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Abstract – We build a Corporate Governance Index for 500 large recorded Indian firms for the period from 
2003 to 2008 in this paper. The index development utilizes data on four important corporate governance 
components: the governing body, the ownership structure, the review committee, and the external 
evaluator. The development of the index for six years permits an examination of the advancement of 
corporate governance in India in a period when there have been countless governance changes. The 
examination reports a climbing pattern in the level of the Corporate Governance Index of Indian 
companies. There is an in number cooperation between the Corporate Governance Index and the 
business execution of companies, where companies with better corporate governance structures win 
considerably higher rates of return in the business. This investigation indicates that Indian advertises 
have a tendency to remunerate companies that complete governance changes. It furnishes an impulse to 
controllers as well as to push for further changes. 

---------------------------♦----------------------------- 
 

INTRODUCTION  

Governance changes have turned into the foundation 
of corporate sector development in India as of late. As 
Indian companies start to enter international capital 
and as foreign moguls start to get stakes in Indian 
companies, the outline of a well laid out governance 
structure has gotten to be progressively important for 
corporate sector development. To this extent countless 
changes have occurred in the India, starting with the 
execution of the Clause 49 of the Listing Agreement in 
February 2000 and proceeding with the drafting of the 
New Companies Bill of 2009 which is anticipating 
regard of the parliament. It is imagined that 
organization of these changes is liable to prompt better 
governance of Indian companies.  

Then again, quantifying the state of corporate 
governance of companies is not simple. Partially the 
dificulty originates from the including nature of the 
definition of corporate governance. A filtering of the 
scholastic expositive expression recommends a plenty 
of definitions. Of these, maybe the ones that most 
enough catch the general arrive at of corporate 
governance is held in the accompanying two 
definitions:  

1. Corporate governance alludes to "the entire set of 
legitimate, social, and institutional game plans that 
verify what public corporations can do, who controls 
them, how that control is worked out, and how the 
dangers and come back from the exercises they 
embrace are assigned." (Blair, 1995).  

2. Corporate governance is the system by which 
business corporations are coordinated and regulated. 
The corporate governance structure specifies the 
dissemination of rights and obligations around 
different members in the partnership, for example, the 
board, chiefs, shareholders and different 
stakeholders, and spells out the guidelines and 
procedures for settling on choices on corporate 
a_airs. By doing this, it likewise furnishes the 
structure through which the company targets are 
situated, and the method of accomplishing those 
targets and following execution (Oecd, 1999).  

Hence corporate governance blankets an extensive 
variety of courses of action. Researchers arrange 
these game plans into internal and external 
instrument. With internal components, the ownership 
structure of the firm, the top managerial staff, the 
auditor and the audit committee, different committees 
of the board like selection committee, compensation 
committee air conditioning quire uncommon 
significance. Inside external instruments, the 
business for corporate control furthermore item 
market rivalry assume a significant part in enhancing 
corporate governance.  

The internal and external systems thusly are molded 
by the generally speaking lawful and institutional 
structures of the nation.  

Given the large number of features that are secured 
by corporate governance it is not simple to 
comprehend the in general state of corporate 
governance of a company. There are an excess of 
variables and a lot of data which need to be handled 
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for this comprehension. In this connection an in 
general Corporate Governance Index that can 
satisfactorily abridge the different parts of governance 
with a couple of numbers may be profoundly helpful.  

In this paper we build such a Corporate Governance 
Index for 500 large recorded firms in the Indian 
corporate sector utilizing data on four important 
corporate governance components in particular, the 
Board of Director, Ownership Structure, Audit 
Committee, and the external Auditor. We build the lists 
for six years for the period 2003 to 2008.  

Development of the index for six years permits us to 
look at the advancement of the state of corporate 
governance in India over a period when countless 
governance changes have occurred and proceed to do 
so. Our exact examination demonstrates an expanding 
pattern in the corporate governance structure of Indian 
companies. We additionally look at the connection of 
the Corporate Governance Index with the business 
execution of companies and find an exceptionally solid 
companionship between the two. Companies with 
better corporate governance structures seem to gain 
significantly higher rates of return in the market. The 
exact dissection indicates that that exceptional 
governance practices are remunerated by the 
business which gives an added motivator to 
companies to do governance changes. It gives an 
impulse to controllers and in addition to push for 
further changes. To our learning this is one of the first 
endeavors to develop a Corporate Governance Index 
for an extensive variety of companies spreading over 
countless.  

