
© July 2025 | IJIRT | Volume 12 Issue 2 | ISSN: 2349-6002 

IJIRT 182553 INTERNATIONAL JOURNAL OF INNOVATIVE RESEARCH IN TECHNOLOGY 2461 
 

ETHICAL CONSIDERATION IN CORPORATE 

GOVERNANCE 

 

Ishika Dutta 

Narsee Monjee Institute of Management, School of Law, Bengaluru- B.A.LLB’26 

 

Abstract- This study examines the importance of ethical 

governance in corporate practices by investigating the 

relationship between legislation, regulation, and 

principled business behavior. In response to ongoing 

corporate collapses, the paper rigorously analyzes how 

ethical breaches erode investor trust and public faith. 

Actual instances like the Harshad Mehta securities 

scandal, the Kingfisher Airlines financial downturn, and 

the Satyam controversy are examined to showcase 

systemic deficiencies in governance, oversight, and 

regulatory adherence.  

The research highlights significant obstacles to ethical 

governance, such as unclear decision-making, conflicts of 

interest, complacency at the board level, and the drive to 

prioritize short-term profits. It explores the significance 

of legal structures like the Companies Act, 2013, and 

SEBI (LODR) Regulations, highlighting aspects 

concerning board independence, whistleblower 

safeguards, audit committees, and disclosure standards. 

The article also involves wider business ethics concepts 

integrity, fairness, and responsibility and assesses their 

incorporation within corporate governance frameworks.  

Instead of viewing ethics as a reactive or compliance-

driven requirement, the paper advocates for a proactive 

stance in which ethical governance is integrated into the 

core of corporate structures. This involves promoting 

ethical leadership, enhancing internal controls, and 

cultivating a culture of transparency and accountability, 

ultimately establishing ethics as a strategic resource vital 

for sustainable business growth. 

I.INTRODUCTION 

Business and society are deeply intertwined, with each 

relying on the other for its existence and functionality. 

Businesses operate within a social framework and 

depend on various factors of production—such as 

land, labor, and capital—that society provides. In 

return, businesses contribute significantly to societal 

well-being by offering goods and services, creating 

employment opportunities, generating wealth, and 

driving innovations that enhance the quality of life. To 

sustain these contributions, businesses must achieve 

profitability. However, profit generation should not 

occur at the expense of ethical considerations. It is 

essential to recognize that while making a profit is not 

inherently unethical, pursuing profit without regard for 

societal needs and ethical standards is problematic. 

 

Business ethics involves defining and adhering to a 

code of conduct that reflects what is right and morally 

good in business practices. It encompasses the 

principles and standards that guide behavior within the 

business environment. Corporate governance, on the 

other hand, consists of internationally accepted norms 

designed to promote honesty and integrity in business 

operations. It aims to protect the interests of 

stakeholders—such as customers, shareholders, and 

investors—and to avoid conflicts of interest in both 

personal and professional relationships. 

 

Ethics, broadly defined, is the recognition and 

application of right behavior versus wrong behavior. It 

serves as a normative framework that societies or 

cultures accept as their moral norms. Business ethics 

applies these general ethical principles to the business 

domain, shaping the conduct of corporations in a 

manner that reflects societal values and expectations. 

Since corporate entities are legally recognized as 

persons in many countries, including India and the 

USA, they are bound by the same ethical standards 

expected of individuals. The evolution of Corporate 

Social Responsibility (CSR)[1], Business Ethics, and 

Corporate Governance reflects a growing recognition 

of the importance of ethics in business. Companies are 

increasingly engaging in developmental projects 

aligned with their CSR policies, adhering to legal 

regulations as part of Corporate Governance, and 

upholding moral values through comprehensive Codes 

of Conduct/Ethics. These efforts are part of a broader 

movement to integrate ethical considerations into 

business practices. 
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Nevertheless, ethical behavior within organizations 

can be compromised by factors such as inadequate 

regulation, incompetence, and a lack of 

comprehension or poor work ethics. Business Ethics 

serves as a critical framework to address these gaps 

and ensure that companies act in a morally sound 

manner. It provides guidance to organizations, helping 

them navigate ethical challenges and align their 

practices with societal expectations and legal 

requirements. As businesses strive to reconcile 

profitability with ethical integrity, Business Ethics and 

Corporate Governance play crucial roles in guiding 

them toward sustainable and responsible practices. 

