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CHAPTER 1
INTRODUCTION

In recent years, the proliferation of start-up ventures has reshaped industries, spurred
innovation, and redefined traditional business models. Start-ups, characterized by their
agility, entrepreneurial spirit, and rapid growth trajectories, represent the vanguard of
economic progress and technological advancement. However, amidst the excitement of
disruptive innovation, start-up companies face a unique set of challenges in establishing
and maintaining effective corporate governance frameworks. Corporate Governance, a
cornerstone of organizational management, encompasses the mechanisms and processes
by which companies are directed, controlled, and held accountable to stakeholders. While
established corporations have well-defined governance structures, start-ups often navigate
uncharted territory, where conventional governance models may not fully address their
needs and realities. As such, understanding the challenges and adaptations of corporate
governance in the context of start-up companies is essential for promoting sustainable
growth, investor confidence, and stakeholder trust.

Corporate governance plays a crucial role in shaping the behaviour and decision-making
processes of companies, ensuring accountability, transparency, and effective risk
management. While much attention has been devoted to corporate governance in large
established firms, relatively little research has focused on its application in start-up
companies. Start-ups face unique challenges related to limited resources, founder control,
and rapid growth, which can complicate the implementation of traditional governance
models designed for larger organizations. This dissertation seeks to address this gap by
examining the challenges faced by start-up companies in implementing corporate
governance models and exploring the adaptations necessary to overcome these challenges.
By combining insights from the academic literature with qualitative interviews and case
studies, this study aims to provide practical recommendations for start-up founders,
investors, and policymakers to improve corporate governance practices in the start-up

ecosystem.

! Board, I. (2023, September 27). Importance of corporate governance in modern business and its pivotal
role. iDeals Board. https://idealsboard.com/importance-of-corporate-.
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Corporate Governance (CG) is the structure and control mechanism through which the
management of the organization is held accountable to the stakeholders of the firm.?
Corporate governance encompasses the set of rules, practices, and processes that govern
how a company is managed and directed. It defines the power structure, accountability,
and decision-making mechanisms within an organization. Essentially, it serves as a toolbox
that empowers management and the board to address the complexities of running a
company more efficiently. Corporate governance ensures that companies establish
appropriate decision-making frameworks and controls to maintain a balance among the
interests of stakeholders, including shareholders, employees, suppliers, customers, and the
broader community.

At its core, corporate governance involves the procedures through which a company's
objectives are established and pursued within the framework of social, regulatory, and
market dynamics. It focuses on implementing practices and protocols to ensure that a
company operates in a manner that aligns with its goals, while also instilling confidence
among stakeholders in the company's integrity.

The significance of good governance lies in its ability to enhance the quality of decision-
making within business management. Ethical and well-informed decision-making
processes contribute to the sustainability of businesses and their ability to generate long-
term value effectively. Corporate governance, as proposed by the UK's Cadbury
Committee, is the framework used to oversee and regulate organizations. It describes the
collection of policies and procedures, systems, and practices that guarantee a business is
managed to achieve its goals, enhance the businesses' usefulness, and ultimately benefit all
shareholders. Companies are now a strong and prevailing institution. They have impacted
and impacted people in every corner of the world with varying sizes and talents. Aspects
of the social landscape and economies have been impacted by their governance. The market
value has been severely impacted, and shareholders appear to be losing faith in the
company. Furthermore, as globalization takes hold, there is less political authority and

more deterritorialization, which increases the demand for responsibility.

2 Jacob S (2005) 'Corporate Governance and Society', Challenge, 48(4):69-
https://www.jstor.org/stable/40722316.




In the current complex and global business environment, corporate governance has gained
significant importance in the management of enterprises. It's critical to emphasize
corporate governance's definition in order to comprehend it. Definition of corporate
governance, however it may be summed up as a collection of procedures and frameworks
for managing and leading a company. Although there isn't a single, widely agreed-upon
definition of corporate governance, it can be summed up as a collection of procedures and
frameworks for managing and leading a business. It is a collection of regulations that
control how management, shareholders, and stakeholders interact.

The Greek word "Kyberman," which means to steer, guide, or govern, is where the term
"corporate governance" clearly originated. From a Greek word, it was borrowed into Latin
as "Gubernare," and the French equivalent was "Governer." It could also refer to the
procedure by which choices are made and carried out.® Corporate governance now means
many diverse things to different kinds of firms. The corporate face has grown fearful in the
wake of numerous corporate failures in recent years.*

All kinds of businesses are included in the notion of corporate governance, which could
also include all non-economic and economic activity. The specific definition of governance
is not fully covered in corporate governance literature, but it is implied in some way. Words
like control, regulate, manage, govern, and governance give rise to this kind of ambiguity.
Due of this uncertainty, numerous interpretations exist.> To gain a better knowledge of
governance, it could be necessary to take into account the factors that a corporation either
possesses or is affected by. Because social scientists establish their own perspectives and
areas of interest, proposed corporate governance models may contain flaws due to a
multitude of contributing causes.

In recent years, the startup landscape has witnessed exponential growth, fueled by
technological advancements, entrepreneurial spirit, and an increasingly favorable

ecosystem. While startups are often celebrated for their innovation and agility, they also

3 Al-Msiedeen, Jebreel M. "The Influence of Corporate Governance Practices on Firm Performance and
Efficiency: Evidence from Jordan.
https://research.usq.edu.au/download/3824699eb449716c91ea9432273afb9db0cc4db9b450a95316dd9c8e9
043f 636/2495045/Jebreel%20 Thesis Clear%20Copy.pdf

4 Chen, J. (2023, October 31). Corporate Governance: Definition, Principles, Models, and Examples.
Investopedia. https://www.investopedia.com/terms/c/corporategovernance.asp.

5 Ibid.




face unique challenges, particularly in the realm of corporate governance. This essay
explores the importance of corporate governance for startups, the challenges they
encounter, and the strategies they can employ to navigate this complex landscape.

Corporate governance refers to the system of rules, practices, and processes by which
companies are directed and controlled. While traditionally associated with large
corporations, corporate governance is equally relevant for startups, albeit in a different
context. Effective governance provides startups with a framework for decision-making,
accountability, and risk management, crucial elements for long-term sustainability and
growth. Strong corporate governance practices instill confidence among investors,
essential for attracting funding, partnerships, and talent. Investors seek assurance that
startups are managed transparently, ethically, and in the best interests of shareholders.
Robust governance mechanisms demonstrate a commitment to accountability and mitigate

perceived risks, thereby enhancing investor trust and reducing the cost of capital.

Additionally, startups interact with a diverse range of stakeholders, including employees,
customers, suppliers, and regulatory authorities. Effective corporate governance fosters
trust and transparency in these relationships, enabling startups to attract and retain talent,
build customer loyalty, and navigate regulatory compliance. By aligning interests and
expectations, startups can enhance stakeholder engagement and mitigate conflicts of
interest. Startups operate in a dynamic and uncertain environment, characterized by rapid
change and evolving risks. Corporate governance provides startups with mechanisms for
identifying, assessing, and mitigating risks effectively. By establishing clear policies,
procedures, and internal controls, startups can enhance their resilience to external shocks,

safeguard assets, and protect the interests of stakeholders.

Despite the importance of corporate governance, startups encounter several challenges in
implementing effective governance practices. Startups often operate with limited
resources, making it challenging to allocate time, manpower, and financial resources to
governance initiatives. Faced with competing priorities such as product development,
customer acquisition, and fundraising, startups may prioritize short-term gains over long-
term governance investments. Many startups are founded by visionary entrepreneurs who

are accustomed to making unilateral decisions and retaining control over their ventures.




Balancing founder autonomy with the need for accountability and oversight can be
challenging, particularly as startups scale and attract external investors and stakeholders.
Navigating the regulatory landscape can be daunting for startups, especially in highly
regulated industries such as finance, healthcare, and technology. Compliance with complex
regulations requires specialized expertise and resources, which startups may lack, exposing

them to legal and reputational risks.

To address these challenges, startups should cultivate a governance mindset from
inception, embedding a culture of transparency, integrity, and accountability. By fostering
a governance mindset among founders, employees, and stakeholders, startups can lay the
foundation for sustainable growth and responsible business practices. While startups may
operate with lean teams, investing in governance talent and expertise is essential for
success. Startups should recruit board members, advisors, and executives with diverse
backgrounds and expertise in governance, legal, and compliance matters. External advisors
can provide valuable insights and guidance tailored to the startup's unique needs and
challenges. Technology can be a powerful enabler of corporate governance for startups.
Leveraging digital tools and platforms, startups can automate compliance processes,
streamline reporting, and enhance transparency. From board portals and compliance
software to blockchain-based governance solutions, startups have access to a wide range
of tech-enabled governance solutions. Lastly, startups can leverage partnerships with
ecosystem stakeholders, including incubators, accelerators, industry associations, and
regulatory bodies, to access resources, mentorship, and best practices in corporate
governance. Collaborative initiatives such as peer-to-peer learning forums, industry
working groups, and regulatory sandboxes can provide startups with valuable support and

guidance on governance matters.

The startup ecosystem in India has experienced remarkable growth in recent years,
positioning the country as a global hub for innovation and entrepreneurship. With its
diverse and dynamic market, India has become fertile ground for new ventures across
various sectors, including technology, finance, healthcare, and education. As these startups
evolve, the importance of robust corporate governance practices has come to the forefront.

Corporate governance, traditionally associated with large, established companies, is




equally critical for startups, as it provides a framework for effective decision-making,

accountability, and risk management.

This dissertation, "Models of Corporate Governance for Start-ups in India: An Exploratory
Study," aims to delve into the unique challenges and opportunities that Indian startups face
in implementing corporate governance frameworks. By exploring different governance
models, the study seeks to identify best practices that can be tailored to the needs of
startups, ensuring their sustainable growth and fostering investor confidence. The research
will examine the role of various stakeholders, including founders, investors, board
members, and regulatory bodies, in shaping governance practices within startups.
Additionally, it will address the specific hurdles that startups encounter, such as limited
resources, regulatory complexities, and the balancing act between founder autonomy and
accountability.

Through a comprehensive analysis of existing literature, case studies, and expert
interviews, this study will provide a nuanced understanding of how startups in India can
adopt and benefit from effective corporate governance models. The findings aim to
contribute valuable insights to the field of corporate governance and offer practical
recommendations for entrepreneurs, policymakers, and investors, ultimately enhancing the

resilience and success of India’'s burgeoning startup sector.

1.1 THE CONCEPT OF CORPORATE GOVERNANCE

The concept of "Corporate Governance" has been elucidated at both national and
international levels through various perspectives. The Cadbury Committee in the U.K.
defines corporate governance as "the system by which companies are directed and
controlled.” The committee emphasizes the role of corporate governance in ensuring that
company directors adhere to their duties and obligations, acting in the best interests of the
company while remaining accountable to shareholders and other stakeholders for their
actions.

According to the experts of the Organization for Economic Cooperation and Development
(OECD), corporate governance encompasses "a system by which business corporations are
directed and controlled.” This structure delineates the distribution of rights and
responsibilities among different corporate participants, including the board, managers,




shareholders, and other stakeholders. It also outlines the rules and procedures governing
corporate decision-making, thereby setting objectives and providing mechanisms for their
attainment and performance monitoring.

In India, the Confederation of Indian Industry (CII) defines corporate governance as
encompassing "laws, procedures, practices, and implicit rules that determine a company’s
ability to make informed managerial decisions regarding its stakeholders®." This includes
shareholders, creditors, customers, the state, and employees. The overarching objective of
"good" corporate governance, according to the CII, is to maximize long-term shareholder
value.

The Kumara Mangalam Birla Committee, constituted by SEBI, underscores the
indispensable nature of strong corporate governance in fostering resilient and vibrant
capital markets, safeguarding investor interests, and ensuring transparent corporate
disclosure and high-quality accounting practices.

From the aforementioned definitions, it is evident that corporate governance revolves
around the ethics, values, and morals of a company and its directors. It aims to align the
interests of investors and management while ensuring that these interests are optimally
served. Corporate governance practices promote conducting company affairs in a manner
that upholds fairness to customers, employees, shareholders, fund providers, and society
at large. Key aspects of good corporate governance include transparency in corporate
structures and operations, managerial and board accountability to shareholders, and
corporate responsibility toward stakeholders.

The notion of Good Governance in corporate sector is a very new and dynamic one that
has come into being only recently and the consequences of major economic grafts and
scandals have contributed significantly to its evolution. In addition to the adverse impact
of these crises, there has been a shift to positive developments that have emerged with
regard to corporate governance, leading to the identification of the various roles that can
improve existing the problematic situations and contributing to the general economic

development in the end. “Governance”, is a word stemming from the Latin word

® Guidelines On Integrity And Transparency In Governance And Responsible Code Of Conduct The Cii
Code
2020https://www.cii.in/pdf/CI1%20Guidelines%200n%20Integrity%20Transparency%20in%20Governance
%20and%20Responsible%%20Code%200f%20Conduct Feb%202020 Final.pdf.
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“Gubernave”, which means “to lead”, with the focus on leadership and guidance, rather
than absolute control. In Romanian, "government™ is synonymous with "administration”
or "leadership," encompassing all activities conducted within the business domain under
the purview of management. Therefore, if governance implies leadership, corporate
governance implies leading the overall institution, with "corporate™ stemming from
"body,” suggesting unity and the collective entity. Initially, discussions in Romania
referred to "corporate management,” but the terminology has evolved to "Governance /
Corporate Governance,” aligning with established terminology worldwide. In the
Romanian business environment, a corporation typically denotes a joint-stock enterprise,
often a large company with significant market influence.

The term "corporate governance” and its everyday usage in the economic sphere are
relatively recent additions to the professional world; they have only been around for about
20 years. Nevertheless, the theories that gave rise to corporate governance and its domain
are very archaic and have been appropriated from a variety of fields, such as the financial
situation, the business units' economies, audits, legal management, administration, and
institutional mindset. The idea that endures is that international actions are credited with
the formation of corporate governance. As such, it is a complex field that encompasses
legal or legitimate, legacy, possession, and other essential variances. Depending on the
circumstances facing a nation or association of nations, certain hypotheses are deemed
more pertinent and essential than others, or more helpful in certain contexts. The
progression of these phases could signify the establishment of the corporate sector's
framework, financial standing, or ownership affiliations, all of which influence the
evolution of corporate governance and become entrenched in its national framework.
Another very important factor is that these organizations run on a shareholder framework,

or that is, they take an approach that is geared toward all of the participants.

1.2 SIGNIFICANCE OF THE TERM “CORPORATE GOVERNANCE”
According to the developments taking place in Corporate Governance, the expression can
be elucidated as: The arrangement of governing and watching corporate conduct and of
maintaining equilibrium position in the welfare of all shareholders involved internally and

all other members of the society who can be victimized by the company's code of conduct




or rule and regulations framed’. To assure ensure appropriate conduct by these governing
companies or enterprises and to attain a higher standard of proficiency and financial
benefits for a corporation. Thus, the significant element of this interpretation are that
corporate governance:

1.) Governance of Corporate Conduct: Corporate governance is built on regulating and
checking deceitfulness and errancy on the parts of corporations.

2.) Consideration of Stakeholder Interests: It accomplishes the task of balancing out
the interests of all participants whether internal or external of a corporation, whom
might influence the corporation’s conduct.

3.) Goal of Proper Behavior: Integrity and conscientiousness is the main objective of
corporate governance; thus, companies are being advised that they should act
according to sound principle and should not be driven by cynicism.

4.) Aim for Maximum Profit and Efficiency: In the end, it is the strategic governance
that ensures both the welfare of organization’s owners and workers.

A comparison of this interpretation with the first one above demonstrates how the concept
has evolved from being a "procedure of governing management" to being "an arrangement
of governing and watching corporate conduct." This modification was required to reflect
the broad nature of the corporate governance discussion and the importance of the addition
that has been made about governing and watching corporate conduct.