We accept the Index might be convenient to an 
extensive variety of members in the capital business 
sector. In any case, it will be supportive to controllers 
to judge how the corporate governance changes are 
meeting expectations. Second, the index might be 
supportive to companies to understand the benefit of 
receiving exceptional governance practice - the Index 
can act as a rating apparatus. At long last, the index 
might be supportive to gurus to pick overall 
administered companies. Most importantly, the 
impressive database that is made at present making 
the Index will furnish significant data for directing 
research in different fields of governance. 

COMPONENTS 

As laid out in the presentation, corporate governance 
covers an amounts of internal and external 
components that decrease organization require inside 
a company and in this manner accelerate an 
expansion in firm worth. We think about four important 
governance systems to catch the in general state of 
corporate governance of a company. These four 
governance component are the (1) Board of Directors, 
(2) Ownership Structure, (3) Audit Committee and (4) 
Auditor.  

The Board of Directors - The governing body goes 
about as a standout amongst the most important 
governance systems in adjusting the hobbies of 
supervisors and shareholders. An ordinary leading 
body of current corporations comprises of inside or 
official chiefs who are full time employees of the 
company and are included in its everyday operations 
and non-official or outside chiefs who don't have any 
official obligations and assume for the most part a 
report part. The outside executives are for the most 
part further considered subsidiary executives (or light 
black chiefs) who are previous company officers, 
relatives of the company officers, or the individuals 
who have existing business relationships with the 
company, for example, ventures bankers and 
attorneys; and non-associated chiefs who are outside 
executives with no such connection. It is the non-
associated outside chiefs, usually alluded to as non 
official independent chiefs or basically as independent 
executives who are conceived to perform the 
checking part and are broadly viewed as the trustees 
of  the shareholders engage.  

Separated from board freedom there are number of 
different issues that identify with the effective working 
of the governing body, particularly on account of 
rising economies counting India, where family claimed 
corporations fitting in with business gatherings 
overwhelm the corporate scene. These issues identify 
with the inuence that owners can possibly push 
through their vicinity on corporate sheets, regularly 
through having generous value ownership in the 
company and additionally by holding important 
managerial positions. Influence can likewise be 
practiced by joining together the part of Ceo and 
Chairman (Ceo-Duality) which may accelerate 
diminished board oversight. Coupled with the inuence 
of insiders, the viability of independent chiefs to 
release their trustee obligations additionally hinges on 
upon their capability to dedicate sufficient opportunity 
to release their capacities. In this admiration, various 
directorships by independent executives procure 
exceptional importance. While numerous 
directorships at one level may indicate the nature of 
executives, countless is liable to hamper the capacity 
to release their capacities adequately. Appropriately, 
regulations in a few nations, and surely in India, 
attempt to utmost various directorships past a focus. 
Notwithstanding board autonomy, chief duality and 
various directorships, there is one more important 
issue that is significant for directorate in India. This 
relates to the vicinity of chosen one chiefs ready for 
the verbal confrontation in the matter of if these 
executives ought to be acknowledged as independent 
chiefs. While the present Clause 49 regulations think 
about candidate chiefs as independent executives, 
just about all scholarly talk also as suggestions of 
corporate governance committees in India have a 
tendency to prescribe other- smart given that these 
chiefs are unavoidably set to take care of the 
investment of the financial organizations they speak 
to. Since most these financial organizations are 
suppliers of debt capital, it is contended that 
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candidate chiefs as less averse to secure debt-holders 
engage which may frequently run counter to the 
investment of the value holders.  

The Ownership Structure - The ownership structure of 
a publicly held enterprise is one of the internal 
components of corporate governance that has been 
broadly concentrated on in the improved nations, 
especially the Us and Uk, and has all the more as of 
late been the subject of much research in rising 
economies. While the ownership and control structure 
of a firm is the wellspring of office fetches in firms and 
is at the foundation of all corporate governance issues, 
the writing on ownership as a governance component 
keeps tabs on how the ownership structure in 
essence, i.e., stock ownership by distinctive 
shareholders, can independently or in conjunction 
alleviate office fetches in a firm.  

The part of ownership as an alleviating component first 
came into center in the setting of office expenses 
emerging from partition of ownership and control in 
generally held firms. In owner-regulated firms with 
thought ownership, while there may be partition of 
ownership and administration, owners have solid 
motivators to screen supervisors. It is contended that 
higher shareholding by regulating insiders of family 
regulated firms, by reinforcing the connection between 
the worth of the firm and the abundance of regulating 
insiders, can assist arrange their hobbies with that of 
outside minority shareholders. Nonetheless, in such 
firms, org issues could show by virtue of conict of 
investment between regulating shareholders and 
minority shareholders. Surviving literary works infers 
that one method for lessening this organization cost is 
to have outside blockholders with moderately large 
value positions 