While businesses depend on societal resources and 

contribute to societal well-being, achieving 

profitability should never come at the cost of ethical 

integrity. As companies navigate the complexities of 

modern business environments, the commitment to 

ethical behavior and robust governance remains 

essential for fostering trust, enhancing reputations, and 

achieving long-term success. By bridging gaps in 

ethical practices and adhering to governance norms, 

businesses can better align their operations with 

societal values and contribute positively to the 

communities in which they operate. 
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III.RESEARCH METHODOLOGY 

The research design employs a mixed-methods 

strategy that integrates both qualitative and 

quantitative data gathering and analysis. This 

approach assists a thorough exploration of the subject, 

providing both depth and breadth in understanding the 

connection between client loyalty and professional 

integrity. 

A comprehensive literature review has been conducted 

to evaluate existing research, theoretical frameworks, 

and case studies relevant to balancing client loyalty 

and professional integrity within the legal profession. 

This review will include academic journals, books, 

industry reports, and ethical guidelines from legal 

associations. The goal of the literature review is to 

emphasize key themes, challenges, and strategies that 

have been investigated in this field. 

Case studies of specific legal practices or notable legal 

cases where the balance between client loyalty and 

professional integrity was a critical concern have been 

analyzed. These case studies will illustrate concrete 

examples of how different situations were handled and 

the repercussions of those decisions. 

IV.ETHICAL CONSIDERTATION IN 

CORPORTAE GOVERNNACE 

BUSINESS ETHICS 

 

Business ethics refers to the application of moral 

principles and standards to the conduct of business and 

its operations. It entails assessing corporate actions, 

choices, and conduct in light of ethical issues to make 

sure they adhere to social norms and recognised moral 

standards. A wide range of subjects are covered by 

business ethics, such as social responsibility, corporate 

governance, moral decision-making, and adherence to 

legal requirements. 

 

Fundamentally, business ethics is about how 

companies should conduct themselves in an equitable, 

open, and accountable manner. This entails not just 

following the law but also going above and beyond 

compliance to address the wider ethical ramifications 

of corporate operations. The goals of ethical 
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companies are to strike a balance between the interests 

of many stakeholders, including the community, 

suppliers, customers, and employees, while upholding 

values like integrity, respect, and accountability. 

 

One cannot emphasize how important corporate ethics 

are. A healthy work environment is fostered, 

organizational reputation is improved, and stakeholder 

trust and credibility are increased through ethical 

behaviors. In addition, they reduce the dangers of legal 

repercussions, monetary losses, and harm to one's 

reputation that come with unethical actions. It is 

imperative for businesses to incorporate ethical 

considerations into their fundamental operations and 

decision-making processes, as the world grows more 

linked and visible and firms are held to higher ethical 

standards 

 

➢ THE 12 PRINCIPLES OF BUSINESS 

ETHICS [2] 

1. Honesty - Honesty in business signifies being 

truthful and transparent in all communication 

and actions. This principle necessitates 

avoiding deception, misrepresentation, and 

half-truths. Companies should consistently 

provide accurate information to stakeholders 

and reveal both positive and negative 

developments openly. Honesty cultivates 

trust and credibility, essential for nurturing 

strong relationships with clients, employees, 

and other stakeholders. 

2. Fairness - Fairness pertains to treating all 

individuals and entities with justice and 

impartiality. It involves making decisions and 

conducting business so that is equitable and 

respectful. Fairness means steering clear of 

favoritism, discrimination, and exploitation. 

Businesses are required to act fairly and 

consistently, ensuring everyone receives 

equal opportunities and is treated with 

respect. 

3. Leadership - Ethical leadership is 

exemplified by setting a positive standard 

through ethical behavior and decision-

making. Leaders should steer their 

organizations by representing the values and 

principles they advocate. Effective leadership 

encompasses continuously striving for 

excellence, nurturing a culture of integrity, 

and promoting ethical behavior among 

employees. 

4. Integrity - Integrity represents maintaining 

alignment between one's actions and words. 

It entails adhering to ethical principles and 

guaranteeing that promises and commitments 

are fulfilled. Integrity involves steering clear 

of unethical practices and upholding a 

reputation for reliability and trustworthiness. 

Organizations and individuals with integrity 

are regarded as credible and dependable. 

5. Compassion - Compassion in business 

involves showing empathy and kindness 

toward others. This principle entails 

understanding and addressing the needs and 

concerns of employees, customers, and the 

community. Compassionate businesses 

create a supportive atmosphere, engage in 

socially responsible practices, and prioritize 

the well-being of others. 

6. Respect - Respect signifies acknowledging 

and valuing the dignity, autonomy, and rights 

of all individuals. It means treating others 

courteously and supporting their right to 

express their ideas and opinions without fear 

of discrimination or retaliation. Respectful 

conduct encourages a positive and 

comprehensive work environment, where 

diverse viewpoints are appreciated and 

considered. 

