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INTRODUCTION

Corporate Governance from the view of business
endeavors, is characterized as a framework of structures
and forms that run and control associations. It tags the
dispersion of rights and obligations right around
association's stakeholders (incorporating shareowners,
executives what's more chiefs) and verbalizes the tenets
and methods for settling on choices on corporate issues.
Therefore corporate governance provides the structure for
characterizing,  accomplishing and following an
association's objectives and targets and guaranteeing
responsibility to its shareholders what's more gurus.

Inside associations, corporate governance issues ordinarily
roll out from the unique roles of Channel and Stewardship.
The shareowners exchange their capital to the directors
who play the part of operators. Stewardship implies the part
of executives who fill in as the watchmen of the
association's possessions and have been designated the
power by the shareowners to follow their benefit. To uphold
a successful association between suppliers of trusts to the
association and the troughs of the association, an
abnormal amount of trust must exist between both.

The Board serves as the course between the two. The
establishment of Trust around shareholders, chiefs and
chiefs might be based the four prevailing mainstays of
corporate legislation. The aforementioned are
Transparency, Accountability,  Fairness furthermore
Responsibility. The aforementioned four columns have
furnished the establishment for the six standards of
corporate influence, organized by OECD and
communicated in its 'Principles of Corporate Influence
(2004)'. The aforementioned six standards are:

1. Ensuring the basis of an Effective Corporate
Governance Framework - transparent and efficient

_____ y — — -

markets, consistent with rule of law and clear division of

responsibilities among supervisory, regulatory and
enforcement authorities
2. The Protection of Rights of Shareowners and key

Ownership functions - a framework that protects and
facilitates exercise of the rights of shareholders

3. Equitable treatment of shareowners - all
shareholders including minority and foreign shareholders to
be treated equitably and they have a right to effective
redressal of violation of their rights.

4, Role of all Stakeholders in corporate governance
- active co - operation between corporation and all
stakeholders;  shareholders, customers,  suppliers,
employees, vestors and society in creating wealth, jobs
and sustainability of financially sound enterprises.

5. Disclosures and Transparency - timely and
accurate disclosures on all material matters relating to the
corporation including financial performance, ownership and
governance.

6. Responsibilities of the Board — framework to
ensure strategic guidance to the corporation by the Board,
effective monitoring of the management of the corporation
and Accountability of the Board to the corporation and its
shareholders.

From a broader view of the financial, political and
legitimate nature in which the associations manage,
corporate governance is thought about as the
establishment of changes which fortifies and modernizes a
nation's economy in the worldwide business sector. The all
the more considerably the four standards of corporate
governance are connected, the all the more evenhandedly
and viably will assets be distributed. Global guidelines
have been circulated to development the profits of
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corporate governance all the more considerably in
advertising monetary development, broadening the capital
business sector, supporting business uprightness and
subsequently assist in assuaging neediness.

corporate governance in its broadest sense is
subsequently the equalization between monetary and
social objectives and between single and common
objectives. The influence schema is there to support the
proficient utilization of assets and correspondingly to
guarantee responsibility for the stewardship of the
aforementioned assets. The point is to adjust as almost as
could be expected under the circumstances the investment
of people, partnerships and social norms.

A decently improved capital business sector is an evidence
of investment development and numerous studies have
underlined the linkage between capital business
advancement and enhanced asset designation and
financial development. Different studies have confirm that
growth of capital business is identified with security of
minority speculators which is a vital component of
exceptional corporate governance. (La Porta et al., 1997,
1998 and Gleaser, Johnson and Shleifer,).

BACKGROUND

National Foundation for corporate governance (NFCG) has
licensed S P Jain Inst. of Administration and Research
(SPJIMR) as a friend establishment to do research and
conduct preparing systems identifying with corporate
governance rehearses in India. Since 2007, SPJIMR has
been occupied with examination ponders on corporate
governance based on essential overview of family
operated recorded associations and auxiliary information
from Annual Reports of the aforementioned associations.
The Institute submitted its first Study, 'Best Practices in
corporate governance by Medium - sized Family Managed
Companies — Three Case Studies' in March 2010. A Round
Table on Excellence in corporate governance was likewise
arranged by SPJIMR in 2009 to talk about the discoveries
of the Study in an open gathering. The incidents of this
Round Table were likewise joined in the above Study.