The Audit Committee - Information is essential include 
for governance. It is the essential fixing for 
empowering impart  holders to practice their voting 
rights in the general gatherings of the company. Surely 
important choices like endorsement of mergers, 
support of urgent corporate choices, considering 
administration responsible for their activities and 
choosing if the present leading body of chiefs is 
appropriately releasing their guardian obligations hinge 
on upon shareholders getting the correct and right 
measure of data from the company. Thus, the 
capability of the board of chiefs to release their 
guardian obligations and overseeing the administration 
and in addition completing their obligations in the 
different committees of the board depend essentially 
on these chiefs getting the right picture about the 
operations of the company. Inside the external 
corporate governance components, the workings of 
the business sector for corporate control, the capacity 
of the capital market to distribute external back to the 
most productive utilize, the operation of the managerial 
work market, and the obsession of managerial 

recompense all rely on upon the accessibility of right 
data. Further, satisfactory and important data 
empower investigation of the companys movement by 
outside speculators and analysts and guarantee that 
the company puts the rare assets of the shareholders 
to the most beneficial utilization. Subsequently data is 
the key mainstay of corporate governance as it 
empowers both guide and aberrant overseeing of the 
corporate administrators by both insiders and in 
addition untouchables.  

The audit committee is a standout amongst the most 
important governance instruments that is composed to 
guarantee that a company produces pertinent, 
sufficient and valid data that investors and also 
independent eyewitnesses can use to evaluate the 
execution of the company. The audit committee 
guarantees that the external auditor gains all the 
essential information that are obliged to do the audit 
prepare independently and viably and that the 
working of the external auditor is not subjected to the 
pulls and weights of the inside administration. The 
audit committee sets the extent of audit and terms of 
engagement of the external auditor and ceaselessly 
screens its working and advancement. Given the 
vitality of the audit committee in corporate 
governance, it is not shocking to find that regulations 
everywhere throughout the planet to have put a major 
stress on the structure, part furthermore forces and 
the working of the audit committee.  

The Auditor - The auditors are the lead performing 
artists in the auditing process and give independent 
over-sight to the financial reporting by companies. 
Present day corporations are gigantic and their 
operations are perplexing. In spite of the fact that 
bookkeeping principles and standards are specified 
by the controllers for legitimate bookkeeping, yet 
numerous regions oblige judgments by 
administration, suspicions, and decision around 
elective bookkeeping standards. Consistency of 
applications in planning records and scope of all 
pertinent financial perspectives are needed.  

Auditors investigate and check the records and affirm 
that the financial proclamations are ready in 
understanding to the endorsed standards and that the 
records are free from material errors and give a 
correct and reasonable perspective of the companys 
financial status. In releasing its capacities, the auditor 
checks and affirms that the data transformed by the 
company are as per the different revelation statutes 
endorsed under the countrys legitimate system and 
are in understanding to the bookkeeping and auditing 
measures endorsed by the controllers. It guarantees 
that different administration presumptions in regards 
to the distinguishment of income and overheads are 
in congruity with the created strategies furthermore 
measures. 
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METHODOLOGY 

We build the Corporate Governance Index in two 
steps. In the first step we build a sub index for each of 
the four corporate governance parts in particular, the 
Board Index, the Ownership Index, the Audit 
Committee Index and the Auditor Index. In the second 
stage we normal the qualities of the four sub-lists to 
land at the by and large Corporate Governance Index.  

To build the Board Index, the Ownership Index, the 
Audit Committee Index and the Auditor Index we take 
the attributes inside a specified governance 
component and score every attribute on a scale of 0 to 
5. We then total the score over all the attributes inside 
that specific governance component, separate it by the 
greatest conceivable score and increase it by 100. The 
straightforward collection of scores infers that we build 
an unweighted index. The unweighted index has the 
playing point of treating all attributes of the a specific 
sub-index symmetrically without needing to make 
discretionary or information driven judgments on the 
relative imperativeness of every attribute as is the 
aspects of weighted records and those that are 
structured through primary segment examination. 
Unweighted records are generally utilized within the 
literary works for index development (Cooke, 1989; 
Hossain and Hammami, 2009). Note that however the 
greatest esteem for every sub index is hence situated 
to 100, none of the sample firms might procure the 
greatest score. As it were, we standardize the greatest 
score to 100 as opposed to normalizing the best firm in 
the sample to 100.  