The Global Financial Crisis (GFC) of 2008-2009 made it necessary and provocative to
reconsider how the word "corporate governance™ should be understood in a broader sense.
There were a variety of opinions on the same matter, but it's important to remember that
the GFC was never the outcome of the idea of "CORPORATE GOVERNANCE" failing.?
Even if the King Report (2009) discusses this specific claim from the perspectives of South
Africa and the UK to make it obvious to the broader public, it is valid on a much larger
scale. Most of the time, what occurs is the occurrence of certain events, like the credit
crunch or any other crisis that affected the financial sector and is thought to be the outcome
of corporate governance. Instead, it highlights the need for continuous improvement and

7 Chen, J. Supra note 4

8 Uddin, A., Chowdhury, M. a. F., Sajib, S. D., & Masih, M. (2020). Revisiting the impact of institutional
quality on post-GFC bank risk-taking: Evidence from emerging countries. Emerging Markets Review, 42,
100659. https://doi.org/10.1016/j.ememar.2019.100659
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refinement of corporate governance practices to ensure the success and integrity of

corporations worldwide.

1.3 OVERVIEW OF STARTUPS IN THE REALM OF CORPORATE
GOVERNANCE

In recent years, the startup landscape has witnessed exponential growth, fueled by
technological advancements, entrepreneurial spirit, and an increasingly favorable
ecosystem. While startups are often celebrated for their innovation and agility, they also
face unique challenges, particularly in the realm of corporate governance. This essay
explores the importance of corporate governance for startups, the challenges they

encounter, and the strategies they can employ to navigate this complex landscape.

1.3.1 Importance of Corporate Governance for Startups

Corporate governance refers to the system of rules, practices, and processes by which
companies are directed and controlled. While traditionally associated with large
corporations, corporate governance is equally relevant for startups, albeit in a different
context. Effective governance provides startups with a framework for decision-making,
accountability, and risk management, which are crucial elements for long-term
sustainability and growth. One of the key benefits of strong corporate governance is
enhanced investor confidence. Robust governance practices instill confidence among
investors, which is essential for attracting funding, partnerships, and talent. Investors seek
assurance that startups are managed transparently, ethically, and in the best interests of
shareholders. Demonstrating a commitment to accountability and mitigating perceived
risks through solid governance mechanisms can enhance investor trust and reduce the cost
of capital.

Additionally, effective corporate governance fosters positive stakeholder
relationships. Startups interact with a diverse range of stakeholders, including employees,
customers, suppliers, and regulatory authorities. By promoting trust and transparency in
these relationships, startups can attract and retain talent, build customer loyalty, and
navigate regulatory compliance more effectively. Aligning the interests and expectations
of various stakeholders helps enhance engagement and mitigate conflicts of interest, which

is vital for the smooth operation and growth of the business.
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Furthermore, corporate governance plays a critical role in risk management for startups.
Operating in a dynamic and uncertain environment, startups face rapid changes and
evolving risks. Governance mechanisms help startups identify, assess, and mitigate risks
effectively by establishing clear policies, procedures, and internal controls. This enhances
their resilience to external shocks, safeguards assets, and protects the interests of
stakeholders. In summary, corporate governance is indispensable for startups, providing a
foundation for investor confidence, strong stakeholder relationships, and robust risk

management, all of which are essential for achieving long-term success.

1.3.2 Challenges Faced by Startups in Corporate Governance

Despite the importance of corporate governance, startups encounter several challenges in
implementing effective governance practices. One significant challenge is limited
resources. Startups often operate with limited resources, making it difficult to allocate time,
manpower, and financial resources to governance initiatives. With competing priorities
such as product development, customer acquisition, and fundraising, startups may
prioritize short-term gains over long-term governance investments. This can hinder the
establishment of robust governance structures and practices, impacting their long-term
sustainability.

Another challenge is founder autonomy. Many startups are founded by visionary
entrepreneurs who are accustomed to making unilateral decisions and retaining control
over their ventures. Balancing founder autonomy with the need for accountability and
oversight can be challenging, especially as startups scale and attract external investors and
stakeholders. The shift from a founder-driven approach to a more structured governance
framework requires a cultural change, which can be difficult to achieve without
diminishing the entrepreneurial spirit that drives innovation.

Furthermore, regulatory complexity poses a significant hurdle for startups.
Navigating the regulatory landscape can be daunting, particularly in highly regulated
industries such as finance, healthcare, and technology. Compliance with complex
regulations requires specialized expertise and resources, which startups may lack. This
exposure to legal and reputational risks can be detrimental to their growth and
sustainability. Startups must find ways to manage these regulatory challenges effectively

to ensure compliance and protect their business interests.
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In summary, while corporate governance is crucial for startups, they face
several challenges in its implementation. Limited resources, founder autonomy, and
regulatory complexity are significant obstacles that startups must navigate to establish
effective governance practices. Addressing these challenges is essential for their long-term

success and sustainability.

1.3.3 Strategies for Startups to Navigate Corporate Governance
To overcome the challenges of implementing effective corporate governance, startups can
take several proactive steps. Firstly, cultivating a governance mindset is essential. Startups
should prioritize corporate governance from their inception, embedding a culture of
transparency, integrity, and accountability. By fostering a governance mindset among
founders, employees, and stakeholders, startups can lay the foundation for sustainable
growth and responsible business practices. This early emphasis on governance helps in
establishing a strong ethical framework that guides decision-making and operations.
Secondly, investing in talent and expertise is crucial. While startups may
operate with lean teams, investing in governance talent and expertise is essential for
success. Startups should recruit board members, advisors, and executives with diverse
backgrounds and expertise in governance, legal, and compliance matters. External advisors
can provide valuable insights and guidance tailored to the startup's unique needs and
challenges. This investment in knowledgeable personnel ensures that startups have the
necessary skills and perspectives to navigate complex governance issues effectively.
Thirdly, embracing technology can significantly enhance corporate
governance for startups. Leveraging digital tools and platforms allows startups to automate
compliance processes, streamline reporting, and enhance transparency. From board portals
and compliance software to blockchain-based governance solutions, startups have access
to a wide range of tech-enabled governance solutions. These technologies can simplify
governance tasks, making them more manageable for resource-constrained startups and
enabling more efficient and effective governance practices.
Lastly, partnering with ecosystem stakeholders can provide startups with additional
support. Startups can leverage partnerships with ecosystem stakeholders, including
incubators, accelerators, industry associations, and regulatory bodies, to access resources,

mentorship, and best practices in corporate governance. Collaborative initiatives such as

12




peer-to-peer learning forums, industry working groups, and regulatory sandboxes can
provide startups with valuable support and guidance on governance matters. These
partnerships help startups stay informed about the latest governance trends and regulations,
allowing them to implement best practices and remain compliant.

In summary, startups can overcome governance challenges by cultivating a
governance mindset, investing in talent and expertise, embracing technology, and
partnering with ecosystem stakeholders. These steps can help startups establish robust
governance practices, ensuring long-term sustainability and responsible business

operations.

1.4 REVIEW OF LITERATURE

1. Smita Jain, “Corporate Governance--National and International Scenario” .°

The Author provides a comprehensive overview of the evolving landscape of corporate
governance in India and globally. Jain highlights the significant regulatory frameworks
such as the Companies Act, 2013, and SEBI's guidelines that shape governance
practices in India, emphasizing transparency, accountability, and shareholder
protection. The article contrasts these with international governance models, noting that
while developed markets like the U.S. and the U.K. have stringent governance codes
promoting board independence and rigorous financial disclosures, emerging markets
face challenges such as weaker regulatory enforcement and concentrated ownership.
Jain's comparative analysis underscores the importance of adopting best practices from
both national and international contexts to enhance governance in Indian start-ups,
balancing compliance with the flexibility needed for innovation and growth

2. Hezun Li, Siri Terjesen, and Timurs Umans, "Corporate Governance in
Entrepreneurial Firms” 1°

The Authors offers a thorough examination of corporate governance practices in

entrepreneurial settings. The authors systematically review existing literature to

® Smita Jain The Institute of Company Secretaries of India, The 33rd National Convention of Company
Secretaries https://www.icsi.edu/media/webmodules/programmes/33nc/33souvearticle-smitajain.pdf.

10 Li, H., Terjesen, S., & Umans, T. (2018). Corporate governance in entrepreneurial firms: a systematic
review and research agenda. Small Business Economics, 54(1), 43—74. https://doi.org/10.1007/s11187-018-
0118-1.
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identify key governance mechanisms that influence the performance and sustainability
of entrepreneurial firms. Their findings highlight the unique challenges faced by these
firms, such as resource constraints, the pivotal role of founders, and the need for
flexibility in governance structures. They emphasize the importance of tailored
governance models that incorporate both formal mechanisms, like board oversight, and
informal mechanisms, such as advisory networks. The article also identifies gaps in the
current research, proposing a comprehensive agenda for future studies to explore the
dynamic interplay between governance practices and entrepreneurial success. This
review underscores the critical need for adaptive and context-specific governance
frameworks to support the unique needs of entrepreneurial firms, particularly in rapidly
evolving markets.

Inmaculada Bel, Alfredo Juan Grau, and Amalia Rodrigo, "Corporate
Governance in Startups"*!

The Research paper illuminates the distinctive governance needs of startups compared
to established firms. The authors argue that traditional corporate governance
frameworks often do not align well with the dynamic and resource-constrained nature
of startups. They highlight the importance of flexible governance structures that can
adapt to rapid changes and growth phases typical of startups. The study identifies key
elements of effective startup governance, such as the composition and roles of boards,
the balance between control and flexibility, and the pivotal involvement of investors,
especially venture capitalists. The authors emphasize the critical role of founders in
governance, noting that their vision and leadership are often intertwined with the
startup’s strategic direction. Additionally, the paper discusses the evolving nature of
governance as startups transition from early-stage ventures to more mature entities,
suggesting that governance structures need to evolve accordingly to support sustainable
growth. This research contributes valuable insights into how startups can implement
tailored governance practices that foster innovation while ensuring accountability and

strategic oversight.

1 Bel, I., Grau, A. J., & Rodrigo, A. (2023). Corporate Governance in Startups. In Contributions to finance
and accounting (pp. 147—156). https://doi.org/10.1007/978-3-031-33994-3 10.
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Sir Adrian Cadbury, '"Corporate Governance: A Framework for
Implementation," 2

provides a foundational perspective on the principles and practices essential for
effective corporate governance. Cadbury, a pioneer in corporate governance,
underscores the importance of a robust governance framework to enhance transparency,
accountability, and stakeholder confidence. The document outlines key governance
mechanisms such as board structure and function, risk management, and ethical
leadership. It emphasizes the role of governance in fostering corporate integrity and
sustainable business practices. The framework advocates for a balanced approach,
integrating both compliance with regulatory requirements and the adoption of best
practices tailored to the specific needs of the organization. This work highlights the
critical importance of board independence, the establishment of clear roles and
responsibilities, and the need for continuous evaluation and improvement of
governance practices. For startups, the principles articulated by Cadbury and his
colleagues provide a valuable blueprint for building governance structures that support
growth, mitigate risks, and attract investment, thus laying a solid foundation for long-
term success.

Steve Letza, Xiuping Sun, and James Kirkbride, “Shareholding Versus
Stakeholding”: A Critical Review of Corporate Governance," **

The Authors in their article offer a comprehensive examination of the contrasting
philosophies underpinning corporate governance—the shareholder primacy model
versus the stakeholder theory. The authors critically evaluate the strengths and
limitations of each approach, highlighting the implications for corporate decision-
making, organizational behaviour, and societal impact. The shareholder primacy
model, rooted in maximizing shareholder wealth, prioritizes short-term financial gains
often at the expense of broader stakeholder interests. In contrast, the stakeholder theory

advocates for a more inclusive governance paradigm that considers the diverse needs

12 Iskander, Magdi R., and Nadereh Chamlou. "Corporate Governance: A Framework for Implementation."
World Bank. Retrieved from
https://documents1.worldbank.org/curated/pt/831651468781818619/pdf/30446.pdf

13 Letza, S., Sun, X., & Kirkbride, J. (2004). Shareholding Versus Stakeholding: a critical review of corporate
governance. Corporate Governance, 12(3), 242-262. https://doi.org/10.1111/j.1467-8683.2004.00367.
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and concerns of all stakeholders, including employees, customers, suppliers, and the
community. Letza et al. scrutinize the practical implications of these competing models,
particularly in terms of corporate strategy formulation, risk management, and
sustainability practices. For startups, grappling with limited resources and heightened
uncertainty, navigating these governance paradigms is paramount. By embracing a
stakeholder-oriented approach, startups can cultivate trust, foster long-term
relationships, and enhance their resilience in an ever-changing business landscape. This
critical review underscores the significance of aligning governance frameworks with
organizational values and societal expectations, positioning startups for sustainable
growth and positive societal impact.

Sumant Batra, “An Overview of Corporate Governance of Non-Listed

Companies” 4

The Author offers a comprehensive examination of corporate governance practices in non-
listed companies within the Indian context. Batra explores the regulatory landscape,
institutional frameworks, and best practices shaping corporate governance in these entities.
Despite the focus often being on listed companies, Batra emphasizes the significance of
governance in non-listed firms, which comprise a significant portion of India's business
ecosystem. The article delves into the unique governance challenges faced by non-listed
companies, including the predominance of family-owned businesses, the absence of stringent
regulatory oversight, and limited access to capital markets. Batra also highlights the importance
of voluntary adoption of governance standards and the role of industry associations and
professional bodies in promoting governance excellence among non-listed companies. For
startups operating in India, understanding the nuances of corporate governance in non-listed
entities is crucial for establishing robust governance frameworks that support growth, attract
investment, and mitigate risks. By drawing insights from Batra's overview, startups can
navigate the complexities of the Indian business landscape, foster transparency, and enhance

stakeholder trust, thus laying the foundation for sustainable success.

14 Sumant Batra, “An Overview of Corporate Governance of Non-Listed Companies” by Sumant Batra
Corporate Governance of Non-Listed Companies in Emerging Markets OECD Publishing p 167-186
https://www.oecd.org/corporate/ca/corporategovernanceprinciples/37190767.pdf.
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Ifeoma Ezeribe and Tolulope Oguntade's publication, "A Guide to Adopting
Corporate Governance for Startups," *°

The Author provides serves as a comprehensive roadmap for startup founders and
entrepreneurs navigating the complexities of corporate governance. The guide offers
practical insights and actionable recommendations tailored specifically to the unique
needs and challenges faced by startups. By synthesizing academic research, industry
best practices, and real-world case studies, Ezeribe and Oguntade provide startup
stakeholders with a clear understanding of the importance of corporate governance in
fostering transparency, accountability, and sustainable growth. The guide covers a
range of critical topics, including board composition, stakeholder engagement, risk
management, and compliance with regulatory requirements. Through their accessible
and user-friendly approach, Ezeribe and Oguntade empower startups to develop
governance frameworks that not only mitigate risks but also enhance organizational
resilience and stakeholder trust. This publication serves as an indispensable resource
for startups at various stages of growth, equipping them with the knowledge and tools
needed to navigate the complexities of the business landscape while fostering a culture
of integrity and ethical leadership.

James Chen, “Corporate Governance: Definition, Principles, Models, &
Examples” 16

In his comprehensive exploration of corporate governance, the Author delves into the
multifaceted realm of organizational oversight, elucidating its definition, principles,
models, and exemplars. Chen meticulously dissects the concept of corporate
governance, depicting it as the framework of rules, practices, and processes by which
a company is directed and controlled. Through meticulous analysis, he elucidates the
fundamental principles underpinning effective governance, emphasizing transparency,
accountability, fairness, and responsibility to stakeholders. Chen further elucidates

various governance models, ranging from the traditional Anglo-American model to the

15 A GUIDE TO ADOPTING CORPORATE GOVERNANCE FOR STARTUP — Legal Developments.
(n.d.). The Legal 500. https://www.legal500.com/developments/thought-leadership/a-guide-to-adopting-
corporate-governance-for-startup/.