7. Responsibility - Responsibility involves 

taking ownership of one’s actions and their 

outcomes. It includes being accountable for 

performance and the wider impact of 

business decisions. Responsible individuals 

and organizations exhibit maturity, diligence, 

and a dedication to fulfilling their obligations 

and addressing any challenges that arise. 

8. Loyalty - Loyalty signifies being faithful to 

colleagues, clients, and the organization. It 

involves safeguarding confidential 

information, avoiding conflicts of interest, 

and supporting the organization's objectives 

and reputation. Loyal employees and 

business associates contribute to a stable and 

supportive work culture, enhancing overall 

organizational unity. 

9. Law-Abiding - Complying with laws and 

regulations is a fundamental element of 
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business ethics. This principle requires 

businesses to adhere to all relevant local, 

state, and federal laws, and industry 

standards and organizational policies. Law-

abiding conduct helps prevent legal issues 

and displays a commitment to ethical 

practices. 

10. Accountability - Accountability necessitates 

being answerable for the ethical quality of 

decisions and actions. It involves holding 

oneself and others responsible for upholding 

high ethical standards and addressing any 

deviations from ethical practices. 

Accountability ensures that ethical behavior 

is consistently upheld and that any issues are 

swiftly tackled. 

11. Transparency - Transparency demands 

openness in business practices and decision- 

making. This principle involves making 

pertinent information available to 

stakeholders, such as financial data, company 

policies, and decision-making criteria. 

Transparency encourages trust and enables 

stakeholders to make knowledgeable 

decisions based on clear and honest 

information. 

12. Environmental Consciousness - 

Environmental consciousness entails a 

commitment to minimizing the ecological 

impact of business operations. This principle 

calls for businesses to adopt practices that 

encourage sustainability, such as enhancing 

energy efficiency, decreasing waste, and 

lowering carbon emissions. Environmental 

consciousness reflects a commitment to 

responsible management of natural resources 

and contributes to the broader objective of 

environmental protection. 

 

NEED OF BUSINESS ETHICS 

 

In contemporary business, the adoption of Business 

Ethics is more essential than ever. The emergence of 

new technologies has not only led to innovative 

business methodologies but also created opportunities 

for advanced forms of fraud. As companies become 

increasingly integrated with digital systems, the 

likelihood of unethical behavior and fraudulent 

activities grows. The 2008 financial crisis stands as a 

major illustration of how shortcomings in Corporate 

Governance and ethics can result in devastating global 

effects. The Federal Reserve, which is responsible for 

ensuring financial stability, faced criticism for its lack 

of transparency and purported conflicts of interest. 

This scenario emphasizes the necessity for strong 

ethical frameworks and transparency to avert similar 

crises. Without effective ethical guidelines and 

oversight, businesses and financial organizations 

might exploit loopholes, damaging not just their 

stakeholders but the larger economy as well. 

Business Ethics includes several core principles that 

are essential for preserving integrity and trust within 

business operations[3]: 

1. Adherence to Legal and Ethical Standards: At its 

essence, Business Ethics entails following legal 

obligations and moral values. Companies must 

ensure their practices align with applicable laws 

and regulations while also maintaining ethical 

standards that go beyond mere legal compliance. 

This encompasses honouring societal norms and 

ethical practices, which often extend beyond the 

written law. Firms should establish internal 

policies that represent these principles and 

regularly assess them to guarantee they align with 

changing legal and ethical standards. 

2. Contribution to the Community: Businesses do 

not operate in isolation; they are essential 

components of the communities where they 

function. Ethical business practices involve 

making positive contributions to society by 

offering valuable goods and services, creating job 

opportunities, and participating in social and 

welfare activities. Companies should strive to 

generate value not only for their shareholders but 

also for their communities, making sure that their 

operations have a positive effect on society. This 

may include supporting local organizations, 

adopting environmentally friendly practices, or 

investing in community enhancement projects. 

3. Impact of Business Operations: Ethical 

businesses should reflect on the repercussions of 

their actions on the environment, stakeholders, 

and their public reputation. This requires 

acknowledging the environmental effects of their 

operations, addressing the concerns and needs of 

various stakeholders, and sustaining a favourable 

public image. Ethical conduct necessitates that 

companies actively work to reduce negative 
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impacts and pursue sustainable practices that 

reconcile profitability with social and 

environmental accountability. 

 

CORPOARTE GOVERNANCE ETHICS IN 

INDIA 

 

Corporate governance pertains to the set of rules, 

practices, and processes through which a company is 

managed and supervised. The primary goal of 

corporate governance is to guarantee that a company 

functions in a transparent, accountable manner, in 

compliance with both legal obligations and ethical 

principles. 