The Institute had moreover completed a short two day
preparing project for promoters and guides of family
administered associations in 2009 as a feature of its order
for making more amazing familiarity with corporate
governance standards and drills in India. The
recommendation for the present study was submitted to
NFCG as a major aspect of its Work Plan for the year
2010-11. Because of some time imperatives there was a
spill over to the year 2011-12. The present study, ‘corporate
governance and Financial Performance in Medium-sized
Family Maintained Companies' was started in the light of

the expanding significance of exceptional legislation in an
association headed by an in number and autonomous
Board.

CHANGES IN
POLISHES

CORPORATE GOVERNANCE

The elements influencing the efficiencies of capital
business sectors are a considerable number, the more
significant being exceptional liquidity and level transaction
costs. The accesability of astounding informative content
additionally supports proficiency and supports guru
certainty and generally speaking business magnetism.
Given the aforementioned elements and the administrative
and authoritative measures that uphold effective
businesses there are some unique varieties in the way in
which capital businesses method in the improved
furthermore improving economies.

Above all improved business sectors are connected with
scattered offer proprietorship and divided possession
structures. Here the crux concerns are screening
administration and guaranteeing that chiefs act in light of a
legitimate concern for the shareholders. Institutional
shareholders like Insurance associations and benefits
trusts are depended upon to shield shareholders' engages.

In improving and rising businesses, proprietorship is
thought and extensive shareholders (promoters or
establishing relatives) rule and impact administration at
times to the impairment of minority shareholders' engages.
Institutional chiefs are not exceptionally encountered or
persuasive and exposure and transparency standards are
still being advanced. Usage and implementation of laws is
frail. Clash of hobbies come up out of cross property of
portions (associations possess offers in each other). The
administrative structure for associations in such showcases
and the following checking components, need to be drawn
up remembering the aspects of the constituent firms.

Relying on the development of the businesses and lawful,
moral and monetary earth, each nation needs to devise its
particular administrative schema for corporate governance.
Be that as it may yet the genuine guidelines of corporate
governance can just be dead set by the measures the
associations themselves embrace either voluntarily or
elsewise to enhance the way they are guided and
regulated. The aforementioned measures are guided by
the extent of the firms, their structure besides
proprietorship and their necessities. For littler measured
firms, which, are family possessed or regulated corporate
governance at times can get an impairment. Yet, as
associations broaden and differentiate and leave upon
natural or inorganic development there is a relating require
for lifelong contributions from outside. The aforementioned
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supports obviously take on at a costloosening of control,
more amazing responsibility and mogul insurance — which
are the key standards of great legislation.

Does Best Governance Effect Financial Performance?

A few studies keeping tabs on advanced and developing
businesses have presumed that well administered
associations have enlisted better exhibition in monetary
terms. Reception of best practices in Governance has
prompted:

a) Improved access to outside financing bringing
about more amazing efficiencies because of more
stupendous information of speculators as to the
association's systems

b) Lower cost of capital

c) Improved operational exhibition through additional
effective administration and better possession portion

d) Better monetary exhibition and association
valuation as viewed in:
i) Improved Economic Value Added (EVA) - A Credit

Lyonnais South Asia ( CLSA) 20015 investigation of 100
greatest rising businesses, has indicated that best
corporate governance drills in rising businesses had 8 rate
focuses higher EVA than the normal of all firms in the
nation.

ii) Improved Profitability — An ABN/AMRO Study of Brazil
based firms6 with CG Appraisals indicated that their P/E
proportions were 20 percent higher, RoEs at 45 percent
higher and Net edges 76 percent higher than those with
beneath normal CG hones. A Study by L Brown and M
Caylor of Georgia State University7 in 2004 has
demonstrated that generally administered associations
beat crudely administered ones by 18.7 percent regarding
Rol and 23.8 percent for RoE.