16 Chen, J. (2023, October 31). Corporate Governance: Definition, Principles, Models, and Examples.
Investopedia. https://www.investopedia.com/terms/c/corporategovernance.asp.
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more diverse approaches emerging globally. With illustrative examples drawn from
both success stories and cautionary tales, Chen illuminates the practical implications of
different governance structures.

Haslinda Abdullah and Benedict Valentine, '""Fundamental and Ethics Theories of
Corporate Governance'"'’

The authors delve into the foundational theories and ethical considerations
underpinning corporate governance practices. Through a thorough examination,
Abdullah and Valentine expound upon the core principles that shape corporate
governance frameworks, emphasizing the importance of ethical behaviour,
accountability, and transparency in organizational leadership and decision-making
processes. Drawing on seminal theories such as agency theory, stewardship theory, and
stakeholder theory, the authors elucidate the complex dynamics between shareholders,
management, and other stakeholders, highlighting the need for alignment of interests
and responsibilities to foster long-term value creation. Moreover, Abdullah and
Valentine address the ethical dimensions of corporate governance, exploring issues
such as corporate social responsibility, integrity, and ethical leadership. By synthesizing
theoretical insights with practical considerations, this work offers a comprehensive
understanding of the fundamental theories and ethical imperatives that underlie
effective corporate governance practices.

Shubham Jhuria, "Entrepreneurship and Corporate Governance: Holding the
Helm Steady'"'®

The Author sheds light on the intricate relationship between entrepreneurship and
corporate governance. Jhuria navigates through the dynamics of how entrepreneurial
ventures evolve in conjunction with effective governance structures. By intertwining
insights from entrepreneurship theory and corporate governance principles, the article
illuminates the importance of maintaining a steady helm in steering both start-ups and

established enterprises towards sustainable growth. Jhuria underscores the significance

17 Abdullah, H., & Valentine, B. (2009a). Fundamental and Ethics Theories of Corporate Governance.
Middle Eastern Finance and Economics, Issue 4.
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of governance mechanisms in balancing entrepreneurial innovation with the need for
organizational stability and accountability. By offering pragmatic strategies and
insights, Jhuria's work serves as a guiding compass for entrepreneurs and business
leaders navigating the intricate waters of corporate governance in pursuit of
entrepreneurial success.

11. Mihaela Ungureanu, '"Models and Practices of Corporate Governance
Worldwide'"*
The Author provides a comprehensive analysis of the diverse models and practices of
corporate governance across the globe. Ungureanu meticulously examines the
variations in corporate governance frameworks, drawing upon international case
studies and empirical research to highlight both commonalities and differences in
governance practices. Through a comparative lens, Ungureanu explores various
governance models, including the Anglo-American model, the Continental European
model, and emerging governance approaches in Asia and other regions. By elucidating
the underlying principles, structures, and regulatory environments shaping corporate
governance in different contexts, the author offers valuable insights for practitioners,
policymakers, and scholars seeking to navigate the complexities of global governance
landscapes. Ungureanu's work serves as a seminal resource for understanding the
evolving dynamics of corporate governance on a worldwide scale.

12. Dr. Jalwani, Pawan Kumar Bhura, and Ashutosh Kumar Jha, "Corporate
Governance Framework in India: An Overview"?

The Authors present a comprehensive examination of the corporate governance

landscape in India. Through a meticulous analysis, they provide an overview of the

regulatory framework, institutional mechanisms, and best practices governing

corporate governance in the country. Drawing on both domestic legislation and

international standards, the authors delineate the roles and responsibilities of various

stakeholders, including boards of directors, management, investors, and regulatory

19 Ungureanu, M. (2012). Models  And Practices of  Corporate Governance

Worldwide. ideas.repec.org. https://ideas.repec.org/a/jes/wpaper/y2012v4i3ap625-635.html.

2 Jalwani, D. R. & Bhura, Pawan Kumar & Jha, Ashutosh. (2022). Corporate governance framework in
India: An overview. Asian Journal of Management and Commerce. 3. 102-107. (PDF) Corporate governance
framework in India: An overview (researchgate.net)
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bodies. Moreover, they critically assess the effectiveness of existing governance
mechanisms in promoting transparency, accountability, and shareholder value in Indian
corporations. With insightful observations and practical recommendations, this study
serves as a valuable resource for policymakers, practitioners, and scholars seeking to
understand and enhance corporate governance practices in India.

Professor Amrita Malik, "Corporate Governance Issues in Indian Start-Up
Culture: A Critical Analysis"?!

The Author examines the complex landscape of corporate governance within the
burgeoning Indian start-up ecosystem. It delves into existing studies on the governance
frameworks that apply to start-ups, highlighting the discrepancies and gaps when
compared to established corporations. The article discusses the role of regulatory
bodies in shaping governance practices and the unique challenges faced by start-ups,
such as maintaining transparency, accountability, and ethical standards amidst rapid
growth and innovation. It addresses how cultural factors and the nascent nature of the
start-up environment influence governance practices, and how investor expectations
and market dynamics play a critical role. Additionally, it explores comparative analyses
with other global start-up hubs, drawing insights into best practices and common
pitfalls. The article underscores the necessity for tailored governance models that
balance entrepreneurial flexibility with rigorous oversight to foster sustainable growth
and investor confidence in the Indian start-up sector.

Muskan Sharma, "An Analysis of Corporate Governance in Startups''?

The Author explores the intricacies of corporate governance within the startup
landscape. It examines how startups, characterized by rapid growth and innovation,
address governance issues differently compared to established companies. The article
delves into the challenges startups face in implementing effective governance practices,
such as maintaining transparency, accountability, and compliance with legal and ethical

standards. It discusses the role of regulatory frameworks and how they impact

2L Amrita Malik, Corporate Governance Issues In Indian Start-Up Culture: A Critical Analysis. (2022,
October 21). IJLLR. https://www.ijllr.com/post/corporate-governance-issues-in-indian-start-up-culture-a-
critical-analysis.
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governance in startups, highlighting the gaps and areas needing improvement. The
analysis also considers the influence of investors and market dynamics on governance
practices, emphasizing the need for startups to balance entrepreneurial agility with
robust oversight. Furthermore, it compares governance practices in startups across
different regions, offering insights into best practices and common challenges. The
article underscores the importance of developing tailored governance models that

support sustainable growth and build investor confidence in the startup.

1.5 STATEMENT OF PROBLEM

The Global Economy is witnessing the emergence of Start-ups as an important business
model nevertheless this growth in a number of situations can be constrained by traditional
Corporate Governance models as they are too strict and bureaucratic for fast changing, pio
Start-ups The challenges that startups face when adapting to traditional corporate
governance will be considered in this Dissertation along with the potential benefits of a
well-designed Corporate Governance Model for startups.

The dynamic landscape of startups presents a unique set of challenges for the
implementation of corporate governance models. While established corporations have
well-defined structures and processes in place, startups often face hurdles in adapting
traditional governance frameworks to suit their fast-paced and innovative environments.
The problem arises from the inherent tension between the need for governance to mitigate
risks and the imperative for agility and flexibility to foster innovation and growth. Key
challenges include the lack of resources and expertise, limited awareness of governance
principles among startup founders and team members, and the reluctance to allocate time
and resources to governance amidst competing priorities. Additionally, traditional
governance models may not always align with the culture and values prevalent in startup
ecosystems, leading to resistance or inefficiencies in implementation. The statement of the
problem underscores the necessity for startups to navigate these challenges effectively to
ensure long-term sustainability, stakeholder trust, and compliance with regulatory
requirements. Moreover, it highlights the need for innovative adaptations of corporate
governance models tailored to the unique needs and circumstances of startups, striking a

balance between accountability and entrepreneurial freedom.
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1.6 OBJECTIVE OF THE STUDY

1. To explore and trace key regulatory milestones the evolution of the Corporate
Governance Frameworks around the Globe and in Indian startup ecosystem since
the 1990s economic reforms.

2. Identify the consequences of inadequate corporate governance on Startup’s
Performance.

3. Identify the key challenges that startups encounter in adopting traditional corporate
governance models and the impact of these challenges on the governance practices
and performance of startups.

4. Analyze the effectiveness of alternative governance approaches and innovative
solutions adopted by startups in enhancing transparency, accountability, and

stakeholder trust.

1.7 HYPOTHESIS

Startups that prioritize the adoption of flexible and tailored corporate governance models
will experience higher levels of investor trust and stakeholder confidence, leading to

improved access to capital, mitigate potential risks associated with sustainable growth.

1.8 RESEARCH QUESTIONS

1. Tofind out in what way Corporate Governance evolved at Global Level and in India
from the pre-colonial era to the present day and how it shaped the Modern-Day
Startup?

2. To find out the specific adverse consequences of inadequate Corporate Governance
on Startups that lead to the downfall of startups.

3. What are the key challenges and opportunities in implementing effective corporate
governance frameworks in Indian startups, and how it impacts their growth and
sustainability?

4. Whether there are challenges and opportunities in implementing effective corporate
governance frameworks in Indian startups how does it impacts their growth and

sustainability?
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1.9 SCOPE AND SIGNIFICANCE OF THE STUDY

Scope of the Study: This study will explore the challenges and adaptations of corporate
governance models in startups, focusing on the unique dynamics and contexts within which
startups operate. It will examine the various governance practices, legal frameworks, and
cultural factors influencing governance decisions in startup ecosystems. Additionally, the
study will analyze the implications of these challenges and adaptations on startup
performance, stakeholder relationships, and long-term sustainability.

Significance of the Study: Understanding the challenges and adaptations of corporate
governance models in startups is crucial for several reasons. Firstly, it provides insights into
the governance practices that are most effective in fostering transparency, accountability,
and stakeholder trust in dynamic and fast-paced environments. Secondly, the study can
inform policymakers and regulatory bodies about the need for tailored governance
frameworks that support innovation and entrepreneurship while ensuring compliance and
investor protection. Thirdly, it offers valuable guidance to startup founders, investors, and
stakeholders on navigating governance challenges and implementing best practices to drive
organizational success. Ultimately, this study contributes to the broader discourse on
corporate governance, innovation management, and startup ecosystem development, offering

practical implications for theory, practice, and policy.

1.10 RESEARCH METHODOLOGY

The Research Methodology shall be Doctrinal, the Researcher has conducted overall
research predominantly by using the 'Doctrinal Method' of research. The researcher in
overall research mostly relied on preliminary resources as Statues and Committee reports.
The objective of this research is to organize an assessment of persisting literary sources
and undertake an ancillary evaluation of released outcomes of experimental statistics.
Therefore, the sources used are articles, official reports, and the Internet. Two of the
advantages of researching literary works which are published are those of expense and
moment. The evaluation of ancillary resources eases the availability to the requisite
standard of information for a piece of the sources supplemented in the accumulation of

data for preliminary research.
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1.11 CHAPTERIZATION SCMEME

CHAPTER 1 INTRODUCTION

Chapter 1 Introduction delves into the fundamental aspects of corporate governance,
beginning with an exploration of its conceptual framework and significance. It then
proceeds to examine major international developments in corporate governance, including
seminal reports such as the Cadbury Committee Report, OECD Principles, and the
Sarbanes-Oxley Act. Following this, a chronological review highlights key milestones such
as the Hampel Report, Blue Ribbon Report, and various institutional initiatives shaping
global governance practices. Additionally, the chapter provides an overview of startups
within the corporate governance landscape, addressing their roles and unique challenges in

this domain.

CHAPTER 2 AHISTORICAL PERSPECTIVE ON CORPORATE GOVERNANCE
AND STARTUP DEVELOPMENT

Chapter 2 delves into the historical trajectory and evolution of corporate governance,
tracing its origins and development globally. It begins by exploring the emergence of the
first corporate governance codes worldwide, setting the stage for a deeper analysis. The
chapter then examines corporate structures during periods of colonization, shedding light
on the governance practices prevalent in those times. Subsequently, it investigates the
landscape of corporate governance practices before and after independence, with a
particular focus on the emergence of public sector enterprises post-independence. The
discussion extends to India's new economic policy, contextualizing it within the framework
of liberalization and market reforms and its implications for corporate governance.
Furthermore, the chapter delves into the corporate governance reforms witnessed in the
21st century, highlighting key developments and regulatory changes. Finally, it explores
various Indian models of corporate governance, offering insights into diverse approaches
and strategies adopted within the country's corporate landscape. The History of the Startups
who was the father of the Startup and who coined the term Startup we will delve into this

and their origin in the current ecosystem.
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CHAPTER-3 CORPORATE GOVERNANCE IN INDIA AND ITS SIGNIFICANCE
FOR STARTUP DYNAMICS
The third chapter focuses on the dynamic landscape of corporate governance in India,
tracing its evolution and highlighting key developments. It begins by examining prominent
organizations such as the Confederation of Indian Industry (CII), the Ministry of Company
Affairs, the Securities and Exchange Board of India (SEBI), the Institute of Company
Secretaries of India (ICSI), the Institute of Chartered Accountants of India (ICAl), and the
National Foundation for Corporate Governance, elucidating their roles in shaping
governance practices. The chapter also discusses Indian committees dedicated to
advancing corporate governance, including the Kumar Mangalam Birla Committee, the
Naresh Chandra Committee, and the Narayana Murthy Committee, assessing their
contributions and recommendations. Furthermore, it delves into the theoretical
underpinnings of corporate governance and explores various models such as the Anglo-US
Model, the German Model, and the Japanese Model, providing insights into their structures
and implications within the Indian context. In last part of this chapter, we will discuss about
the absence of Corporate Governance in Start-ups. In the absence of corporate governance,
startups face heightened risks of mismanagement, difficulty attracting investment, and
operational inefficiencies. Without clear governance structures, startups may struggle to
navigate regulatory requirements and suffer reputational damage. Implementing robust
governance practices enhances credibility, facilitates better decision-making, and fosters

long-term sustainability, crucial for navigating the challenges of startup growth.

CHAPTER 4 CORPORATE GOVERNANCE NAVIGATION IN INDIAN
STARTUPS WITH GROWTH AND SUSTAINABILITY

This chapter explores the intricate landscape of corporate governance within Indian
startups, emphasizing the challenges, opportunities, and impacts on growth and
sustainability. In the dynamic and rapidly evolving startup ecosystem of India, effective
corporate governance frameworks are crucial for ensuring organizational integrity,
transparency, and accountability. This chapter delves into the specific governance issues
faced by startups, the role of stakeholders, and the implications for long-term business
success. It underscores the importance of establishing robust governance structures from

the early stages of a startup’s journey and addresses the unique governance dynamics that
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differentiate startups from traditional corporations. Understanding these dynamics is
essential for startups to navigate their growth phases successfully and to secure the trust of

investors, regulators, and other stakeholders.

CHAPTER 5 CONCLUSION

The final chapter would provide an in-depth look at the lifecycle of startups. It emphasizes
the necessity of tailored governance strategies at each phase of a startup's growth, from
ideation to maturity, and highlights the potential benefits of strong governance, such as
increased trust, transparency, and resilience. By advocating for robust corporate
governance practices, this dissertation aims to provide a roadmap for startups to navigate
their unique challenges and achieve long-term sustainability and success.

The study of corporate governance in startup companies is highly relevant due to several
compelling reasons. Startups are characterized by their innovative agility and rapid growth
trajectories, represent a significant segment of the modern economy. However, their unique
operational dynamics, such as limited resources, founder control, and rapid scaling, pose
distinct challenges to implementing traditional corporate governance frameworks designed
for larger, established firms. Understanding these challenges and identifying effective
governance practices tailored to startups is crucial for fostering sustainable growth,
enhancing investor confidence, and ensuring stakeholder trust. Thus, this study aims to fill
a critical gap in existing research by exploring practical strategies and recommendations to
optimize corporate governance in the startup ecosystem, thereby supporting their long-term

success and resilience.
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CHAPTER 2
THE ORIGIN AND THE HISTORICAL PERSPECTIVE OF
CORPORATE GOVERNANCE AND STARTUPS

INTRODUCTION

The evolution of corporate governance in India provides with a strong history of continuous
adaptation. From the rudimentary structures of the pre-colonial era to the robust framework
established by the Companies Act, 2013, India has strived to create an environment that
fosters investor confidence and responsible business conduct. This chapter delves into this
historical aspect, exploring the influences that shaped corporate governance practices and

the ongoing challenges.