India's corporate governance structure seeks to 

guarantee that companies operate with transparency, 

accountability, and ethical practices, eventually 

protecting stakeholder interests and bolstering investor 

trust. This framework is organized around several 

essential components, each aimed at addressing 

different facets of corporate management and 

governance. Below is a comprehensive overview of 

these components and the challenges encountered: 

1. Companies Act, 2013 

The Companies Act, 2013 marks a important revision 

of corporate law in India, introducing a variety of 

provisions to enhance corporate governance. Key 

elements include: 

• Independent Directors: The Act requires that 

specific public companies appoint at least 

two independent directors. These directors 

play a critical role in providing unbiased 

oversight and reducing conflicts of interest, 

thereby guaranteeing that the board’s 

decisions serve the best interests of the 

company and its stakeholders. 

• Woman Director: Companies with paid-up 

capital surpassing a designated limit are 

obligated to appoint at least one woman 

director. This stipulation aims to improve 

gender diversity at the board level, which has 

been shown to lead to enhanced governance 

and improved company performance. 

• Auditor Rotation: To avoid auditors 

becoming too familiar with the company, 

which could jeopardize their independence, 

the Act mandates periodic rotation of 

auditors. This approach helps preserve the 

objectivity of financial audits and encourages 

a new perspective on the company's financial 

status. 

• Fiduciary Duties: The Act clarifies the 

fiduciary duties of directors, stipulating that 

they must act in good faith, exercise due 

diligence, and prioritize the interests of the 

company. This clarity sets high expectations 

for directors’ conduct and reinforces their 

obligation to protect the interests of 

shareholders and other stakeholders. 

 

2. Insolvency and Bankruptcy Code, 2016 

The Insolvency and Bankruptcy Code (IBC) 2016 

aims to simplify the process of resolving insolvency 

and bankruptcy situations. Its primary objectives 

include: 

• Consolidation of Laws: The IBC integrates 

various insolvency-related laws into a unified 

framework, simplifying the legal 

environment for struggling companies. This 

integration reduces complexity and enhances 

the efficiency of the resolution process. 

• Resolution Mechanism: The Code 

establishes a systematic approach to 

resolving insolvency, focusing not only on 

debt recovery but also on restructuring and 

rehabilitating distressed businesses. This 

method aims to maximize the company’s 

value and sustain its operations, benefiting 

employees, creditors, and other stakeholders. 

 

3. SEBI’s New Corporate Governance Principles 

The Securities and Exchange Board of India (SEBI) 

plays an essential role in overseeing listed companies 

and enforcing corporate governance standards. 

Important reforms introduced by SEBI include: 

• Business Responsibility Reporting: The top 

500 listed companies are now required to 

outline their strategy regarding various 

stakeholder interests in their annual reports. 

This mandate improves transparency and 

offers insights into how companies manage 

their environmental, social, and governance 

(ESG) responsibilities. 

• Risk Committees: Companies are required to 

create Risk Committees to effectively 

identify and manage business risks. This 

necessity ensures that companies proactively 
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tackle potential risks and are better equipped 

to address uncertainties. 

• Related Party Transactions: Transactions 

with related parties that exceed 2% of the 

annual consolidated turnover must receive 

approval from a majority of public 

shareholders. This policy aims to avert 

conflicts of interest and ensure transparency 

in related party interactions. 

• Remuneration of Non-Executive Directors: 

Any payments made to non-executive 

directors surpassing 50% of the total annual 

remuneration require a special resolution 

from shareholders. This regulation ensures 

that executive compensation aligns with 

shareholder interests and prevents excessive 

remuneration. 

• Separation of Roles: The positions of 

Managing Director and Chairperson must be 

distinct to reinforce the ‘Maker-Checker’ 

principle. This separation ensures appropriate 

checks and balances within the company’s 

governance framework, mitigating the risk of 

power misusage. 

 

4. Accounting Norms and Standards 

The Institute of Chartered Accountants of India (ICAI) 

establishes accounting norms and standards that 

companies are obliged to follow. Under Section 129 of 

the Companies Act, 2013, companies must: 

• Maintain Transparency: Companies must 

ensure transparency in their financial 

statements by following ICAI standards. 

These standards help in preparing accurate 

financial statements that reflect the true state 

of the company's financial position. 

• Ensure Consistency: Adherence to ICAI 

norms ensures consistency in financial 

reporting, which is crucial for stakeholders to 

make informed decisions based on reliable 

information. 

 

5. Secretarial Standards by ICSI 

The Institute of Company Secretaries of India (ICSI) 

issues Secretarial Standards that guide corporate 

governance practices. Notable standards include: 

• SS-1 (Meetings of the Board of Directors): This 

standard outlines procedures for conducting board 

meetings, including requirements for notices, 

agendas, and minutes. It ensures that board 

meetings are conducted in a systematic and 

transparent manner. 

