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Shareholder’s Rights Protection and Corporate Governance

- BHARAT S. ANAND
M.COM. MPHIL.,SET.

Introduction :

The concept of CG has been much debated since the year 1998 in India. Different kinds
of corporate fraud happened such as declaration of false results, hawala operations,
security scams etc. in Indian corporate sector. Recent scam of Satyam Computers have
created greater awareness towards good CG. In India, where a majority of the listed
companies are controlled by the promoters or a family. The largest shareholders controls
the management and the Board of Directors, not working in the interest of all shareholders.
Many Non-banking and plantation companies came into existence during the boom period
of 1993-95 but vanished from the market.

The scandals in the late 1980 and early 1990 in global as well as in Indian market and
recent financial crisis in the different parts of the world have forced to think about
corporate governance (CG). The concept of CG took first place in U.K. due to the scandal of
Polly Pack, Bank of Credit and Commerce International, Robert Maxwell and Bank of
Barings. The Enrole debacle of 2001, Global Crossing, Xerox Corporation documenting
problem, UTl Scam, A.F. Farguson and Tata Finance, HLL’s Insider Trading etc. financial fraud
had made compulsion to rethink about corporate transparency, accountability and
responsibility. In India, the foreign as well as domestic investors are willing to have more
transparency, accountability and disclosure of financial information in corporate sector.
Definition and development of Corporate Governance.

The term governance has been derived from the ‘Gubernare’” which means ‘rule and
steer’. This word is more appropriate in today’s corporate world. CG is the overall control of
activities in a corporation. The Cadbury Committee Report on CG 1992 has defined CG as
the system by which companies are directed and controlled. CG is concerned with the
values, vision and visibility. Asian Development Bank defined ‘good’ CG based on four
important aspects — transparency, accountability, responsibilities and participation. CG
includes the policies and procedures adopted by a company to achieve its goals in relation
to its shareholders, employees, customers, suppliers, government and the society at Large.
Thus, the effective accountability to the stakeholders is the essence of CG. The Sir Adrian
Cadbury committee, the Greenbury Committee, the OECD, the Blue Ribbon committee, the
Cll of India have published code of good corporate governance. The CG framework also
depends on the legal, regulatory and institutional environment. As owners of equity shares
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and institutional investors’ are demanding a voice in CG. Individual shareholders usually do

not seek to exercise governance rights but desire to obtain fair treatment from controlling

shareholders and management.

The small shareholders are suffered lot on account of unscrupulous management of the
companies. Many companies are not paying adequate attention on the basic procedures for

shareholders’ services. Most of the companies do not pay attention to redress investors

grievances such as delay in transfer of shares, delay in share certificate and dividend
warrants, not giving proper and timely information. The management does not care for
promoters and majority shareholders’ interest.

The good CG practices change the environment in corporate by following ways.

Ol Transparency and trust.

Ol Create long term shareholders value.

[0 Create disclosure of information.

00 Strengthens investors confidence.

00 Create brand value of the company.

The SEBI appointed Kumar Mangalam Committee and Narayan Murthy Committee,
while Ministry of Finance and Company Affairs appointed Naresh Chandra Committee to
examine various issues regarding CG.

Rights of the Shareholders :

The shareholders are the owners of the company, So they have certain rights and
responsibilities. A good corporate framework provides greater opportunity to the
shareholders for effective contribution in the governance of company. The government of
30 Organizations for Economic Co-operationand Development Countries (OECD) have
approved the revised OECD principles on CG to rebuild and maintain investors trust in
Companies and stock market. The section 252 of the company act 1956 contains the
appointment of small shareholders’ director by a company, having paid up capital of Rs. 5
crore or more and 1000 or more shareholders. The clause 49 of the listing agreement gives
direction to improve the quality of CG ensuring transparency by disclosure and appointment
of independent directors and audit committee. The Institute of International Finance has
observed that the lack of shareholder activism in India as one of the key weaknesses in the
CG. frame work. In India vary few shareholders have knowledge about their holding in the
stock market and have little participation and influence over management. The need arose
to improve CG practices to build the confidence of all shareholder and other stakeholders.
The shareholders have no proper knowledge about whom to approach for their complains.
No effective action has been taken against companies, which have made securities scams
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and frauds. Indian shareholders are not assertive about their rights. The CG
framework should protect and facilitate the exercise of shareholders rights
(A) Basic Shareholders rights :
- Secure methods of ownership registration and transfer of shares.
- Obtain relevant information on timely and regular basis of company.
- Participation and vote in general shareholders meeting.
- Elect and remove members of the boards.
- Share in the profits of the company.
(B) Rights to participation in fundamental Company changes.
- Arrangements to the statues or articles of company or similar governing documents
of the company.
- Rights an additional shares or bonus shares and in sales of company.
(Q) Other rights :
- Shareholders should given sufficient and timely information about the date,
location and agenda of general meeting.
- Shareholders should be able to vote in person or in absentia and equal
effect should be given to votes whether cast in person or absentia.
- Shareholders equity ownership be disclosed.
- The rules and procedures governing the acquisition of corporate controlin
the capital markets.
Steps necessary for the protection of shareholders :
The corporate governance framework should ensure the equitable treatment to all
shareholders including minority and foreign shareholders.

00 All shareholders of the same class should be treated equally. All investors should be
able to obtain information for all classes of shares before they purchase shares.