iii) Higher Returns on Assets — Research by Sung Je
Byun of Columbia University in 20068 presumed that firms
with predominant corporate governance drills had higher
RoE and better RoA and RoC. (Return on Capital). For top
evaluated associations the RoE was 14.35 percent while
for the base level associations it was 9.20 percent . RoA of
top evaluated associations was additionally higher at 4.81
percent contrasted with 3.46 percent for the base based
associations. Return on Capital (RoC) was additionally
better at 10.26 percent contrasted with 6.69 percent .

iv) Higher Firm Valuation and Share Performance —
Company Valuations were higher and speculators were
eager to pay higher allotment premiums running up to 30-

40 percent for better legislated associations. This was
finished up by a McKinsey Survey in 2002,9 over all
nations incorporating Eastern Europe, Africa, and Asia. A
comparable plan was watched in a Study of 2000
associations over a five year period completed by R
Grandmont et al for Deutsche Bank10 in Latin America,
Africa, Eastern Europe and Middle East in 2004. The Study
had recognized higher valuation premiums regarding
Price/Cash Flow, Price/Earnings, Profit Value/EBITDA and
Price/Book Value. Previous look into by P Gompers, J Ishii
and A Metrick11 on 1500 impressive US associations in the
1990s has demonstrated that unrivaled corporate
governance polishes hold a huge effect on an association's
business sector esteem and higher comes back to
shareholders. US based firms with better legislation had
quicker deals development and were more productive than
their associates.

V) Reduced Share Price Volatility - The study by
Brown and Caylor12 pointed above moreover inferred that
overall legislated associations had an allotment cost
volatility which was 5.6 percent beneath normal.

Vi) Reduced danger of corporate emergencies and
embarrassments - Companies with great corporate
governance practices are known to join adequate danger
administration frameworks and are subsequently better
furnished to adapt to emergencies.

A Study by J Derwall and H Vervijmeren, ‘corporate
governance and the Cost of Equity Capital: Evidence from
GMI's Governance Ratings' in 2007 for US associations
and H Ashbaugh Skaife and Ryan la affectionate 200613,
inferred that firms with better administration show lower
channel hazards bringing about shareowners' and
moneylenders' readiness to furnish capital at a more level
cost to the association.

THE PRESENT STUDY BY SPJIMR

It was against this backdrop of the prevailing Corporate
Governance scenario in India and the practices adopted by
majority of family managed listed companies, that the
present study was conceptualized. It has been affirmed
that investors including global institutional investors are
willing to pay significantly higher premiums for shares of
well governed companies. Better governed companies also
have higher valuations, reduced share price volatility and
faster growth in turnover. Considering these and several
other benefits, it was necessary to bring into focus the
importance of good governance in our Family Managed
companies.

Secondly, our regulatory framework for Corporate
Governance is still being evolved. The Companies
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Amendment Bill, 2011 is yet to be enacted. The debate
whether too much regulation leads to indifference and thus
evasion is still continuing in corporate circles. At this stage
what is more required is an improved monitoring
mechanism to ensure better implementation. Compliance
with regulatory norms apart, adoption of better governance
standards should be a voluntary process and emanate
from within the board rooms of the corporate themselves.
Understanding the impact of effective corporate
governance practices and higher ethical standards, on the
long term financial performance of firms is important for
promoters of family owned firms. It needs to be recognized
that good governance adds value by improving the firm’s
performance through more efficient and transparent
management and better asset allocation. This could
provide a strong motivation for strengthening the
governance mechanisms in these firms. Our study thus
strives to create a case for a better realization of the long
term benefits of good governance standards and the need
to strengthen the compliance processes adopted by listed
and even unlisted companies in India.