• SS-2 (Secretarial Standards on General 

Meetings): This standard covers the conduct of 

general meetings, including shareholder 

communication, voting procedures, and 

documentation. It helps ensure that general 

meetings are conducted fairly and in compliance 

with legal requirements. 

 

CHALLENGES AND FAILURES 

 

Despite the extensive statutory framework[4], various 

challenges remain: 

1. Selection Process and Tenure of Board: 

• Challenges: Indian firms frequently choose board 

members through informal methods such as 

personal referrals rather than a structured 

selection process. This can result in nepotism and 

a lack of diversity. What's more, fixed terms for 

board members are not consistently enforced, 

which can cause entrenched mindsets or a 

deficiency in long-term vision. 

• Recommendations: Establish a formal selection 

process and enforce fixed terms for board 

members to promote new ideas and prevent long-

term entrenchment. 

2. Performance Assessment of Directors: 

• Challenges: Even with SEBI’s 'Guidance Note on 

Board Evaluation,' which details assessment 

processes and disclosures, making evaluation 

outcomes public can endanger the company. A 

lack of transparency can undermine the 

effectiveness of performance evaluations. 

• Recommendations: Enhance transparency and 

public reporting of evaluation outcomes to boost 

accountability and effectiveness. 

3. Absence of Independence for Directors: 

• Challenges: Independent directors, meant to 

provide impartial oversight, often encounter 

restrictions because their appointments are 

influenced by promoters. This can weaken their 

effectiveness and the intended reforms. 

• Recommendations: Limit the power of promoters 

in the appointment of independent directors to 

bolster their independence and effectiveness. 

4. Dismissal of Independent Directors: 
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• Challenges: Independent directors can be easily 

dismissed by promoters or majority shareholders 

if they oppose management decisions, leading 

them to adjust their views to align with promoters 

to keep their positions. 

• Recommendations: Improve transparency and 

establish stronger procedures for the appointment 

and dismissal of independent directors. 

5. Responsibility Toward Stakeholders: 

• Challenges: Directors are required to protect not 

just shareholders but also other stakeholders and 

the environment. However, boards often attempt 

to minimize their accountability, avoiding 

thorough engagement with stakeholders. 

• Recommendations: Mandate full board 

attendance at general meetings to promote 

stakeholder interactions and enhance 

accountability. 

6. Extensive Role of Founder/Promoter: 

• Challenges: Founders or promoters usually 

maintain considerable control and influence over 

business decisions, affecting governance and 

management. Family-owned businesses may find 

it difficult to cede control. 

• Recommendations: Broaden the shareholder base 

and reduce the shareholding of founders to 

decrease their influence and improve governance. 

7. Transparency and Data Security: 

• Challenges: Striking a balance between 

transparency and the protection of sensitive data 

is essential. Disclosing too much information can 

be hazardous, while insufficient data protection 

can lead to abuse. 

• Recommendations: Invest in strong data 

protection strategies and establish clear guidelines 

on the information that should be disclosed to 

balance transparency with security. 

8. Organizational Structure and Internal Conflicts: 

Challenges: Complicated business structures with 

multiple layers can obscure data flow and impede 

effective decision-making. Weak internal 

relationships can also undermine the 

implementation of policies. 

• Recommendations: Simplify organizational 

structures and strengthen communication 

channels to ensure accurate data flow and 

effective policy execution. 

 

 

9. Culture of Distrust: 

• Challenges: Recent high-profile scandals and 

frauds have damaged trust in corporate 

governance, affecting investor confidence and 

public trust in various institutions. 

• Recommendations: Enhance regulatory 

frameworks and encourage ethical practices to 

restore trust and ensure transparency in business 

operations. 

 

V.CASE LAWS 

HARSHAD MEHTA SCAM[5] 

Facts: 

In the early 1990s, Harshad Mehta, a well-known 

stockbroker in Mumbai, executed one of the largest 

stock market frauds in India. Mehta took advantage of 

the financial system by using counterfeit bank receipts 

to manipulate stock values. He acquired large sums 

from banks through deceptive transactions and used 

these funds to artificially boost the prices of certain 

stocks. By selling these stocks at inflated rates, Mehta 

generated considerable profits. His manipulation 

caused a important surge in the Bombay Stock 

Exchange (BSE) Sensex, which finally collapsed once 

the scam was revealed. The exposure of the fraud led 

to substantial financial losses for investors and 

emphasized major vulnerabilities in India's securities 

markets. 

Issues: 

The Harshad Mehta scandal brought to light various 

critical issues in corporate governance and investor 

protection. The incident exposed serious shortcomings 

in oversight and internal controls within financial 

institutions, enabling Mehta's fraudulent behaviors. 