This Chapter explores the historical evolution of corporate governance in India, tracing its
roots from ancient practices to contemporary frameworks. This chapter examines the
evolution of the Corporate Governance at the global level and in India that shaped the
contemporary structure of Startup. It examines the influence of the ancient Indian
principles, particularly those of Chanakya, on modern corporate governance structures. It
also delves into the impact of British colonial rule, focusing on the regulatory milestones
established by the British East India Company and subsequent colonial laws, which laid
the groundwork for modern corporate practices in India. The chapter further explores
significant legislative reforms post-independence, such as the Companies Act of 1956 and
the transformative Companies Act of 2013, which modernized corporate governance in

India.

Additionally, this chapter provides an overview of the historical development of India's
startup ecosystem, emphasizing its rapid growth since the economic liberalization of the
1990s. It discusses the challenges faced by startups in adhering to corporate governance
norms and the evolving legal frameworks aimed at supporting entrepreneurial ventures.
The role of regulatory bodies like SEBI in shaping governance practices, the impact of
economic policies, and the importance of fostering a robust startup ecosystem are

thoroughly examined.
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2.1 ORIGIN & DEVELOPMENT OF CORPORATE GOVERNANCE

The concept of effective governance traces its roots back to ancient times, dating as far
back as the third century B.C. in India.?® During this period, Chanakya, serving as the Vazir
of Pataliputra, outlined the essential duties of a king, which included protection (Raksha),
growth (Vriddhi), welfare (Yogakshema), and sustenance (Palana). These principles,
originally applied to the governance of states, are now analogous to modern corporate
governance, where the role of the king has been replaced by that of the CEO or the Board

of Directors.?

Corporate governance principles encompass the protection of shareholder wealth (Raksha),
the enhancement of wealth through efficient asset utilization (Vriddhi), the maintenance of
wealth through profitable ventures (Palana), and, most importantly, the safeguarding of
shareholder interests (Yogakshema).?®> However, it wasn't until the early 1990s that
corporate governance gained significant attention among Indian companies. Prior to this
period, references to corporate governance were scarce in legal literature. In India,
structural deficiencies such as excessive stock-market transactions, boards of directors
lacking in fiduciary duties, inadequate disclosure procedures, a lack of accountability, and
systemic capitalism highlighted the urgent need for reforms and improved governance
practices. However, the growth of population in every community and the development of
business interests together pawed the way for more structurisation of the historical

foundation for the Corporate Governance system.

Although the concept of corporate governance is centuries old, its language is recent.
Geoffrey Chaucer, an English writer, is associated with the idea of governance.?®
Throughout its history, this idea has been associated with numerous aspirational

individuals who have driven businesses into bankruptcy and frequently committed

23 Abhinava Prabandhan (2019, July 30). Corporate Governance — Its Origin in Ancient India —
Issue. https://abhinavaprabandhan.org/issue/2019/07/30/corporate-governance-its-origin-in-ancient-india/.
24 Qakshi Sinha (2024, January 30). An Ancient Scripture Of Modern Governance : Corporate Law.
IPLF. https://www.ipandlegalfilings.com/corporate-governance-an-ancient-scripture-of-modern-
governance/.

% Ibid.

% Bevir, Mark. 2012. “What is Governance,” in Governance: A Very Short Introduction, pp. 1-15. Oxford:
Oxford University Press.
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wrongdoing to enrich themselves. There is a belief that corporate governance exists in
some capacity, at least as much as there are organizational structures where conflicts
between people who manage and invest capital and money might arise.?’

This section delves into the origin and development of corporate governance, starting with
its historical roots and extending to its contemporary manifestations. The historical context
is explored, highlighting that the concept of corporate governance is not new but has
evolved over centuries. In ancient India, principles outlined by Chanakya in his
Arthashastra provided early insights into governance, emphasizing duties, ethical conduct,
and accountability. These principles laid the groundwork for governance structures that

balanced power and responsibility, similar to modern corporate governance practices.

2.1.1 The First Corporate Governance Codes Worldwide

The development of Corporate Governance frameworks globally has aimed to enhance
transparency, accountability, and ethical standards within businesses, with several
significant milestones marking its evolution. 28 In 1998, the United Kingdom developed a
code built upon the recommendations of the Cadbury Report, introducing key principles
such as "comply or explain." In 2000, India adopted its corporate governance code
following the efforts of the Birla Committee, drawing significant influence from its British
counterpart. The United States implemented its code in 2002, partly in response to
corporate failures like WorldCom and Enron. That same year, Australia's corporate
governance code, which has undergone multiple revisions often prompted by financial
scandals, was introduced. In 2003, Canada enacted its corporate governance law to
complement and heavily influence the US version. In 2015, the Tokyo Stock Exchange
established Japan's corporate governance code. The complexity and vastness of the subject
make a definitive historical account unlikely. Corporate governance has been a concern
since the creation of corporations due to potential conflicts between investors and
managers. In India, the importance of corporate governance increased following the

enactment of the Companies Act 2013, which, along with regulations set by the Securities

27 Jovanovic, J., & Grujic, B. (2016). Historical development of corporate governance as the basis for current
corporate trends. Ekonomika, 62(1), 187—-198.
28 Ibid.
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and Exchange Board of India (SEBI), replaced the Companies Act of 1956 on 30th August
2013 and serves as the cornerstone of the corporate governance framework in India.

These foundational shifts laid the groundwork for significant advancements in international
corporate governance standards. Understanding these developments helps explore their

impact on shaping modern business practices and regulatory environments globally.

2.2 MAJOR DEVELOPMENTS OF CORPORATE GOVERNANCE
AT INTERNATIONAL LEVEL

The inception of Corporate Governance can be traced back to countries like the US and
UK, from where it subsequently proliferated to other nations. The shift from centrally
planned to market-driven economies post-1990, including the privatization of state-owned
enterprises, highlighted the need for effective governance frameworks tailored to the
emerging private sector. This period also saw heightened interest in corporate governance
following the 1997 economic crisis, particularly among Asian countries. Early initiatives
led by organizations like the OECD addressed various governance concerns, such as the
establishment of audit committees and the ethical responsibilities of corporations in their

communities.?

The modern concept of corporate governance emerged in the United States during the
1970s, driven by increasing scrutiny of the internal operations of the country's largest
corporations. Despite enjoying significant market success in the preceding decades with
minimal regulatory oversight, many of these companies operated with boards that largely
deferred to management decisions. Corporate governance as a framework began to take
shape in response to this environment, with the Securities and Exchange Commission
(SEC) leading the charge in its development. While the SEC had existed since the 1930s,
it wasn't until the 1970s that it intensified its efforts to address what it saw as misconduct
in the markets and the failure of boards to provide adequate oversight. This period marked
the beginning of legislative reforms aimed at improving corporate governance practices.

However, in the 1980s, these efforts faced resistance from opponents aligned with the

2 Cadbury A., (1992). The Financial Aspects of Corporate Governance, A Report of the Committee on
Corporate Governance and Gee & Co, London.
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Reagan administration, who opposed increased regulation. Legal and economic scholars
also advocated for more research to develop comprehensive regulations governing
corporate behaviour.

By the 1990s, investors and shareholders began to show greater interest in the governance
of the companies they invested in. The 2008 economic downturn further heightened this
scrutiny, prompting widespread inquiries into corporate conduct and decision-making
processes. Since then, the focus on corporate governance has continued to intensify, with
stakeholders increasingly demanding transparency and accountability from businesses.*
This trend underscores the ongoing evolution of corporate governance practices and the
growing importance placed on ethical and responsible corporate behaviour.

Since the mid-1990s, significant strides have been made at the international level, resulting
in the formulation of numerous corporate governance reports, guidelines, and regulations.
Some of the key international developments in corporate governance are evaluated

highlighting their significance and impact on global business practices.

2.2.1 Cadbury Committee Report on Corporate Governance

In an effort to mitigate the recurrence of business failures in countries like the UK and
elevate corporate governance standards, the Cadbury Committee, chaired by Sir Adrian
Cadbury, was established by the London Stock Exchange in May 1991. Comprising
representatives from the upper echelons of British industry, the committee was tasked with
formulating a set of practices to aid UK corporations in delineating and implementing
internal controls to mitigate financial risks.

According to Sir Adrian Cadbury, the development of a corporate governance code must
be rooted in the country's own experiences rather than imported from abroad. He
emphasized the importance of striking a balance between achieving corporate governance
objectives and fostering the growth of the corporate sector, without imposing undue

compulsion on businesses.3!

% Dan Byrne, “What is the history of corporate governance” (2023, April 6). The Corporate Governance
Institute. https://www.thecorporategovernanceinstitute.com/insights/lexicon/why-does-corporate-
governance-matter-a-look-back-at.

8L Cadbury, Adrian. (2002). Corporate Governance and Chairmanship: A Personal View.
https://www.researchgate.net/publication/227467828 Corporate Governance and Chairmanship a Perso
nal_View.
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The committee's focus extended to the accountability of boards of directors to both
shareholders and society at large. In December 1992, it presented its findings along with
the "Code of Best Practices," outlining governance methods aimed at harmonizing the
essential powers of boards of directors with their requisite accountability. The resulting
report and associated code were generally well-received.

The Cadbury Code of Best Practices comprised 19 recommendations spanning various
aspects such as board composition, roles of non-executive and executive directors, as well
as reporting and control mechanisms. While these recommendations were not obligatory,
companies listed on the London Stock Exchange were mandated to disclose whether they
adhered to the code in their financial statements. Non-compliant companies were required

to provide explanations for their divergence from the code.

2.2.2 Organization for Economic Co-operation and Development (OECD) and its
Principles

The OECD stands as a unique forum where the governments of 37 market democracies
collaborate to address the multifaceted challenges and opportunities presented by
globalization, encompassing economic, social, and governance dimensions32. Within this
framework, governments leverage collective experiences to compare policy outcomes,
identify best practices, and coordinate both domestic and international policies. The OECD
serves as a platform where peer pressure fosters the adoption of "soft law," such as the
OECD Corporate Governance Principles, which, while non-binding, exert considerable
influence and occasionally culminate in formal agreements or treaties.

In response to a call from the OECD Council meeting at Ministerial level in April 1998,
the OECD embarked on a mission to develop corporate governance standards and
guidelines in collaboration with national governments, international organizations, and the
private sector. To this end, the ad-hoc Task Force on Corporate Governance was
established, tasked with formulating a set of non-binding principles reflecting the

perspectives of member countries.

32 The Organization for Economic Co-operation and Development (OECD) - United States Department of
State. (2021, June 28). United States Department of State. https://www.state.gov/the-organization-for-
economic-co-operation-and-development-oecd/.
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These principles, enshrined in the resulting document, draw upon insights gleaned from
national initiatives within member countries and previous OECD endeavors, including the
work of the OECD Business Sector Advisory Group on Corporate Governance. Grounded
in existing legal and regulatory frameworks and informed by prevailing market practices
across OECD nations, these principles aim to provide a comprehensive foundation for
effective corporate governance.

The OECD revised its corporate governance principles in 2004, reflecting a global
consensus on the pivotal role of good governance practices in fostering economic resilience
and stability. These principles serve as a vital resource for governments seeking to evaluate
and enhance their legal, institutional, and regulatory frameworks for corporate governance.
Additionally, they offer guidance to stakeholders such as stock exchanges, investors, and
corporations, facilitating their engagement in the ongoing endeavour to cultivate robust

corporate governance practices.

2.2.3 Sarbanes - Oxley Act

The Sarbanes-Oxley Act, enacted in 2002, stands as a landmark US law designed to bolster
corporate governance and reinvigorate investor confidence. Sponsored by US Senator Paul
Sarbanes and US Representative Michael Oxley, the Act emerged in response to a series
of high-profile corporate and accounting scandals that shook public trust in financial
reporting practices.®

The passage of Sarbanes-Oxley, often abbreviated as 'SOX," marked a significant shift in
corporate governance, ushering in sweeping changes across various facets of the corporate
landscape. At its core, SOX addresses critical areas such as auditor independence, conflicts
of interest, corporate accountability, and financial disclosures. The Act encompasses 11
titles, each delineating provisions aimed at enhancing corporate governance standards and
restoring transparency and integrity in financial reporting. From augmenting corporate
board responsibilities to imposing criminal penalties for malfeasance, SOX leaves no stone
unturned in its quest to fortify the governance framework for US public companies. Key
components of SOX include the establishment of new standards for corporate boards and

33 Sarbanes-Oxley Act - Article | SailPoint. (2024, May 2). SailPoint. https://www.sailpoint.com/identity-
library/sox/#:~:text=The%20Sarbanes%2DOxley%20Act%20(SOX,who%20were%20its%20main%?20arch
itects.

33




audit committees, heightened accountability measures for corporate management, and
enhanced independence criteria for external auditors. Moreover, the Act mandates the
creation of the Public Company Accounting Oversight Board (PCAOB) within the
Securities and Exchange Commission (SEC), tasked with overseeing public accounting
firms and promulgating accounting standards to uphold the highest levels of integrity and
professionalism in financial reporting. By empowering the SEC to enforce compliance
with SOX requirements and instituting robust measures to curb corporate malfeasance, the
Act endeavours to instill confidence in investors and safeguard the integrity of the financial
markets. In essence, Sarbanes-Oxley represents a pivotal milestone in the evolution of
corporate governance, underscoring the imperative of transparency, accountability, and
ethical conduct in corporate practices. It is noteworthy that along with the above
developments, evolution related to Corporate Governance was occurring on an

international level.

2.3 CHRONOLOGICAL REVIEW OF OTHER INTERNATIONAL
DEVELOPMENTS

These International Developments provide a detailed overview of the key reports on
corporate governance, highlighting their aims, significant recommendations, and impacts

on corporate governance practices globally.

1. Hampel Report (1998): In the UK, the Hampel Committee was established in 1995 to
consolidate the recommendations of two pivotal reports: the Cadbury Report (1992)
on financial reporting and the Greenbury Report (1995) on directors’ remuneration.
The Hampel Committee aimed to create a comprehensive 'Combined Code' on
corporate governance®. Published in 1998, the Combined Code became a
cornerstone for corporate governance practices in the UK. It was closely tied to the
stock exchange listing rules, requiring companies to either affirm adherence to the

Code's provisions or explain deviations. This "comply or explain" approach

34 The Hampel Committee | Practical Law. (n.d.). Practical
Law. https://uk.practicallaw.thomsonreuters.com/3-100-
0535?transitionType=Default&contextData=(sc.Default) & firstPage=true.
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promoted transparency and accountability among listed companies, enhancing

investor confidence and market integrity.

2. Blue Ribbon Report (1999): The US Securities and Exchange Commission (SEC)

established the Blue-Ribbon Committee in 1998 to improve the effectiveness of
corporate audit committees. The Blue-Ribbon Report, published in February 1999,
contained recommendations swiftly adopted by major regulatory bodies like the
NYSE, Amex, Nasdaq, and AICPA. These recommendations, mandatory for
domestic issuers on US exchanges, aimed to strengthen audit committee oversight,
promoting transparency and accountability in financial reporting. Although not
binding for foreign issuers, the Blue-Ribbon Committee's work underscored a
collective commitment to high corporate governance standards in the US financial

markets®®.