00 Minority shareholders should be protected from abusive actions by controlling
shareholding acting.

00 The process and procedures for general meeting should allow same treatment to all
shareholders.

U0 Insider Trading and other mal practices should be prohibited.

00 Timely and accurate disclosure is made regarding the corporate such as financial
situation, performance, ownership and governance of the company. The information
should be fair, timely disclosed accordance with high quality standards of
accounting.

00 Impediments to cross border voting should be eliminated.
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00 In case of the appointment of a new director or re-appointment of a director, the

shareholders must be provided the following information.
-1 A brief resumed of the director.
-1 Nature of his expertise in specific functions areas.
-1 Shareholding of non-executive directors.

00 Asian Corporate Governance Association stated that the shareholder meeting and
voting process in India as antiquated. Most of the Indian companies still count vote
by ‘show of hands’ in shareholders’ meetings. It should be replace the one-share
one-vote principle and of postal ballot voting also.

00 Proxies, the representative of shareholders should be allowed to speak in meeting
and to cast vote also. Adequate information should be provided by the listed
companies to the investors to make voting decisions.

00 Agenda regarding meeting is lacked key details on resolutions very few companies
have published necessary details on website.

Corporate Governance practices adopted by Reliance Industries Ltd. (RIL) for the
Shareholders.

RIL has adopted effective governance systems and practices towards improving
transparency, disclosures, internal controls, audit and promotion of ethics at work place. RIL
has executed CG in accordance with clause 49 of the listing agreement with stock exchange
of India (Clause 49) and some of the best practices adopted internationally on CG. RIL has
taken following steps for the shareholders.

(i) Two-way communication system with shareholders and giving balance reports
regarding the results, progress and respond to questions and issued raised in a
timely and consistent manner.

(i)  Reliance’s corporate website, www.ril.com is opend for institutional and retail
shareholders.

(iii)] ~ Shareholder who wants information may contact the company directly
throughout the year.

(v  The shareholders have given an opportunity to ask question at the Annual

General Meeting.

(vl The shareholders may contact through any of investors’ service centres of the
company’s registrar and transfer agent spread more than 8o cities across India.

(vi,: 'The queries, complaints and suggestions are responded in a timely and
consistent manner.

(vii)l  The company also keeps watch for prohibition of Insider Trading in pursuance of
SEBI (prohibition of Insider Trading) Regulations, 1992.
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(i)t The company sent feedback from seeking shareholders’ views on various matters

relating to investor services and received feedback from the shareholders will be
placed before the shareholders investors’ Grievance committee.
The following general information are provided by the RILto its shareholders.
Company Registration details.
Date, time and venue regarding Annual General Meetings.
Tentative financial calendar.
Date of Book closure, dividend payment

Listing on stock exchange and stock market price data.

Domestic custodian.
Debt securities, debenture trustees.

Payment of listing fees.

Y I i s s i i |
s T T e N e Y e N e N e N e B

Registrar and Transfer agents and share transfer system.
SUMMARY

The scandals and financial crisis of U.S., U.K. and other parts of the world have
forced to think about corporate Governance (CG). The different kinds of scandals in global
world have made Compulsion to rethink about corporate transparency, accountability and
responsibility. The Cadbury committee Report on CG 1992 has defined CG as the system by
which companies are directed and controlled. CG is concerned with values, vision and
visibility of involves a set of relationship between a company’s management, its boards,
shareholders and other stakeholders.

A good corporate frame work provides greater opportunity to the shareholders for
effective contribution in the governance of company. The section 252 of the company act
and SEBI’s the clause 49 of the listing agreement gives direction to improve the quality of
CG. has ensured transparency by disclosure and appointment of independent directors and
audit committee. Very few shareholders have knowledge about their holding in the stock
market and have little knowledge, participation and influence over management. Indian
shareholders and not assertive about their rights. No proper action is taken against
securities scams and fraud. The CG frame work should protect and facilitate the exercise of
shareholders’ rights.

The shareholders have basic rights of ownership registration, transfer of shares,
timely relevant information, voting etc. The CG frame world should ensure the equitable
treatment to all shareholders including minority and foreign shareholders .

Following measure should taken for the protection of shareholders.
1)0 All shareholders of the same class should be treated equally.

2)0 Protection of minority shareholders.

000000004gmInooo [ [ jooom o IuoogOombrooooomo

——~————

——



[
[
[

0 00 A

1)1 All shareholders should treated equally in Annual General Meeting.

2)[ Timely and accurate disclosure of corporate functions, adequate information, voting
procedure, proxy voting etc. should be fair, timely and transparent.

The government, Ministry of Company Affairs and SEBI have appointed different

committee for good CG practices. Reliance Industries Ltd has adopted effective

governance system and practice with the application of clause 49 to provide qualitative

services toshareholders. CG established he

References :
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Around 570, "Ma 'd-Karib", half-brother of the King of Yemen, requested Khosrau I's intervention.
Khosrau | sent afleet and a small army under a commander called Vahriz to the area near
presentAden, and they marched against the capital San'a'l, which was occupied. Saif, son of Mard-
Karib, who had accompanied the expedition, became King sometime between 575 and 577. Thus,
the Sassanids were able to establish a base in south Arabia to control the sea trade with the east.
Later, the south Arabian kingdom renounced Sassanid overlordship, and another Persian expedition
was sent in 598 that successfully annexed
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