There was evident collusion between Mehta and 

particular banks and brokers, worsening the situation. 

The scam also demonstrated the lack of adequate 

investor protection systems, as the manipulation of 

stock prices and utilizing counterfeit bank receipts 

resulted in enormous financial losses. The current 

regulatory framework was inadequate to prevent or 

identify such extensive frauds, emphasizing the 

necessity for thorough regulatory reforms. 

Held: 

In reaction to the Harshad Mehta scam, legal and 

regulatory measures were implemented to tackle the 

shortcomings revealed by the scandal. Under the SEBI 

Act 1992, particular sections played a essential role in 
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enhancing market regulation. Section 12A enabled the 

Securities and Exchange Board of India (SEBI) to 

investigate and levy penalties for market 

manipulation. Section 15G addressed insider trading, 

a key aspect of Mehta's operations. 

Section 24 banned fraudulent and deceptive trade 

practices, focusing on the exploitation of fake bank 

receipts. What's more, the Companies Act 2013 

introduced important provisions, including Section 

195, which criminalized insider trading, and Section 

447, which allowed for punishment of fraud. These 

regulatory reforms aimed to improve transparency, 

fortify oversight, and protect investors, thereby 

restoring trust in India's financial markets. 

 

KINGFISHER AIRLINES SCAM[6] 

Facts: 

The Companies Act 2013 is a critical piece of 

legislation in India that regulates the establishment, 

operation, and dissolution of companies. Its purpose is 

to improve corporate governance and promote 

transparency and accountability. Vijay Mallya, the 

founder and former chairman of Kingfisher Airlines, 

established the airline in 2005, which initially 

prospered with its luxury service and updated fleet. 

Nevertheless, Kingfisher Airlines encountered major 

difficulties, such as increasing fuel costs and fierce 

competition. By 2012, the airline had to suspend 

operations due to financial challenges. Following 

investigations, numerous violations of the Companies 

Act 2013 were discovered. 

Issues: 

1. The major issues facing Kingfisher Airlines 

stemmed from non-compliance with two important 

provisions of the Companies Act 2013: 

2. Failure to Conduct Annual General Meetings 

(AGMs): As per Section 96 of the Act, companies are 

obligated to hold AGMs annually. Kingfisher Airlines 

did not hold AGMs for two consecutive years, which 

constitutes a major violation of the statutory 

requirement. This shortcoming prevented shareholders 

from evaluating and questioning the company’s 

performance and financial condition. 

3. Non-submission of Audited Financial 

Statements: Section 129 requires companies to prepare 

and file audited financial statements with the Ministry 

of Corporate Affairs within a specified timeframe. 

Kingfisher Airlines did not adhere to these deadlines, 

depriving stakeholders of essential financial 

information essential for maintaining transparency and 

accountability. 

Held: 

The violations by Kingfisher Airlines resulted in 

serious consequences: 

Consequences for Vijay Mallya: Vijay Mallya faced 

major legal ramifications, including charges related to 

financial fraud and money laundering. His leadership 

and mismanagement of the airline led to these legal 

difficulties, damaging his personal reputation and 

resulting in criminal charges. 

Consequences for Kingfisher Airlines: The airline was 

eventually declared bankrupt, leading to job losses for 

thousands of employees and leaving creditors with 

considerable unpaid debts. The grounding of the 

airline emphasized the impacts of regulatory non-

compliance and financial mismanagement. 

 

This case emphasizes the significance of complying 

with the provisions of the Companies Act 2013. It 

reminds us of the critical role that adherence to legal 

requirements plays in upholding corporate governance 

and safeguarding the interests of stakeholders. 

Companies must diligently follow legal obligations to 

evade serious consequences and ensure operational 

transparency and accountability. 

 

SATYAM SCANDAL[7] 

Facts: 

Satyam Computer Services Limited, once a renowned 

IT company based in India, became notorious for one 

of the largest corporate frauds in the country’s history. 

Founded in Hyderabad in 1987 by Ramalinga Raju, 

the firm expanded rapidly to become the fourth- 

largest IT exporter in India. By 2008, Satyam had 

gained international recognition, with operations in 65 

countries and listings on major stock exchanges, 

including the NYSE. The company had received 

accolades such as the Golden Peacock Award for 

excellence in corporate governance. However, in 

December 2008, Satyam’s reputation was severely 

compromised when Ramalinga Raju attempted to 

acquire two companies, Maytas Properties and Maytas 

Infra, both owned by his sons. This action, combined 

with allegations of corruption and data theft by the 

World Bank, caused a sharp decline in Satyam’s stock 

price and prompted a wave of resignations among the 

board of directors. On January 7, 2009, Raju admitted 

to inflating the company’s financial statements by 
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around $1.47 billion (Rs. 7,800 crores), revealing that 

the reported cash and bank balances were fictitious. 