3. CalPERS’ Governance Principles (1999) : In 1997, the California Public Employees'

Retirement System (CalPERS) Board adopted Global Governance Principles to
foster discussions on best governance practices globally. By late 1999, CalPERS'
Investment Committee revised these principles to align with the International
Corporate Governance Network’s standards. This effort aimed to standardize
governance practices worldwide, enhancing transparency, accountability, and

investor protection.®

4. International Corporate Governance Network (ICGN): The ICGN was established

to promote international dialogue and competitive corporate practices globally. It
viewed the OECD Principles as a crucial foundation for good governance,
recognizing the need for additional measures to ensure robust implementation. The
ICGN's commitment to advancing governance standards aimed to enhance

transparency, accountability, and sustainable business practices worldwide.%’

3% Corporate Governance Report: The CalPERS Corporate Governance Guidelines. (1999). Corporate
Governance, 7(2), 218-223. https://doi.org/10.1111/1467-8683.00151.
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5. The European Corporate Governance Institute (ECGI) (2002): Founded in 2002,
the ECGI aims to enhance corporate governance through independent scientific
research and initiatives. The ECGI believes robust governance frameworks are
essential for economic performance and fraud prevention, especially in developing
economies. By leveraging the expertise of international scholars, the ECGI fosters
knowledge-sharing and policy discourse to advance best practices in corporate
governance.®

6. King Committee on Corporate Governance (2002): The King Report on Corporate
Governance for South Africa, revised in 2002, aligns South Africa’s standards with
global best practices. Mandating adherence for companies listed on the
Johannesburg Stock Exchange, the report emphasizes transparency, accountability,
and ethical conduct, contributing to economic resilience and investor confidence in
South Africa.

7. Higgs Report (2003): In 2002, Derek Higgs was tasked with reviewing the role and
effectiveness of non-executive directors in the UK. The Higgs Report, published in
January 2003, offered recommendations to enhance the function of non-executive
directors, including a proposal for a revamped combined code. The UK
Government embraced these recommendations, reinforcing the commitment to
transparency, accountability, and integrity in corporate governance.*

8. The Combined Code on Corporate Governance (2003): The UK’s Combined Code
on Corporate Governance, updated in 2003, replaced the previous code from the
Hampel Committee (1998). Based on reviews by Derek Higgs and Sir Robert
Smith, the updated Combined Code aimed to enhance the oversight role of non-
executive directors and audit committees, promoting transparency, accountability,
and ethical conduct in UK-listed companies.

In the above part of the Chapters, we explored the various reforms worldwide that included

formation of various Committees, Institutes, Codes, Principles and Acts.

3 European Corporate Governance Institute (ECGI) - Board Foundation. (n.d.). Board
Foundation. https://boardfoundation.org/en/partner/european-corporate-governance-institute/.
% John, C. (2010, April 12).Higgs Report - BIRR Legal Services. BIRR Legal

Services. https://www.birr.co.uk/2010/04/higgs-report/.
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2.4 CORPORATE STRUCTURES DURING COLONIZATION

1. Historical Roots of Indian Corporate Governance: The course of Indian corporate
governance as perceived through the historical lens reveals its roots back to the colonial
period, under British colonial rule which laid the groundwork for the development of
corporate structures and the practice of corporate governance.*’ During this era, the
emergence of modern corporations, as discussed in joint stock companies, contributed
significantly to the modern Indian economy. To bid goodbye to the colonial legacy and
develop a better understanding of the current corporate frameworks, learning about
corporate structures can provide valuable insights into the formation of existing
corporate governance principles and regulatory frameworks.

2. BEIC's Corporate Blueprint: The British East India Company (BEIC), which
functioned as both a commercial trader and a political power in India, had immense
control over trade and commerce in the country during the colonial rule. The creation of
BEIC in the 17th century shaped modern corporate governance in India and was the
springboard for the evolution of contemporary corporate structures. BEIC was a
company with a capital stock input provided by members who were shareholders. These
shareholders owned the company and received dividends. The BEIC's system of
governance, defined by a hierarchical structure and a board of directors, made executive
decisions and ran the company's operations.

3. Regulatory Milestones in Governance: The Charter Act of 1813 marked an important
milestone in India's corporate governance history by giving the British Crown more
control over BEIC's activities, which changed the orientations of British enterprises
towards the local markets. The Act influenced the way BEIC directors assumed high
moral responsibilities, including acting in the best interests of shareholders, disclosing
conflicts of interest, and adhering to fiduciary duties. These initial regulatory steps
mandated a high degree of transparency, accountability, and shareholder rights, setting

the stage for future regulatory processes in India.

%0 Indulia, B. (2021, April 7). Evolution of Corporate Governance in India | SCC Times. SCC Times. (Mar.
10, 2024, 4:57 AM) https://www.scconline.com/blog/post/2019/11/13/evolution-of-corporate-governance-
in-india/.
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Establishment of the Bombay Stock Exchange (BSE) in 1875: The establishment of
the Bombay Stock Exchange (BSE) in 1875 provided a platform for corporate entities in India
to grow, acting as a custodian for dealing with shares and obtaining capital from public investors.
The development of joint-stock companies and the stock market paved the way for the
modernization of India's corporate sector, fostering investment, entrepreneurial growth, and
economic development.

Colonial Law for Companies: The Companies Act, 1850, enacted during the colonial era,
established the legal requirements for the partnership of joint-stock companies and their forms
of governance in British India. The Act mandated company registration, regulation of corporate
governance, shareholder rights, and winding-up procedures, laying the groundwork for
company law in India. Subsequent amendments to the Companies Act enhanced supervisory
systems, mandated disclosure requirements, and strengthened investor rights, reflecting
evolving governance norms and market dynamics.

Codifying Governance Standards: The corporate governance regime was further
consolidated and codified in the Indian Companies Act of 1913, which made significant
strides in improving corporate governance in India. This Act introduced provisions for
the registration, management, and winding-up of companies, detailing the
responsibilities of directors and maintaining universal corporate governance standards.
Additionally, the Act strengthened governmental control over business affairs, enabling
the investigation of fraud, enforcement of government requirements, and compliance
with statutory rules.*!

Post-Colonial Framework: Post-independence, India adopted various legislative
reforms to modernize governance systems and align them with international standards.
The Companies Act of 1956 replaced earlier colonial legislation and provided a
comprehensive legal framework for the registration, management, and operation of
companies in independent India. The Act included major provisions related to corporate
governance, financial disclosure, audit oversight, and shareholder safeguards, reflecting
India's commitment to enhancing transparency, accountability, and investor confidence.
Economic Liberalization and SEBI's Role: The liberalization and economic reforms

of the 1990s marked a revolution in corporate governance in India, driven by increased

Ministry of Corporate Affairs (Mar. 11, 2024, 10:28 AM)
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globalization, privatization, and market integration. The establishment of the Securities
and Exchange Board of India (SEBI) in 1988 brought securities markets and corporate
governance under its supervision. In 2015, SEBI enacted regulations on transparency,
investor protection, and market integrity, collectively known as the SEBI (Listing
Obligations and Disclosure Requirements) Regulations, 2015. These regulations
required listed companies to adhere to corporate governance and disclosure norms,

further strengthening the governance framework in India.

2.5 CORPORATE GOVERNANCE PRACTICES BEFORE
INDEPENDENCE

The corporate governance principles in the pre - independence in India were a mixture of
indigenous business customs, colonial laws and emerging corporate structures. It is true
that the indigenous trade and commerce in the pre-colonial India were very flexible and
various guilds, family-owned businesses and other informal arrangements governed them,
while the British colonialism brought some new administrative and regulatory systems
which resulted in the origin of the formal corporate entities and regulatory frameworks that

shaped the corporate governance practices during that period.

1. INDIGENOUS BUSINESS CUSTOMS

Before the colonial period, India had its own native business customs where family
business, guilds, and merchant communities were engaged in trading. Business
transactions were orientated by customary norms, community rules, and ethical precepts in
order to ensure the honesty, mutual benefit, and social responsibility. In ‘srenis' or
‘panchayats’, guilds performed an essential work of guiding trade, settling disputes, and
keeping the markets running. These ancestral institutions were prototype of the present
boards of corporate governance, which promoted transparency, accountability, and
collective decision-making between the company and stakeholders

2. COLONIAL REGULATIONS
The start of its operations can be tracked back with the arrival of British East India
Company (BEIC) in the early 17th century, and this paved a way for formal corporate
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governance structures in Indian economy. %> The BEIC was a joint-stock company, that
own through the rights to shares and directors to whom they delegated the control of affairs.
Charter Act of 1813 seeks to set up measures of regulations for the British East India
Company's business which includes acting in the best interest of the shareholders,
disclosing conflict of interest and maintaining a high level of transparency and
accountability. Consequently, the law-making in follow-up was formalized with the
enactment of law like Indian Companies Act, 1850, that gave the legal ground for
establishing joint-stock companies in British India and also specified the duties of directors,

shareholder rights, and corporate governance standards.

3. EMERGING CORPORATE STRUCTURES

There was the advent of joint-stock companies mostly during the colonial period, these
companies were enabled and witnessed the establishments of the Indian stock exchanges
such as the Bombay Stock Exchange (BSE) in 1875.%% Joint-stock companies were a
byproduct of investors' capital collection pooling, investment, and entrepreneurship which
made the economy grow and industrial development possible. The management in the
companies of the 19th century was led by a board of directors and the latter led the
operations and the executive decision-making. Shareholders utilized their prerogatives
through general meetings, where they could put their proxies, elect directors, and receive

financial reports.

4. REGULATION OF COLONIAL COMPANIES:

The colonial legislature introduced regulatory enactments that aimed at governing the
conduct of joint-stock companies who pursued their activities within British India. A major
step towards reforming the system of corporate governance regulation in India came in the
form of Indian Companies Act, 1913, that consolidated and codified all the laws related to
the formation, management, and shutdown of companies.

This Act brought along the definitions for shareholder protections, Directors duties, and

corporate disclosures, highlighting the growing role of corporate governance in British

42 The Editors of Encyclopaedia Britannica. (2024, May 27). East India Company | Definition, History, &
Facts. Encyclopedia Britannica. https://www.britannica.com/topic/East-India-Company.

4 Kenton, W. (2023, January 15). Joint-Stock Company: What it is, history, and examples.
Investopedia. https://www.investopedia.com/terms/j/jointstockcompany.asp.
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India. The government bodies were given the power to regulate companies' affairs, to
investigate fraudulent cases and to enforce adherence to the legislations helped to change

the attitude to interference in the corporate governance related issues.

5. CORPORATE GOVERNANCE CHALLENGE

The regulative framework definitely touched upon the corporate governance issue in pre-
Indian independence. However, there were certain challenges, such as conflicts of interest,
insufficient disclosures, and absence of enforcement mechanisms. Managers in quite a lot
of cases used to be the ones who were in charge and at the same time influential on the
companies so it was not rare to witness insider deals, manager mismanagement and
mistreatment of minority shareholders. Colonial Companies were primarily focused on
maximizing profits for shareholders, often at the expense of social principles and the
environment concerns leading us to raise the question of corporate ethics and responsibility

to the social.

2.6 POST INDEPENDENCE CORPORATE GOVERNANCE
PRACTICES

The post-independence stage in the Indian business varied from the old-fashioned setup
with the new form of the director board’s structure. As the country continued to move on
from the old governance methods, it develops new approaches which accommodate the
basic elements of good governance as transparency, accountability and investor
protections. Regulatory environment also developed in order to ensure the existence of
new challenges, reproduce positive economic effects, and ensure companies are guided by
the current society social goals. This segment describes, emphasizing statutes, regulations
and other institutional instruments introduced after independence, the regulatory
framework established for the corporate governance of India after independence was

shaped.

1. The Corporate Genesis Legislation
The enactment of the Companies Act, 1956, has been one of the pivoting laws on the
corporate affairs of independent India. It provided a comprehensive legal framework for

the incorporation, management, and regulation of companies operating in India. The Act
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defines the rights and obligations of companies, directors, shareholders, and participating
stakeholders in a general way; this act prescribes the rules for corporate governance and
financial reporting as well as protecting shareholders. A few main stipulations from the
Companies Act, 1956, comprised of compulsory registration of companies and
preservation of statutory records, running of the board meetings, appointment of auditors,

and the filing of financial statements.

2. India's Anti-Monopoly Shield

The Monopolies and Restrictive Trade Practices Act was brought into force to curb
monopolistic behavior, ensure fair competition and fulfil the consumer's expectation in
India. Though, the main aim of MRTP was not corporate governance, it was indictive of
corporate behavior, especially concerning the dominance of market, anti-competition
agreements, and abuse of dominant positions. The Act gave power to the Monopolies and
Restrictive Trade Practices Commission (MRTPC) to examine and determine the cases
which distorted and untoward trade or monopolistic behavior and thus altered the market
behavior leading to corporate conduct.

3. Safeguarding Securities Market

The main objective of the Securities Contracts (Regulation) Act (SCRA) is to regulate all
securities markets operating in India and ensure that all of its investors can have their
interests protected. The SCRA came into effect to regulate securities markets and protect
investor interests in India. It set forth securities regulations, the foundation for the start,
operation, and governance of stock exchanges. The SCRA stipulated that the chief
regulatory authorities such as SEBI have a right to supervise stock exchanges, control
securities trading, prevent market manipulation and protect investors. It was market
regulation that the SCRA had as primary purpose, while on the other hand, it had corporate
governance implications by contributing to transparency, honesty, and investor confidence

in corporate operations.

4. Corporate Governance Evolution
Coming into force, the Companies Act, 2013, revamped the corporate governance system
in India from being ruled by an archaic Companies Act, 1956. The Act introduced several

main principles of reform formulated to ensure better transparency, accountability and
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investors protection under Voted: By: There were some very important components of the
Companies Act, 2013; these included mandatory rotation of auditors, enhanced disclosure
requirements, stricter norms for related-party transactions and the toughened penalties for
non-compliance. Apart from these provisions, the Act also implemented CSR provisions,
through which some companies have to use part of their profit to engage in social activities,
thus, instilling the notions of responsible business conduct in the manufacturing businesses.
5. The Watchdog of Security Market

The Securities and Exchange Board of India Act, 1992, conferred with SEBI the primary
authority to administrate and regulate security markets as well as protect investors in
India. SEBI was made responsible for regulating stock exchanges, securities transactions
apart from dealings and intermediaries, as well as investigation and judgmental procedures
regarding market misconduct and insider trading cases. SEBI's regulatory authority was
broadened to incorporate areas of corporate governance, such as disclosure obligations,
shareholders' rights, and generally accepted corporate governance norms for listed
companies. SEBI by imposing various regulations and directives strived for boosting the
corporate governance standards of the listed companies. One of such directives is the SEBI

(Listing Obligations and Disclosure Requirements) Regulations, 2015.

6. Corporate Debt Resolution Legal Framework

The Insolvency and Bankruptcy Code was passed to change the old system, which used to
have many problems in insolvency and bankruptcy law, so as to make the process of
bankruptcy more effective, and enhance the fairness of creditors. Even though the IBC
were mainly concerned with insolvency process, they also had effects on corporate
governance, for example, by speeding up recovery, improving creditors' recovery,
developing restructuring mechanisms and worth promotion of timely debt settlement. IBC
gives creditors time-bound insolvency resolution process as well with the means to
administrate insolvency actions aiming to promote proper resolution of non-performing

assets.

43




2.7 INDIA'S NEW ECONOMIC POLICY IN LIGHT OF
LIBERALIZATION AND MARKET REFORM

The introduction of the era of liberalization and market reforms in India from the early

1990s marked a significant turning point in the history of the Indian economy. These

changes were catalyzed by economic deadlock, balance of payment problems, and

inefficiencies in the erstwhile state-controlled economic approaches. The following are the

policies and regulations brought by the Government to regularise the Corporate governance

framework.

1. The New Economic Policy of 1991: The New Economic Policy (NEP) of 1991

aimed at promoting open and fair competition, fueling private investments, and
integrating India into the international market. Central to the NEP was the liberation
of trade and investment, along with the privatization of state-owned enterprises

through various strategies. *

. Industrial Policy Resolution of 1991: The Industrial Policy Resolution of 1991

was a pioneering reform policy focused on revamping the industrial sector and
fostering private business. It aimed at fostering competition, technological
innovation, and efficiency in industrial undertakings by simplifying regulations and

stimulating investments.

