengthen risk
management practices within India’s financial
sector and while significant progress has been
made in implementing reforms since the IL&FS
crisis, ongoing vigilance and regulatory scrutiny
are essential to safeguarding financial stability
and restoring investor confidence in India's
financial markets.

Similar to the IL&FS scandal, following the
Satyam scandal and other corporate
misconduct incidents, regulatory authorities in
India took several steps to strengthen corporate
governance standards and restore investor
confidence. The Securities and Exchange Board
of India (SEBI) and the Ministry of Corporate
Affairs (MCA) played pivotal roles in
implementing reforms and amendments to
existing regulations to address governance
deficiencies and prevent future scandals.

One significant response was the enactment of
the Companies Act, 2013, which represented a
comprehensive overhaul of India's corporate
governance framework where the Companies
Act introduced numerous provisions aimed at
enhancing transparency, accountability, and
shareholder protection. For example, Section 177
mandates the establishment of audit
committees with independent directors to
oversee financial reporting and audit
processes, while Section 178 requires listed
companies to formulate a remuneration policy
for directors and key managerial personnel.*?

% Roles and responsibilities under Sec177 and 178 of the companies act,2013:
https://www2.deloitte.com/content/dam/Deloitte /in/Documents/risk/Cor
porate%20Governance/in-ce-roles-and-responsibilities-of-audit-committee-

noexp.pdf
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In addition to such legislative changes,
regulatory authorities such as SEBI introduced
stricter disclosure norms and enhanced
oversight mechanisms to monitor listed
companies and prevent corporate misconduct.
SEBI's Listing Obligations and Disclosure
Requirements (LODR) Regulations,
implemented in 2015%, impose stringent
reporting requirements on listed entities,
including disclosure of related-party
transactions, board composition, and corporate
governance practices and these regulations
aim to enhance transparency and
accountability in corporate disclosures and
promote investor confidence in capital markets.

SEBI  further enhanced its enforcement
capabilities and instituted measures to deter
corporate wrongdoing and hold errant entities
accountable. The establishment of specialized
enforcement divisions, such as the SEBI
Investigation Department (SID)%, shows the
regulator's commitment to combating market
abuse and ensuring fair and orderly conduct in
securities markets. SEBI also introduced
mechanisms such as the Whistleblower
Policy®® to encourage individuals to report
instances of fraud, misconduct, or regulatory
violations, thereby strengthening the regulatory
oversight framework.

Along with these reforms, as mentioned earlier,
the Reserve Bank of India (RBI) also
implemented a series of regulatory measures
aimed at fortifying the oversight and stability of
non-banking financial companies (NBFCs)
and to bolster their financial resilience and
mitigate systemic risks, the RBI introduced
prudential norms mandating NBFCs to adhere
to stringent regulations governing capital
adequacy, asset classification, provisioning

94 SEBI listing obligations:
https://www.icsi.edu/media/webmodules/publications/SEBI_(Listing Obli
gations _and Disclosure Requirements) Regulations 2015 A Referencer to
Debt_Securities.pdf

9 SEBI

https://www.sebi.gov.in/department/investigations-department-

regulations for SID:

11/overview.html

96 Whistle blower policy by SEBIL:
https:/ /www.sebi.gov.in/department/vigilance-department-

67/ overview. html#:~:text=T0%20lodge%202%20complaint%20against,with
%20the%20Designated%20Agency%20i.e.
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requirements, and exposure limits. These
norms were crafted to minimize the likelihood of
financial distress and defaults within the NBFC
sector.

The RBI simultaneously rolled out an enhanced
supervision framework tailored specifically for
NBFCs where this framework encompassed
regular inspections, off-site surveillance, and
risk-based  supervision techniques to
diligently monitor the financial health and
regulatory compliance of NBFCs®” and by
adopting a proactive approach to supervision,
the RBI aimed to identify potential risks and
vulnerabilities within the NBFC sector promptly,
enabling timely corrective actions to mitigate
emerging threats and enhance sector-wide
resilience.

Such Recognition of the critical role of
transparency and disclosure in fostering market
integrity and investor confidence, where the RBI
mandated NBFCs to elevate their transparency
and disclosure practices, entailing the timely
and accurate reporting of financial information,
risk exposures, and corporate governance
practices to enable investors to make well-
informed decisions, aided the investors with
comprehensive information, where such
measures sought to bolster the credibility and
accountability of NBFCs.

Thus, as observed above, the responses to
corporate scandals in  India has been
multifaceted, encompassing legislative reforms,
regulatory enhancements, and enforcement
measures aimed at promoting ethical conduct,
enhancing transparency, and restoring investor
confidence. The recurrence of corporate
governance lapses however, highlights the
ongoing challenges in fostering a culture of
integrity and accountability within India’s
corporate landscape, showing the need for
continued vigilance and regulatory reform to
address governance deficiencies effectively.

Conclusion

9 RBI master directions:
https://www.rbi.orge.in/Scripts/BS ViewMasDirections.aspx?id=10999
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The significance of robust and effective
corporate governance and corporate social
responsibility (CSR) practices in India has been
highlighted by the high-profile scandals such
as Satyam and IL&FS where these incidents
showed systemic deficiencies in governance,
risk management, and ethical conduct within
corporations, prompting regulatory reforms
from bodies like SEBI and the RBI. Reforms
included stringent disclosure requirements,
strengthened oversight mechanisms, and
mandates for CSR policies. While these reforms
aim to restore investor confidence and promote
sustainable practices, fostering a culture of
ethical conduct requires collective action and
corporations must prioritize ethical behaviour
beyond compliance, while stakeholders like
boards, civil society, and investors play pivotal
roles in accountability and driving positive
change where, by aligning regulatory
frameworks with global best practices and
embracing ethical principles, India's corporate
sector can foster trust, sustainability, and long-
term prosperity.
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