CORPORATE GOVERNANCE BY
MANAGED BUSINESS

FAMILY

The prevailing Corporate Governance practices in India
were studied by reviewing the developments in CG in India
and the evolution of the regulatory framework, which was
largely based on the recommendations of various high
level committees, notably the Kumar Mangalam Birla
Committee, N R Narayanmurthy Committee and the J J
Irani Committee. The present regulatory framework for CG
in India viz. the Companies Act 1956 (together with its 24
amendments), the new bill (2008) for its re-legislation,
SEBI Clause 49 - of the listing agreement of the companies
specifying detailed regulatory norms of CG, etc have also
been discussed and commented upon.

This was followed by a quick review of the studies on best
practices in CG as well as the imperatives for CG practices
in the globalizing India. Some of India’s family managed
companies demonstrated excellent CG practices even
going far beyond mere compliance, while there were many
companies which complied with regulatory CG norms only
in letter.

The present SPJIMR study is unique in the sense that it
has assessed CG practices of the selected companies not
only relating to regulatory norms but has also gone further
and assessed several other practices, which are beyond
compliance norms.

RELATIONSHIP BETWEEN CORPORATE
GOVERNANCE AND FINANCIAL PERFORMANCE
IN INDIA

An impressive dominant part of the firms recorded on
Indian Stock Exchanges are those in which proprietorship
is thought inside the advertising families. Promoters push
impressive impact over administration and hence over all
major choices. Minority shareholders who are as a rule not
well savvy to the association's operational perspectives
need to be substance with monetary profits for their value
possessions. Inasmuch as the association is finishing
admirably monetarily, promoters or the regulating family
amasses don't have sufficient inspiration to put resources
into IT identified framework or quite skilled labor to put set
up predominant corporate administration drills like setting
up an unattached Risk Management Dept., or fixing state
of - the-art IT frameworks for inner controls or constituting
divide board level advisory groups for assignment and
compensation of heads and senior administration faculty.

Divulgences to minority shareholders through yearly
reports or through postings on the association online sites
are least. Concern for the welfare of different stakeholders
in the association like suppliers, purchasers, workers and
even Society in question is restricted. In short agreeability
to corporate governance standards is there yet just in letter
and not in spirit.

If this scenario might be manageable in the long run is
begging to be proven wrong. This issue of corporate
governance and its effect on the exhibition of the firm has
not been investigated well in the Indian setting however
abroad countless studies have been did on this subject.
The Satyam scene and the resultant money related bungle
which went against the premiums of the speculators and
minority shareholders had triggered a genuine discuss on
the lacuna in the shareholders' consciousness of great
legislation polishes furthermore the lacks in the following
instruments of administrative bureaus as for consistence of
the influence standards and procurements.

Our concentrate on corporate governance and its
association with the association's money related exhibition
endeavors to analyze this oft talked about issue of family
proprietorship and control what's more its effect on the on
the whole monetary exhibition of the association and
specifically the comes back to the minority shareholders .
Viable usage of corporate governance rehearses in a
lifelong supportable way is wanted to profit all stakeholders
incorporating the regulating shareholders and might bring
about higher firm valuations in the long run.

SUMMARY

Our review and scrutiny of the results of the above
research studies and their comparison with those emerging
out of studies for India has helped us in devising
appropriate the prevailing corporate governance regulatory
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and legal framework. One thing which has clearly emerged
from the review is that the overall corporate governance
measure i.e. corporate governance Index has a positive
relationship with financial performance of companies
across all countries both developed and emerging markets.
It is when different parameters of corporate governance i.e.
sub - indices are measured that the variations occur in the
relationships. Again the positive relationship is mostly
observed in larger sized manufacturing firms rather than
medium or small sized firms where size is measured by
value of total assets.

Most of the studies (Brazil, Korea, India and Taiwan) have
concluded that board independence have a positive
relationship with firm performance. A common observation
that has emerged from these studies is that the presence
of family control through concentrated ownerships and
larger family presence on boards and management have a
negative effect on firm performance measured by return on
assets and profitability.
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