. Liberalization of Foreign Investments: A significant achievement of the

liberalization period was the substantial liberalization of the foreign investments
regime. The passing of the Foreign Exchange Management Act (FEMA) in 1999
replaced the archaic Foreign Exchange Regulation Act (FERA) of 1973, facilitating

foreign investors' participation in India's economy.

. Role of SEBI in Market Reforms: The establishment of the Securities and

Exchange Board of India (SEBI) in 1988 played a pivotal role in managing India's

financial markets and ensuring market integrity. SEBI introduced laws, rules, and

4 Economy Class 11 Liberalisation and Economic Reforms in India. (2022, May 5). Unacademy.
https://unacademy.com/content/upsc/study-material/economy/liberalisation-and-economic-reforms-in-
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guidelines to enhance aspects like disclosure, transparency, and accountability
among listed companies.

Technological Revolution in Capital Markets: The establishment of the National
Stock Exchange (NSE) in 1992 brought about a technological revolution in India's
capital market sector. The NSE's innovative trading platform and institutional
infrastructure fostered increased investor interest, better liquidity, and reduced
trading costs.

Impact on Foreign Direct Investment (FDI): The liberalization process led to
increased foreign direct investment (FDI) flows and inflows of technologies,
contributing to the growth of the Indian economy. The influx of multinational
corporations (MNCs) introduced innovative business models, strategic alliances,
and global value chains.

Redesigning Corporate Governance: The liberalization and market reforms
reshaped corporate governance in India, leading to improvements in transparency,
accountability, and shareholders' rights. Companies were required to adhere to
higher disclosure standards and implement best governance practices.

Change in Ownership Structure: The reform process witnessed a change in the
ownership structure of Indian companies, with government shares being diluted and
increased private sector involvement. Initiatives like disinvestment aimed at
enhancing efficiency, competitiveness, and governance within public sector
entities.

Critique and Challenges: Despite the positive outcomes, the reforms faced
criticism for exacerbating east-west gaps, social tensions, and the need for inclusive
growth. Issues such as the clustering of economic power, monopoly practices, and

displacement of native livelihoods also emerged as challenges.

45 SEBI | About SEBI (14 March 2024) https://www.sebi.gov.in/about-sebi.html.

46

Chanda, N. S. (2024, March 17). Corporate Governance in India — Why 1is it so

critical? Proschoolonline. https://proschoolonline.com/blog/corporate-governance-india.

45



https://www.sebi.gov.in/about-sebi.html

2.8 CORPORATE GOVERNANCE REFORMS IN THE 21ST
CENTURY

Corporate governance is receiving more attention than ever at the start of the twenty-first
century, and the growing number of scandals and crises that have occurred in those years
is the reason for this. The failure of businesses like Enron, WorldCom, Tyco, and others
prompted several reviews of the committee's, auditors', independent directors', and other
roles, raising concerns about the corporations' ethical standards. 4’

The scandals and crises are in fact merely the
manifestation of a number of structural problems for which corporate governance gained
and keeps increasingly gaining in importance in field of countries economic development.
The cause of the problem is in several segments, such as: privatization — which drew a
number of issues of corporate governance in the areas that were previously in hands of the
state; technological development, liberalization and the opening of financial markets, free
trade and other structural reforms make the importance of corporate governance grows,
and with time it becomes more complicated; the growing role of institutional investors
through the mobilization of capital and increases the need for well-managed arrangements;
growth of international financial integration, trade and investment create difficulties in

corporate governance across their borders. 48

2.8.1 The Companies Act, 2013

The Companies Act, 2013, which came as a replacement for the Companies Act, 1956, a
highly outdated law, was witnessed as a promising shift in India's corporate governance
landscape. The Act was a comprehensive set of legal reforms which established provisions
that were meant to incentivize transparency, accountability as well as shareholder
protection in company management. Some main pieces of reforms were mandatory rotation
of auditors, financial disclosure requirements supply, strict rules for related-party
transactions, and higher penalties for non-compliance. On the other hand, yet another

important provision of the Act concerning corporate social responsibility (CSR) is also

47 Jovanovic, J., & Grujic, B. (2016). Historical development of corporate governance as the basis for current
corporate trends. Ekonomika, 62(1), 187—-198.

48 Claessens S. (2003). Corporate Governance and Development, A Global Corporate Governance Forum,
Focus 1, The International Bank for Reconstruction and Development, Washington pp. 6-7.
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stipulated. Companies with certain prescribed size are now obliged to spend the
percentages of their windfall profits for socially beneficial activities, and promoting

responsible business conduct. 4°

2.8.2 Securities and Exchange Board of India (SEBI)

Apart from the Securities and Exchange Board of India (SEBI), which had the key role of
regulating India's capital market and issuing guidelines for shareholder protection among
listed companies, other reforms included corporate governance principles, which helped
investors to know their rights. SEBI was leading the way in this regard by putting in place
a set of regulations and prescriptions aimed at heightening transparency, disclosure and
accountability among the listed entities. Earlier, the introduction of SEBI (Listing
Obligations and Disclosure Requirements) Regulations, 2015 made it necessary for listed
companies to conform with corporate governance laws which include board composition,
disclosure requirements, and accounting auditing. SEBI along with the constitution of the
Guidelines for Independent Director appointments and functioning of Audit Committee
and other related Governance Committees also introduced by SEBI. *

2.8.3 Voluntary Corporate Governance Guidelines

Setting the pace for change in corporate governance in India, the Voluntary Corporate
Governance Guidelines introduced in 2009 was a noteworthy initiative that aimed at
bringing standard governance practices in the business. The Ministry of Corporate Affairs
(MCA) held a number of consultations with the industry stakeholders, professional bodies
and the regulators and it developed the standards. The standards laid out a mechanism for
corporations to use the best governance practices in the area of corporate governance that
included Board composition, risk management, internal controls, and stakeholders’

engagement. To begin with, it was never compulsory to accept or follow the code.

49 Background of Ministry of Corporate Affairs. 2 April 2024
. https://www.mca.gov.in/content/mca/global/en/data-and-reports/reports/other-reports/report-company-
law/background.html.

%0 Ghosh, A., & Rajan, S. (2024, May 21). A general introduction to securities litigation in India.
Lexology. https://www.lexology.com/library/detail.aspx?g=76c05065-d1d9-46¢cc-97d9-8c00a68c8353.
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However, the way was set open for multiplying the acceptance and hearing of corporate

governance inside the corporate world.

2.8.4 National Company Law Tribunal (NCLT) and National Company Law
Appellate Tribunal (NCLAT)

The establishment of National Company Law Tribunal (NCLT) and National Company
law Appellate Tribunal (NCLAT) under the provisions of Companies Act 2013 in 2016 to
rule corporate disputes and the resolution of insolvencies is the new framework of
corporate disputes and insolvency mechanism. NCLT and NCLAT are pivotal bodies
which are found to be very helpful in solving corporate governance problems, ensuring
compliance with the statutes, and upholding the interests of the shareholders. The
promulgation of the Insolvency and Bankruptcy Code, 2016 (IBC), followed by a laws and
regulations framework for insolvency and restructuring of corporates attested a step closer

towards establishing a strong corporate governance system in India.>!

2.8.5 Reserve Bank of India (RBI)

The Reserve Bank of India (RBI) did not keep behind and on top of its role, it was at the
forefront when it came to taking note of corporate governance practices of banks and
financial institutions in India. The RBI has come up with rules such as the corporate
governance, risk management, and internal control guides to the financial system to ensure
its robustness and integrity. Capital and liquidity requirements increased for banks as well
as the implementation of prudential standards during the asset classification process which

increased the banking sector’s transparency, accountability, and risk management.

2.8.6 Securities Contracts (Regulation) Act, 1956 (SCRA)

The government made a remarkable modification in 2018 to the Securities Contracts
(Regulation) Act, 1956 (SCRA) in order to boost up the regulatory paradigm and
enforcement tools in the capital market of India. These legal tamper proofs provided SEBI
with the mandate to issue stiffer punishment for market manipulators, insider traders, and

those who violated securities laws. SEBI had interventions to improve surveillance,

51 About NCLAT | National Company Law Appellate Tribunal (NCLAT). (n.d.). https://nclat.nic.in/about-
NCLAT.
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enforcement and investor protection. They included: market surveillance based on
technological systems, real market intelligence and data analytics to detect market abuse
and fraud.

The implementation and introduction of remote e-voting for shareholders as well as proxies
present a vital milestone in the formation of effective and progressive shareholder
participation, awareness, and participation in decision-making. Voting through e-voting
was necessitated by these rules which posit that shareholders' resolutions for companies
could only be electronically delivered through electronic voting facilities anywhere around
the globe. Electronic voting embodied the transparency, equality, and accountability in
corporate governance practices; thus, the owners of the shares are able to make use of their

voting rights thoroughly and take part in the issues of corporate governance.

The Gap between the Corporate Governance history and the history of
startups lies in their origins, structures, and priorities. Corporate governance has its roots
in the early development of corporations, dating back to the rise of joint-stock companies
in the 17th century.> Its history is deeply intertwined with the evolution of industrialization
and the need to manage increasingly complex organizations. Over time, corporate
governance frameworks have been established to ensure accountability, transparency, and
responsible decision-making within large, established companies. These frameworks often
involve boards of directors, shareholder rights, and regulatory oversight.

On the other hand, the history of startups is more recent and is closely associated with the
rise of technological innovation and entrepreneurship in the 20th and 21st centuries.
Startups typically begin as small, agile ventures focused on disrupting existing markets or
creating entirely new ones.>® Unlike established corporations, startups often prioritize rapid
growth, innovation, and flexibility over traditional corporate governance structures. This
can lead to a different approach to decision-making, risk management, and organizational

culture.>

%2 What is the history of corporate governance and how has it changed? (n.d.-
b). https://www.diligent.com/resources/blog/what-is-the-history-of-corporate-governance-and-how-has-it-
changed.

%  The Evolution of Startups From Humble Beginnings to Disruptive Innovations.
(n.d.). https://www.masslight.com/posts/evolution-of-startups-humble-beginnings-to-disruptive-
innovations.

%4 Ibid.
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The gap between these two histories reflects the contrasting dynamics of established
corporate entities and entrepreneurial ventures. While corporate governance emphasizes
stability, compliance, and long-term sustainability, startups prioritize experimentation,
agility, and the pursuit of disruptive innovation. However, as startups grow and mature into
larger organizations, they often face pressures to adopt more formalized corporate
governance practices to manage risks, attract investment, and sustain growth. Closing this
gap requires startups to strike a balance between innovation and accountability as they
navigate the transition from scrappy upstart to established industry player.

2.9 STARTUP ECOSYSTEMS THROUGH THE DECADES

The evolution of startup ecosystems over the decades has been a fascinating journey,
reflecting significant technological advancements, economic cycles, cultural shifts, and
policy changes. This history can be traced from the early days of Silicon Valley to the
diverse and interconnected global startup landscape of today.

2.9.1 The Birth of Silicon Valley

The 1970s marked the beginning of what would become the world's most famous startup
ecosystem: Silicon Valley. This region, located in the southern part of the San Francisco
Bay Area, became synonymous with technological innovation and entrepreneurship. The
roots of Silicon Valley can be traced back to the post-World War 1l era when Frederick
Terman, a professor at Stanford University, encouraged his students to start their own
companies. This laid the groundwork for a strong university-industry linkage that became
a hallmark of Silicon Valley®.

Key technological advancements during this period included the development
of semiconductors and hardware. Intel, founded in 1968, was one of the pioneering
companies in the semiconductor industry, revolutionizing computer technology with its
microprocessors. Another significant milestone was the founding of Apple in 1976 by
Steve Jobs and Steve Wozniak, which heralded the beginning of the personal computer

% Segal, T. (2023, August 17). Silicon Valley: Definition, Where It Is, and What It's Famous for.
Investopedia. https://www.investopedia.com/terms/s/siliconvalley.asp.
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revolution. This era also saw the rise of venture capital firms like Kleiner Perkins, which

played a crucial role in funding and nurturing early-stage startups.

2.9.2 Personal Computing and Software Boom

The 1980s witnessed a significant shift towards personal computing and software
development. Silicon Valley continued to dominate, but other regions like Seattle began to
emerge as important tech hubs. The decade was characterized by the rise of companies that
would become giants in the tech industry, such as Microsoft, Oracle, and Sun
Microsystems.

Microsoft, founded by Bill Gates and Paul Allen in 1975, became a dominant
player in the software industry with its MS-DOS operating system and later, Windows.
Oracle, founded in 1977, revolutionized database management systems, while Sun
Microsystems, established in 1982, made significant contributions to computer networking
and workstations. The proliferation of personal computers, led by companies like Apple
and IBM, created a massive demand for software, leading to a boom in software
development. Venture capital investments surged during this period, and the industry

witnessed its first major IPOs, setting the stage for future growth.

2.9.3 The Dot-com Era

The 1990s were defined by the explosive growth of the internet and web-based businesses,
often referred to as the dot-com era. Silicon Valley, Seattle, and Austin emerged as key
regions for internet startups. This period saw the founding of several iconic companies that
leveraged the power of the internet to create new business models and disrupt traditional
industries.

Amazon, founded by Jeff Bezos in 1994, transformed the retail industry with
its online marketplace. Yahoo!, established in 1994 by Jerry Yang and David Filo, became
one of the first major internet search engines and web portals. Netscape, founded in 1994
by Marc Andreessen and Jim Clark, popularized web browsing with its Netscape
Navigator. eBay, founded by Pierre Omidyar in 1995, revolutionized online auctions and
peer-to-peer commerce. The dot-com era was characterized by a massive influx of venture

capital and a wave of IPOs, leading to a speculative bubble. The period culminated in the
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dot-com crash of 2000, which saw many internet startups fail, but also laid the groundwork

for future innovation and growth.%®

2.9.4 Post-Dot-com Recovery and Web 2.0

The early 2000s were a period of recovery and rebuilding following the dot-com crash.
The focus shifted towards more sustainable business models and the development of Web
2.0 technologies, which emphasized user-generated content, social networking, and
collaboration. Key regions during this period included Silicon Valley, New York, and
London.®’

Google, founded by Larry Page and Sergey Brin in 1998, became the dominant
player in internet search and online advertising, revolutionizing the way information was
accessed and monetized on the web. Facebook, founded by Mark Zuckerberg in 2004,
transformed social networking and became a major platform for communication and digital
marketing. LinkedIn, established in 2003 by Reid Hoffman, changed professional
networking and recruitment. YouTube, founded in 2005 and acquired by Google in 2006,
revolutionized online video sharing and content creation.

The launch of Apple's iPhone in 2007 marked the beginning of the mobile
computing era and the App Economy, where mobile applications became a central part of
the digital ecosystem. Venture capital continued to flow into startups, and the industry saw
the rise of new funding mechanisms like angel investing and crowdfunding. This period
also witnessed the growth of accelerators and incubators, such as Y Combinator and
Techstars, which provided early-stage startups with mentorship, funding, and resources.

2.9.5 The Age of Unicorns and Globalization

The 2010s were characterized by the proliferation of unicorns—startups valued at over $1
billion—and the globalization of startup ecosystems. Silicon Valley remained a dominant
hub, but significant growth occurred in other regions, particularly in Asia, with Beijing,

Bangalore, and Tel Aviv becoming major centers of innovation.

% Deorah, K. (2016, October 17). The Internet Wave (1994 — 2002): The Internet Changes Everything.
Fundamatics. https://fundamatics.net/the-internet-wave-1994-2002-the-internet-changes-everything/.
57 Ibid.
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This decade saw the rise of companies like Uber, founded in 2009 by Garrett Camp and
Travis Kalanick, which revolutionized transportation with its ride-sharing platform.
Airbnb, established in 2008 by Brian Chesky, Joe Gebbia, and Nathan Blecharczyk,
transformed the hospitality industry with its home-sharing model. Stripe, founded in 2010
by Patrick and John Collison, became a leading fintech company, simplifying online
payments for businesses. Spotify, launched in 2008 by Daniel Ek and Martin Lorentzon,
changed the music industry with its streaming service. Alibaba, founded in 1999 by Jack
Ma, grew to dominate e-commerce in China and expanded globally.>®

The 2010s also saw significant advancements in artificial intelligence, fintech,
and the sharing economy. Accelerators and incubators continued to play a crucial role in
nurturing startups, and the concept of coworking spaces, popularized by companies like
WeWork, became widespread. Global investors increasingly participated in funding
rounds, and cross-border collaborations became more common. This period also saw a
growing emphasis on diversity, equity, and inclusion within startup communities, as well

as increased scrutiny of ethical and social issues related to technology.