Issues: 

The Satyam fraud case revolved around several critical 

issues: 

1. Financial Misrepresentation: Ramalinga 

Raju and his brother, B. Rama Raju, were found to 

have manipulated Satyam's financial statements for 

years, inflating revenues, profits, and cash reserves. 

This deceit misled investors, auditors, and regulators 

about the true financial state of the company. 

2. Governance and Audit Failures: Satyam’s 

board, along with its auditors, 

PricewaterhouseCoopers (PwC), failed to detect or 

avert the financial fraud. The auditors’ inability to 

notice inconsistencies in the financial statements 

raised concerns about their competence and 

independence. 

3. Corporate Ethics and Compliance: The 

fraudulent acts and subsequent cover-up efforts 

indicated serious shortcomings in corporate 

governance and ethical standards. The company’s 

actions not only violated legal requirements but also 

breached fundamental principles of business ethics. 

Held: 

Financial Misrepresentation: The core issue was the 

falsification of financial documents by Satyam 

Computer Services' founder, Ramalinga Raju, 

alongside other executives. Raju acknowledged 

inflating the company's profits and assets by billions 

of rupees. Specifically, he confessed to overstating the 

company's earnings and assets by over ₹7,000 crores 

(approximately $1.5 billion USD at that time). 

Fraudulent Practices: The scandal involved the 

creation of bogus employee records and fictional sales 

and purchase transactions to depict a misleading view 

of financial stability. The CBI discovered around 

13,000 counterfeit employee records and 112 sales 

deeds related to questionable land acquisitions. 

Audit Failure: PricewaterhouseCoopers (PwC), the 

auditor for Satyam, was found to be negligent in 

revealing the fraud. PwC initially claimed that their 

oversight stemmed from reliance on data supplied by 

the management. However, they were deemed 

accountable for failing to recognize the irregularities, 

and their license was temporarily suspended for two 

years. 

Impact on Investors and Market: The revelation of the 

scam caused considerable harm to investor trust. 

Satyam’s stock price dropped dramatically from a 

peak of ₹544 in 2008 to 

₹11.50 shortly after the confession. The broader 

repercussions included a 7.3% decline in the Sensex, 

and shares of other firms audited by PwC experienced 

falls of 5-15%. 

Government and Regulatory Response: In response to 

the crisis, the Indian government promptly moved to 

stabilize the situation. A new board was appointed to 

oversee Satyam, and efforts were taken to sell the 

company expeditiously. Tech Mahindra became the 

successful bidder, acquiring Satyam for a mere 

fraction of its former value. 

Legal Consequences: Ramalinga Raju, his siblings, 

and several others involved in the scam faced legal 

repercussions. In 2015, Raju and others were 

sentenced to seven years in prison for their 

participation in the fraud. 

The Satyam scam emphasized major deficiencies in 

corporate governance, auditing standards, and 

regulatory oversight in India, prompting reforms 

aimed at enhancing transparency and accountability 

within the corporate world. 

VI.CRITICAL ANALYSIS 

The need for business ethics has become increasingly 

evident as modern enterprises navigate complex 

regulatory landscapes and technological 

advancements. The 2008 financial crisis, exemplified 

by the collapse of major financial institutions, 

highlighted how deficiencies in corporate governance 

and ethical practices can lead to widespread economic 

disruption. 

Business ethics are crucial not only for legal 

compliance but for fostering trust and integrity beyond 

the minimum legal requirements. They compel 

companies to balance profit motives with societal and 

environmental responsibilities, ensuring that 

operations contribute positively to communities and 

minimize negative impacts. Despite advancements 

such as the Companies Act, 2013, which introduced 

provisions for independent directors and auditor 

rotation, and the Insolvency and Bankruptcy Code, 

2016, which streamlined insolvency processes, 

challenges persist. These include the effectiveness of 

enforcement, the complexity of compliance, and the 

need for genuine commitment to ethical practices 

rather than superficial adherence. The Securities and 

Exchange Board of India (SEBI) has made strides with 
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new corporate governance principles, but ensuring 

widespread and effective implementation remains a 

challenge. The persistent issues in the selection and 

performance evaluation of directors, coupled with the 

extensive influence of founders and promoters, 

highlight the need for ongoing reforms and more 

stringent oversight mechanisms. 