This guarantees that upgrades after some time in a 
specific governance component will be satisfactorily 
caught by the index. We utilize the models specified as 
a part of the Clause 49 regulations and experiences 
from different scholarly studies to score every attribute 
inside a specific corporate governance mechanism.1 
for instance, as for rate of independent chiefs, we 
punish companies that don't meet the Clause 49 
prerequisites of having no less than one third of its 
board parts as independent executives on the off 
chance that the company has non-official seat  man) 
or 50 percent in the event that the company has an 
executive/promoter director). In like manner, we punish 
companies that don't have an audit committee with 
greater part of indepen- mark chiefs and that don't 
direct no less than four gatherings a year according to 
the Clause 49 regulations. For scoring attributes that 
don't have specified measures in the Clause 49 
regulations, we take help of existing scholastic studies. 
Case in point to score the attribute board estimate, we 
utilize the finding that large sheets may not be handy 
for companies (Yermack, 1996). So we partition 
companies into quintiles dependent upon board 
measure, and give the most noteworthy score to 
companies in the middle and lower indicates 
companies at the lower and higher quintiles. 

DATA SOURCE 

We build the Corporate Governance Index and the 
index for the different parts for 500 large recorded 
companies in the Indian corporate sector for the years 
2003 to 2008. For this we sort all the companies 
recorded on the Bombay Stock Exchange regarding 
their normal every day advertise underwriting for the 
year 2008 and select the top 500 companies. For 
these companies, we then examine the Corporate 
Governance Reports held in the yearly shows up for 
organize the data ready for, board size, and number of 
various directorships, promoter vicinity, and vicinity of 
candidate executives, participation of board and yearly 
general gatherings, size of the audit committee, 
number of gatherings held and other identified data. 
We gather the name of the external auditor, and data 
on aggregate audit and non-audit charges from the 
twelve-month reports of the companies.  

We source these yearly reports from Sansco.we 
source the value ownership data also stock exchange 
portions of companies from the Prowess database 
made by the Center for Monitoring Indian Economy. 
In spite of the fact that are center is on the top 500 
companies, we are unable to find the yearly reports 
for a few companies much after impressive seeking. 
This is particularly accurate for the prior years. 
Likewise in the experimental examination, the sample 
gets uneven. In any case, we accept that the missing 
companies are equitably arbitrary so the sample gives 
a reasonable representation of the top 500 firms in 
the Indian corporate sector. 

CONCLUSION 

In this paper we have delineated the development of 
a corporate governance index for the large listed firms 
in India. The Index is dependent upon four major 
corporate governance components to be specific the 
Board of Directors, the Ownership Structure, the Audit 
Committee, furthermore the External Auditor. For 
each of the four governance components numerous 
important attributes as distinguished in the scholarly 
expositive expression were utilized to develop an in 
general Corporate Governance Index too the four 
sub-lists.  

Observational dissection of the Corporate 
Governance Index and the its segments for the last 
six years specifically 2003 to 2008, shows an upward 
slant in the governance practices of the large listed 
firms in India. In the meantime there is a tightening of 
the appropriation of the Index through the years 
suggesting that companies are moving near one 
another as far as their governance models. Then 
again, there is sufficient scope for development.  

Our relapse results show an in number association 
between the Corporate Governance Index 
furthermore the business execution of the company if 
judged as far as crude returns or overabundance 
returns. Companies with higher values of the 
Corporate Governance Index acquire higher 
economically important crude and abundance returns 
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in the business sector. This may as well give an added 
motivation for companies to embrace the different 
governance changes regardless of the fact that doing 
so requires the portion of extra assets. The positive 
connection likewise suggests that prospective moguls 
recognize a decently legislated company as less 
hazardous and are eager to loan capital at more level 
expense. Our effects additionally give solid 
confirmation of reinforcing of the connection between 
the Corporate Governance Index and market 
execution throughout the years as corporate 
governance changes proceed to be authorized in the 
Indian corporate sector.  

Coupled with this, the way that the general level of 
corporate governance is appearing expanding pattern 
throughout the years, might as well furnish urging 
news to the controllers about the achievement of the 
recently initiated governance changes and in addition 
those that are slated in the years to come.  

Taking everything into account, the true corporate 
governance emergencies in India hailed from the 2008 
period onwards beginning quite with the Satyam 
disaster. Post Satyam, corporate governance issues 
came into the cutting edge and companies with poor 
corporate governance practices came into spotlight 
with a lot of people such companies encountered a 
departure of independent chiefs from their sheets 
(Chakrabarti et. al, 2011). On the other hand, the 
information in this paper stops at 2008 and 
subsequently misses a considerable lot of these 
intriguing cases. As we augment the Index for the later 
years and carry other important corporate governance 
systems like identified gathering transactions, 
compensation examples and bookkeeping quality into 
the picture, it might be fascinating to check whether 
the corporate governance index has the ability to 
recognize the exceptional and inadequately 
represented companies which thusly may as well give 
a test for the adequacy of the Index. 
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