2.9.6 The Rise of Deep Tech and Remote Work

The 2020s have been shaped by the COVID-19 pandemic, which accelerated digital
transformation and the adoption of remote work technologies. Key regions for innovation
include Silicon Valley, Shenzhen, Berlin, and Singapore. The pandemic highlighted the
importance of technologies that enable remote work, leading to the rapid growth of
companies like Zoom, founded in 2011 by Eric Yuan.>®

This decade has also seen increased investment in deep tech areas such as blockchain,
biotechnology, and quantum computing. Companies like SpaceX, founded by Elon Musk
in 2002, have pushed the boundaries of space exploration and commercial space travel.

Moderna, established in 2010, became a leader in biotechnology with its development of a

%8 Exis Digital (2023, October 5). How Airbnb and Uber Revolutionized the Global Market Through
Technology? https://www.linkedin.com/pulse/how-airbnb-uber-revolutionized-global-market-through-
technology-1le/.

% How Pandemic Accelerated Digital Transformation in Advanced Economies. (2023, March 21).
IMF. https://www.imf.org/en/Blogs/Articles/2023/03/21/how-pandemic-accelerated-digital-transformation-
in-advanced-economies.
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COVID-19 vaccine using mRNA technology. Stripe continued to innovate in fintech,

expanding its services and global reach.

Remote work tools and platforms have become essential, with startups focusing on
enhancing productivity, collaboration, and cybersecurity in a distributed work
environment. The continued growth of artificial intelligence and machine learning has led
to advancements in various fields, including healthcare, finance, and autonomous vehicles.
Governments around the world have also recognized the importance of supporting startups,
providing grants, tax incentives, and startup-friendly regulations to foster innovation.

2.9.7 Evolutionary Trends

Several key trends have emerged over the decades as described below which shaped the

evolution of startup ecosystems:

1. Technological Advancements: The shift from hardware to software and services
has been a defining trend. The increasing importance of artificial intelligence,
machine learning, and deep tech innovations such as biotechnology and quantum
computing continues to drive the industry forward. The expansion of internet and

mobile connectivity has enabled new business models and global reach.

2. Investment Dynamics: The growth of venture capital has been pivotal, with the
rise of mega-funds and increased participation of corporate venture arms and global
investors. Alternative financing models, such as crowdfunding, have also gained

traction, providing startups with more diverse funding sources.

3. Globalization: While Silicon Valley remains a central hub, startup ecosystems
have expanded globally, with significant activity in Asia, Africa, and Latin
America. This globalization has fostered cross-border collaborations, international

investments, and the establishment of global startup accelerators and incubators.

4. Cultural Shifts: There has been a growing acceptance of entrepreneurship as a
viable career path, supported by a culture that celebrates innovation and risk-taking.
The gig economy and flexible work arrangements have gained popularity, and there

is an increased focus on diversity, equity, and inclusion within startup communities.
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5. Policy and Regulation: Governments have played a crucial role in supporting
startups through grants, tax incentives, and favorable regulations. However,
challenges related to data privacy, cybersecurity, and antitrust issues have emerged.
Immigration policies also impact talent mobility, influencing the composition and

competitiveness of startup ecosystems.

From the hardware-centric origins of the 1970s to today's Al-driven and globally
interconnected ecosystems, the evolution of startup ecosystems has been a dynamic and
transformative journey. Each decade has brought new technologies, business models, and
cultural shifts, contributing to the growth and diversification of the global startup
landscape. Startups continue to be a driving force for economic growth, technological
progress, and societal transformation, reflecting the innovative spirit and resilience of
entrepreneurs worldwide. The future promises further advancements and opportunities as

startup ecosystems continue to evolve and adapt to changing global dynamics.

The historical analysis in this chapter shows the foundation for a deeper understanding of
corporate governance dynamics within the Indian startup ecosystem. By recognizing the
historical influences and ongoing challenges, it explored how startups can navigate the
complexities of corporate governance. The following chapters will delve into these
complexities, analysing the effectiveness of alternative governance approaches and
innovative solutions adopted by startups. Ultimately, the goal is to identify strategies that
enable startups to prioritize good governance practices while fostering innovation and
growth.
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Conclusion

The evolution of corporate governance and startup ecosystems has been marked by
significant technological advancements, regulatory reforms, and cultural shifts. The
historical perspective examined in this chapter highlights how the foundations of corporate
governance in India, rooted in ancient practices and colonial influences, have evolved to
address contemporary challenges. From the establishment of early corporate governance
principles inspired by Chanakya's teachings to the regulatory frameworks of the British

colonial period, India's journey has been one of continuous adaptation and reform.

This chapter underscored the critical role of various stakeholders, including governments,
investors, and entrepreneurs, in shaping the corporate governance landscape. The post-
independence era, marked by the enactment of the Companies Act 2013, represents a
significant milestone in promoting transparency, accountability, and investor protection.
The rise of the startup ecosystem in the 21st century further emphasizes the need for robust

governance practices to foster innovation and sustainable growth.

Overall, this historical analysis sets the stage for a deeper exploration of the complexities
of corporate governance within the Indian startup ecosystem. It provides a foundation for
understanding how startups can navigate these complexities by adopting effective
governance practices that balance the need for innovation with the imperative of

responsible business conduct.

These findings illustrate the dynamic and transformative nature of startup ecosystems and
the critical importance of effective corporate governance in fostering innovation, economic
growth, and societal transformation. As the startup landscape continues to evolve, the
integration of good governance practices will be essential for sustaining long-term success

and addressing emerging challenges.
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CHAPTER 3

CORPORATE GOVERNANCE IN INDIA AND ITS SIGNIFICANCE
FOR STARTUP DYNAMICS

INTRODUCTION

Corporate governance in startups presents unique challenges and opportunities,
significantly different from those encountered by established corporations. While
established corporations often have well-defined governance structures, startups face
unique challenges in adopting traditional corporate governance models. Startups, by their
nature, are characterized by rapid growth, innovation, and a flexible approach to business.
This dynamism often conflicts with the rigid frameworks of traditional corporate
governance models designed for mature companies with stable structures. Corporate
Governance is structured and framed in a well-defined manner through various State
Institutions and well-established theories all over the world. Many case studies have been
reported to understand its significance for business entities and the adverse consequences
of its absence. Case studies shows that the absence of corporate governance led to the
failure of many startups. This chapter examines whether Corporate Governance legal
framework is adequate, if not does that lead to the downfall of startups? This Chapter also
explores the various Committees, Constitutional bodies formed for the development of
Corporate Governance as well the various Theories and Models around the world and

Indian Models that exists.
3.1 CORPORATE GOVERNANCE — DEVELOPMENTS IN INDIA

In India, the Confederation of Indian Industry (CI1) took the initial steps towards promoting
good corporate governance, laying the groundwork for subsequent developments in this
field..%° Following this pioneering effort, several committees were established to provide
recommendations aimed at enhancing corporate governance practices. Notable among
these committees include the Kumar Mangalam Birla Committee, the Naresh Chandra

Committee, and the Narayana Murthy Committee. These committees played a pivotal role

80 Confederation of Indian industry about us. June 3, 2024 https://www.cii.in/about_us.aspx.
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in directing the focus of the Indian corporate sector towards the critical importance of

evolving new governance norms

The overarching objective of these efforts was to ensure the sustainable development of
Indian industries by instilling better accountability among corporate boards and fostering
transparency in operations. This entailed structuring corporate boards in a manner that
promotes effective management of corporate affairs while prioritizing shareholder
interests. Additionally, it emphasized the importance of disclosing both financial and non-
financial information through annual and periodic reports, thereby enhancing transparency
and enabling stakeholders to make informed decisions. Through these collective
endeavours, India's corporate governance landscape has evolved, paving the way for more

robust governance frameworks and practices across the business ecosystem.

3.1.1 CONFEDERATION OF INDIAN INDUSTRY (CII)

In 1996, the Confederation of Indian Industry (CII) embarked on a significant initiative
focused on Corporate Governance. The primary objective of this initiative was to develop
and advocate for a code of Corporate Governance to be universally embraced and adhered
to by Indian companies, spanning across the private sector, public sector, banks, and
financial institutions.? Recognizing the pivotal role of corporate entities in India's
economic landscape, Cll assembled a National Task Force to spearhead this endeavour,
with Mr. Rahul Bajaj assuming the role of Chairman. The Task Force comprised members
from diverse backgrounds, including industry leaders, legal experts, media professionals,

and academia.

In April 1997, during the National Conference and Annual Session of ClI, the Task Force
unveiled the draft guidelines and Code for Corporate Governance, marking a crucial
milestone in the initiative. Subsequently, following an extensive review process that
incorporated feedback from various stakeholders and took into account both domestic and
international developments in the realm of corporate governance, the Task Force finalized

the Desirable Corporate Governance Code.%? This Code represented a comprehensive set

1 O’Reilly Online Learning., Business Ethics and Corporate Governance, Second Edition. 12 March 2024
https://www.oreilly.com/library/view/business-ethics-and/9789332511255/xhtml/c15s16.xhtml.
82 Confederation of Indian industry about us. June 3, 2024 https://www.cii.in/about_us.aspx.
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of principles and guidelines aimed at fostering transparency, accountability, and ethical
conduct among Indian corporate entities. By providing a framework for governance
practices tailored to the unique needs and challenges of the Indian business environment,
the Desirable Corporate Governance Code laid the groundwork for the advancement of

corporate governance standards across the nation.

3.1.2 MINISTRY OF COMPANY AFFAIRS

The Ministry of Company Affairs has been actively amending the Companies Act at
frequent intervals to enhance the functioning of corporations. Notably, several provisions
pertaining to corporate governance were introduced into the Companies Act, 1956 through
the Companies (Amendment) Act, 2000, which became effective on December 13, 2000.
This amendment significantly augmented the duties and responsibilities of directors within

companies as part of efforts to bolster corporate governance practices.

Following the Companies (Amendment) Act, 2000, subsequent legislative measures were
enacted, including the Companies (Amendment) Act, 2002, and the Companies (Second
Amendment) Act, 2002. These Acts addressed various aspects related to corporate

governance, further refining the regulatory framework governing corporate entities.

For instance, the Companies (Amendment) Act, 2000, introduced several key provisions
aimed at enhancing corporate governance standards. Notable among these were the
establishment and delineation of the role of audit committees (Section 292A)%, the
requirement for a Directors Responsibility Statement in the directors' report (Section
217(2AA)), restrictions on directorships in multiple companies (Sections 274 and 275),
provisions for small shareholders to obtain representation through a director (Section 252),
additional disqualifications for directors, the introduction of postal ballots for certain
business transactions in general meetings, and the imposition of higher penalties (tenfold

increase) for offenses specified in various sections of the Companies Act, 1956.

8 Ministry of Corporate Affairs June 4, 2024
https://www.mca.gov.in/Ministry/reportonexpertcommitte/chapter1.html.

8 Delloite A Quick Reference Guide, Roles and responsibilities under the Companies Act, 2024 5 March
2024 https://www?2.deloitte.com/content/dam/Deloitte/in/Documents/risk/Corporate%20Governance/in-cg-
roles-and-responsibilities-of-audit-committee-noexp.pdf.
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These legislative interventions reflect a concerted effort by the government to
strengthen corporate governance practices, promote transparency, and enhance
accountability within the corporate sector. By introducing measures aimed at empowering
shareholders, reinforcing directorial responsibilities, and imposing stricter penalties for
non-compliance, these amendments have played a crucial role in fostering a culture of good

governance within Indian companies.

3.1.3 THE SECURITIES AND EXCHANGE BOARD OF INDIA (SEBI)

SEBI undertook a significant revision of Clause 49 of the listing agreement concerning
corporate governance®. This circular amended numerous existing provisions and
introduced several new requirements aimed at enhancing governance practices within the
Indian corporate sector. Among the key changes in the revised Clause 49 were
modifications to the definition of independent directors, reinforcement of audit committee
responsibilities, improvement of financial disclosures, particularly regarding related-party
transactions and proceeds from public/rights/preferential issues, adoption of formal codes
of conduct by boards, and mandatory CEO/CFO certification of financial statements. If
effectively implemented, these measures are expected to significantly contribute to the
promotion of good governance practices in the Indian corporate sector.

The implementation of the new Clause 49 covers two main categories of entities:

1. All entities seeking listing for the first time must adhere to the revised

Clause 49 requirements when applying for initial listing approval.®®

2. All listed companies that were previously subject to the erstwhile Clause
49, encompassing those with a paid-up share capital of Rs. 3 crores & above

or a net worth of Rs. 25 crores or more at any historical point.®’

Originally, compliance with the amended clause was mandated by April 1, 2005. However,
recognizing that many companies were not fully prepared to comply, SEBI, through
another circular (SEBI/CFD/DIL/CG/1/2005/29) dated March 29, 2005, extended the

8 Circular no. SEBI/CFD/DIL/CG/1/2004/12/10 dated October 28, 2004.

8 SEBI | Corporate Governance in listed Companies - Clause 49 of the Listing Agreement. 15 March
2024 https://www.sebi.gov.in/legal/circulars/aug-2003/corporate-governance-in-listed-companies-clause-
49-of-the-listing-agreement_15948.html.

57 Ibid.
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deadline for compliance to December 31, 2005.%8 This extension implied that SEBI would
not penalize companies unable to meet the amended Clause 49 requirements by the original
deadline. Conversely, companies wishing to adhere to the revised Clause 49 were
encouraged to do so by the specified date. The development of the Institute of Company
Secretaries of India (ICSI) and its vision set a standard in India for the Corporate

Governance norms.

3.1.4 THE INSTITUTE OF COMPANY SECRETARIES OF INDIA

The vision of ICSI is to become a global leader in the development of professionals
specializing in Corporate Governance. To advance this vision and promote good corporate
governance, ICSI is committed to a mission of continuously cultivating high-caliber
professionals who ensure effective management and uphold ethical standards. Through
proactive research and development endeavours, ICSI aims to safeguard the interests of all
stakeholders, thereby contributing to the public good. °ICSI defines Corporate
Governance as the application of best management practices, strict compliance with laws,
and adherence to ethical standards.”® This approach facilitates effective management,
equitable wealth distribution, and the fulfillment of social responsibilities, thereby
fostering sustainable development for all stakeholders. To fulfill its mission, ICSI conducts
various programs across India covering topics such as corporate governance, company law,
secretarial audit and compliance, securities laws, and capital markets. These initiatives are
geared towards enhancing corporate governance practices within the Indian corporate
sector. In its pursuit of excellence in secretarial practices for good corporate governance,
ICSI has issued several Secretarial Standards. These standards serve as guidelines for
practitioners, reinforcing the importance of adherence to established norms and best

practices in corporate governance.

% Supra Note 6.

89 Institute Of Company Secretaries Of India Icsi - Definition, What is Institute Of Company Secretaries Of
India Icsi, Advantages of Institute Of Company Secretaries Of India Icsi, and Latest News — Clear Tax. Clear
tax. Retrieved.