 

The Harshad Mehta and Kingfisher Airlines scandals 

exemplify the consequences of inadequate corporate 

governance and regulatory failures. Mehta's 

manipulation of stock values through counterfeit bank 

receipts exposed serious vulnerabilities in the financial 

system, leading to critical regulatory reforms under 

SEBI and the Companies Act. Similarly, Kingfisher 

Airlines' failure to comply with legal requirements, 

such as conducting annual general meetings and 

submitting audited financial statements, resulted in 

severe financial repercussions and underscored the 

importance of adherence to statutory obligations. 

 

The Satyam scandal further illustrated the disastrous 

impact of financial misrepresentation and audit 

failures. The fraudulent activities, including inflated 

financial statements and creation of fake employee 

records, revealed significant lapses in both corporate 

governance and auditing standards. The scandal's 

aftermath saw heightened scrutiny of auditing 

practices and led to reforms aimed at enhancing 

transparency and accountability. Despite these efforts, 

challenges persist in achieving meaningful change, as 

evidenced by ongoing issues with governance 

practices and the need for continual vigilance to 

prevent and address corporate fraud. 

 

In summary, while regulatory frameworks and ethical 

standards have evolved to address past failures and 

improve corporate governance, their effectiveness is 

often hindered by practical challenges and resistance. 

The critical lessons from past scandals emphasize the 

necessity for rigorous enforcement, transparency, and 

a genuine commitment to ethical practices to foster a 

trustworthy and resilient business environment. 

VII.CONCLUSION 

While India has developed a strong legislative and 

judicial framework to support ethical business 

practices, ongoing challenges in workplace ethics 

indicate that the success of these frameworks largely 

depends on their execution and enforcement. The gap 

between well- designed regulations and their practical 

implementation emphasizes an urgent need for 

improvement in the administration of these standards. 

To tackle these challenges, a comprehensive approach 

is necessary. Businesses must emphasize building a 

culture that inherently values ethical decision-making 

and transparency. This includes guaranteeing that 

boards of directors not only establish high ethical 

benchmarks but also actively participate in transparent 

and decisive actions when issues emerge. By taking a 

straightforward approach, boards can confront 

problems directly, creating an environment where 

ethical behavior is more than supported but 

anticipated. 

What's more, the function of regulators is essential in 

this framework. They must confidently enforce 

existing laws, like the Fugitive Economic Offenders 

Act, 2018, to guarantee that those who breach ethical 

standards are held accountable and that illegally 

obtained assets are retrieved. Effective enforcement is 

essential for deterring unethical conduct and regaining 

trust in the regulatory system. 

Independent directors should increase their 

engagement in company affairs, ensuring they fully 

understand and scrutinize important decisions, 

financial reports, and related party transactions. Their 

proactive oversight is essential for upholding strict 

standards of corporate governance. 

Auditors and rating agencies also have an important 

role to play. They must perform their responsibilities 

with the highest level of integrity, offering accurate 

and impartial evaluations. Their vigilance in 

identifying issues and maintaining high standards is 

essential for spotting and addressing ethical violations 

before they escalate. 

Addressing these versatile aspects of corporate 

governance calls for not only legal reforms and 

regulatory improvements but also a important cultural 

shift toward emphasizing ethical business practices. 

Ongoing monitoring, adaptation to global best 

practices, and a commitment to aligning individual 

and organizational values are essential for sustaining 

investor confidence and encouraging sustainable 

economic growth. By adopting these 

recommendations, India can strengthen its corporate 

governance framework, minimize ethical violations, 

and create a more accountable and transparent 

business environment. 



© July 2025 | IJIRT | Volume 12 Issue 2 | ISSN: 2349-6002 

IJIRT 182553 INTERNATIONAL JOURNAL OF INNOVATIVE RESEARCH IN TECHNOLOGY 2471 
 

REFERENCES 

[1]. Chen, Yen-Tzu, Sivarak, O., & Chen, Shih-Chih, 

The Role of Corporate Social Responsibility and 

Corporate Image in Times of Crisis: The 

Mediating Role of Customer Trust, vol. 18,2021 

[2]. Arya, P., Tandon, B., & Vashisht, A., Corporate 

Governance, Deep & Deep Publications (2003). 

[3]. Anupreeta, Corporate Governance and Business 

Ethics: An Indian Perspective, vol. 5, (2017). 

[4]. Nidhi, Harma, Corporate Governance 

Mechanisms in India, vol. 2, no. 5 International 

Journal of Advance Research and Development 

(2017) 

[5]. Harshad S. Mehta vs Central Bureau Of 

Investigation 1992(24)DRJ392 

[6]. State Bank Of India And Ors vs Kingfisher 

Airlines Ltd. And Ors AIRONLINE 2017 SC 750 

[7]. M/S. Satyam Computer Services Limited, vs 

Directorate Of Enforcement 

 

 