March 18, 2024, from https://cleartax.in/glossary/institute-of-company-secretaries-of-india-icsi/

0 Ibid.
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To achieve excellence in various secretarial practices for good corporate governance ICSI

has issued following Secretarial standards’*
1. SS-1 Secretarial Standard on Meetings of the Board of Directors
2. SS-2 Secretarial Standard on General Meetings
3. SS-3 Secretarial Standard on Dividends

The Institute of Company Secretaries of India (ICSI) has issued Guidance Notes covering
various critical aspects of corporate governance and compliance. These include Meetings
of the Board of Directors, General Meetings, Passing of Resolutions by Postal Ballot,
Dividend distribution, Buyback of Securities, and preparation of the Board's Report. These
Guidance Notes serve to assist members and stakeholders in understanding and adhering
to the Secretarial Standards and other regulatory requirements, ensuring transparency and

accountability in corporate operations and decision-making processes.’?

The Institute consistently releases publications addressing diverse aspects of Company
Law and the role of Company Secretaries. In addition to disseminating knowledge, the
Institute has undertaken proactive initiatives to raise awareness within the Indian Corporate
Sector about Corporate Governance. Since 2001, the Institute has been conferring the 'ICSI
National Award for Excellence in Corporate Governance' annually to participating
companies. This prestigious award serves as a platform to recognize and celebrate
organizations that demonstrate exemplary practices in corporate governance. By honoring
these companies, the Institute aims to foster a culture of corporate governance excellence
within the Indian corporate landscape. In addition to this, the development of the Institute
of Chartered Accountants of India (ICAI) enhances corporate governance and financial
transparency in India. ICAI boosts investor confidence through high-quality accounting

standards.

"Top Fifty Points on Secretarial Standard on Meetings of The Board of Directors.
http://www.companiesact.in/Companies-Act-2013/Useful-Classroom.
72 Ibid.
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3.1.5 THE INSTITUTE OF CHARTERED ACCOUNTANTS OF INDIA

In developed nations, the implementation of high-quality accounting standards plays a
pivotal role in reducing uncertainty, enhancing efficiency, and bolstering investor
confidence. The Accounting Standards issued by The Institute of Chartered Accountants
of India (ICAI) are aligned with this objective. Currently, ICAI has formulated 29
Accounting Standards covering a wide array of areas including disclosure of accounting
policies, valuation of inventories, amalgamation, interim financial reporting, financial

reporting of interests in joint ventures, and related party disclosures.

These accounting standards are crafted based on the generally accepted accounting
assumptions of going concern, consistency, and accrual basis. Combined efforts ensure
that Indian companies maintain integrity, transparency, and accountability, supporting
sustainable growth and stakeholder trust. By adhering to these standards, companies can
ensure transparency, comparability, and reliability in their financial reporting practices,

thereby fostering trust among stakeholders and facilitating informed decision-making.”®

The Institute of Chartered Accountants of India (ICAI) has made significant strides in
formulating Accounting Standards that ensure transparency and reliability in financial
reporting. Complementing these efforts, the National Foundation for Corporate
Governance (NFCG) has been established to promote good corporate governance practices

across India, emphasizing transparency, accountability, and stakeholder engagement.

3.1.6 NATIONAL FOUNDATION FOR CORPORATE GOVERNANCE

The Ministry of Company Affairs has recently announced plans to establish an umbrella
agency for corporate governance, aimed at developing non-binding standards aligned with
the principles advocated by the Organization for Economic Co-operation and Development
(OECD). The objective is to instill the 'spirit' of governance within the industry, ensuring
that companies go beyond mere compliance with regulatory norms set by market
regulators.”® In pursuit of this goal, the National Foundation for Corporate Governance
(NFCG) has been established by the Ministry of Company Affairs, Government of India,

8 ICAI - The Institute of Chartered Accountants of India. (n.d.). ICAL Retrieved March 19, 2024,
from https://www.icai.org/overview.shtml

4 Ministry of Corporate Affairs : Promoting the Growth of Indian Corporate Sector Through Enlightened
Regulations. March 25, 2024, from https://pib.gov.in/newsite/PrintRelease.aspx?relid=68664.
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in collaboration with key stakeholders including the Confederation of Indian Industry
(CID), Institute of Company Secretaries of India (ICSI), and Institute of Chartered
Accountants of India (ICAI). The NFCG will serve as a central agency, tasked with
promoting good corporate governance practices across India. Initially, the NFCG will
focus on evolving corporate governance principles in three key areas: institutional

investors, independent directors, and auditing.”

By addressing these critical aspects, the foundation aims to enhance transparency,
accountability, and integrity within the corporate sector. Furthermore, the government is
actively working on establishing national centers for corporate governance at various
Indian Institutes of Management (I11IMs), which will serve as additional resources for
advancing corporate governance standards and practices nationwide. These initiatives
collectively underscore the government's commitment to fostering a culture of good

corporate governance in India.

3.1.6.1 The National Foundation For Corporate Governance Objectives

NFCG has outlined a comprehensive set of objectives aimed at promoting and advancing
good corporate governance practices in India. Raising awareness about the significance of
implementing robust corporate governance practices, both at the individual corporation
level and for the broader economy, is a crucial focus. The foundation will serve as a
platform for fostering quality discussions and debates among various stakeholders,
including academicians, policymakers, professionals, and corporate leaders, through

workshops, conferences, meetings, and seminars.

Additionally, fostering research capabilities in the field of corporate governance within the
country is a key objective. The NFCG aims to provide valuable insights and inputs for the
development of laws and regulations that strike a balance between maximizing wealth
creation and ensuring fair distribution of wealth. Moreover, collaborating with regulatory
authorities at different levels to enhance the implementation and enforcement of laws

related to corporate governance is essential. By working closely with regulatory bodies,

5 National Foundation for Corporate Governance. (n.d.). Retrieved on March 29, 2024, from
https://www.mca.gov.in/content/mca/global/en/about-us/affiliated-offices/nfcg.html
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the foundation seeks to improve compliance and adherence to established governance

standards.’®

Partnering with the private sector to promote a commitment to corporate governance
reforms and foster the development of a corporate governance culture is also a priority. By
engaging with corporations, the NFCG aims to encourage proactive measures towards

governance improvements.

Furthermore, cultivating international linkages and striving towards convergence with
global standards and practices in areas such as accounting, audit, and non-financial
disclosure is critical. This effort will facilitate alignment with international best practices
and enhance India's standing in the global corporate governance landscape. Finally,
establishing "National Centers for Corporate Governance" across the country is a
significant initiative. These centers, dedicated to providing high-quality training to
directors, aspire to achieve global recognition and acceptance, contributing to the
professional development of directors and enhancing corporate governance standards

nationwide.

The NFCG is dedicated to raising awareness regarding the criticality of adopting sound
corporate governance practices at both the organizational and national levels. To achieve
this objective, the foundation hosts a variety of events such as workshops, conferences,
meetings, and seminars.”” These gatherings serve as forums for discussing and
disseminating information about the most effective governance practices. The NFCG aims
to foster quality discussions and debates among a diverse array of stakeholders, including
academicians, policymakers, professionals, and corporate leaders, hailing from both India
and abroad. By facilitating these interactions, the foundation endeavours to promote
knowledge sharing and collaboration in the realm of corporate governance. Furthermore,
the NFCG collaborates with its partners to organize these programs, leveraging collective
expertise and resources to maximize impact. Through these collaborative efforts, the

7 National Foundation For Corporate Governance pdf March 31 2024

www.mca.gov.in/Ministry/pdf/NFCG.pdf
" NATIONAL FOUNDATION FOR CORPORATE GOVERNANCE (NFCG). April 8 2024
https://www.iepf.gov.in/content/iepf/global/master/Home/AboutUS/Aboutl AP/Partners/nfcg.html

65




foundation strives to reach a wider audience and promote greater understanding and

adoption of best governance practices across various sectors of the economy.

3.2 COMMITTEES FORMED FOR THE DEVELOPMENT OF
CORPORATE GOVERNANCE IN INDIA

3.2.1 KUMAR MANGALAM BIRLA COMMITTEE, 1999

The Report submitted by this Committee is distinctive for characterising corporate
governance to  also include all  other  stakeholders  apart  from
shareholders. The Committee's recommendations have looked at corporate governance
from the point of view of the stakeholders and in particular that of the shareholders and
investors, because they are the raison de etre for corporate governance and also the prime
constituency of SEBI. The control and reporting functions of boards, the roles of the
various committees of the board, the role of management, all assume special significance
when viewed from this perspective. The other way of looking at corporate governance is
from the contribution that good corporate governance makes to the efficiency of a business

enterprise, to the creation of wealth and to the country’s economy.’

The Report proceeds on the assumption that shareholders ought to be treated
as proprietors of the company, and hence in such capacity, they have certain rights and
obligations. Be that as it may, in actuality company cannot be overseen by shareholder
choice alone, and shareholders are not anticipated to accept accountability for the
administration of corporate issues including compliance and decision-making.”® A
company’s administration must have the capacity to make business decisions in an
expedited fashion. This necessitates the shareholders to essentially delegate a significant
number of their obligations as proprietors of the company to the directors, who then get to
be in de facto charge of corporate procedure and operations. The implementation of this
methodology is usually carried out by a specialist management team. This relationship

subsequently gets the responsibility of the Board and the administration to the shareholders

8 Report of the Committee Appointed by the SEBI on Corporate Governance under the Chairmanship of Shri
Kumar Mangalam Birla (Birla Committee Report), available at:
https://www.sebi.gov.in/sebi_data/commondocs/corpgovl p.pdf (accessed 21 March 2024), para 1.5.
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of the company. A decent corporate structure is one that gives sufficient opportunity to the
shareholders for powerful commitment in the administration of the company, while
demanding an exclusive requirement of corporate conduct without getting involved in the

everyday working of the company.®

In addition to providing a detailed discussion of shareholder rights, paragraphs 14.5
through 14.16 also make reference to institutional shareholders. The fundamental rights of
shareholders are outlined in paragraph 14.5. These rights include the ability to transfer and
register shares, receive pertinent company information on a timely and regular basis,
participate in shareholder meetings and cast ballots, choose the Board members, and
receive a portion of the company's remaining profits. Subsequently, paragraph 14.6 gives
the shareholders the right to information about decisions made regarding material changes,
such as acquisitions, the sale of business assets or divisions, and adjustments to the capital
structure that could result in a change in control or give some shareholders control that is
out of proportion to their equity ownership.

The Committee recommends that information like quarterly results, presentation
made by companies to analysts may be put on company’s web-site or may be sent in such
a form so as to enable the stock exchange on which the company is listed to put it on its
own website. This is a mandatory recommendation of the Birla Committee Report.*
The Committee recommends that the half-yearly declaration of financial performance
including summary of the significant events in last six-months, should be sent to each
household of shareholders.??

Company must have Appropriate Systems in place which will enable the sharehol
ders to participate effectively and vote in the shareholders’ meetings. The company should
also keep the shareholders informed of the rules and voting procedures, which govern the

general shareholder meetings.®

As indicated by paragraph 14.10 of the report, the annual general meetings of the company

should not be deliberately held at a venue or the timing should not be such which makes it

8 Ibid, para 1.6.

81 Ibid, para 14.7.
8 Ibid, para 14.8.
8 Ibid, para 14.9.
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difficult for most of the shareholders to attend. The company must also ensure that it is not

inconvenient or expensive for shareholders to cast their vote. 8

Currently, although the formality of holding the general meeting is gone through, in actua
| practice only a small fraction of the shareholders of that company do or can really
participate therein. This virtually makes the concept of corporate democracy illusory. It is
imperative that this situation which has lasted too long needs an early correction. In this
context, for shareholders who are unable to attend the meetings, there should be a
requirement which will enable them to vote by postal ballot for key decisions. A detailed
list of the matters which should require postal ballot is given in Annexure 3. This would
require changes in the Companies Act. The Committee was informed that SEBI has already

made recommendations in this regard to the Department of Company Affairs.%

Paragraph 14.13 lays down a mandatory recommendation that to expedite the process of
share transfers, the Board of the company should delegate the power of share transfer to
an officer, or a committee or to the registrar and share transfer agents, with such delegated

authority attending to share transfer formalities at least once in a fortnight.

The report's paragraphs 14.14 through 14.16 discuss the idea of institutional shareholders.
Paragraph 14.14, for example, states that these shareholders have a greater responsibility
due to the weight of their votes and have a greater role to play in corporate governance
because smaller retail investors rely on these institutional shareholders to use their voting
rights positively for the benefit of the company as a whole. These shareholders have
acquired significant stakes in the equity share capital of listed Indian companies, are
majority shareholders in many listed companies, & possess a significant amount of shares.

The Report then continues along these lines, arguing that institutional
shareholders can and should make appropriate use of their influence to advance corporate
governance issues given the significance of their votes. The combined interest of
institutional shareholders can be a powerful force in this situation, as demonstrated by other
global practices. By working together, they can persuade the company to ensure that it will

concentrate on issues related to the efficient application of the corporate governance code,

8 Ibid, para 14.10.
% Ibid, para 14.11.
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ultimately increasing shareholder value. From the Committee's standpoint, it is imperative

that the voting power of institutional shareholders be utilized to its fullest potential.

On May 7, 1999, the Securities and Exchange Board of India (SEBI)
established a Committee on Corporate Governance, chaired by Shri Kumar Mangalam
Birla. The primary objective of this committee was to elevate and uphold the standards of
corporate governance, with a particular focus on safeguarding the interests of investors and
shareholders. The committee was tasked with formulating a code tailored to the Indian
corporate environment. Over the course of its deliberations, the committee submitted both
interim and final reports in 1999 and 2000, respectively. The recommendations put forth
by the committee encompassed various aspects of corporate governance, including the
constitution of audit committees, the composition of boards of directors, the role of
independent directors, and standards for remuneration and financial reporting. Based on
these recommendations, SEBI issued clause 49 of the listing agreement.

Clause 49, in its pre-amended form, delineated several key provisions pertaining to listed
companies. These provisions encompassed the composition of boards, including the
presence of executive, non-executive, and independent directors, as well as the
establishment and functions of audit committees. Additionally, the clause addressed
governance aspects related to unlisted subsidiary companies of holding entities, disclosure
requirements for corporate affairs, director remuneration, management discussion and
analysis reports, shareholder information dissemination, CEO/CFO certification, and the
inclusion of corporate governance reports in annual reports of listed companies.
Compliance certification was also mandated under this clause. Overall, clause 49
represented a pivotal step towards enhancing corporate governance practices in India,

setting a framework for transparency, accountability, and integrity within listed companies.

3.2.2 NARESH CHANDRA COMMITTEE

The Naresh Chandra Committee was established by the Department of Company Affairs
on August 21, 2002, to look into a number of corporate governance-related topics. The
Committee's report is only marginally significant in the context of this article because of
the scant attention it gave to the features of shareholder rights and related difficulties. The

Report's paragraph 2.5, which the later Narayana Murthy Committee Report cited and
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utilized as the foundation for its recommendations on shareholder rights, explains why it
does have some importance. The aforementioned paragraph explicitly discusses the
disclosure of contingent liabilities and suggests that management provide a detailed
explanation in simple English of each material contingent liability and its risks;
additionally, the auditor's concise remarks on the administration's stated opinions should
be added. Wherever it is thought necessary, the section should be noted in the auditor's
report, the important accounting policies, and notes on accounts. This is crucial because
contingent liabilities of an organization should be transparent to investors and
shareholders. These may be significant risk factors that could negatively impact the

company's future financial situation and after-effects of operations

On August 21, 2002, the Department of Company Affairs (DCA) established a committee
led by Shri Naresh Chandra, known as the Naresh Chandra Committee. The primary
mandate of this committee was to undertake a comprehensive examination of various
aspects of corporate governance, specifically focusing on issues related to the statutory
auditor-company relationship. Among the key areas scrutinized were the rotation of
statutory audit firms or partners, the appointment of auditors, the determination of audit
fees, the independence of auditing functions, certification of accounts and financial

statements by management, and the role of independent directors.%®

Following thorough deliberations and analysis, the Naresh Chandra Committee formulated
a series of recommendations aimed at bolstering corporate governance practices in India.
Many of these recommendations were subsequently incorporated into the Companies
(Amendment) Bill 2003. The Bill, which is currently under review, stands as a legislative
effort to reinforce corporate governance standards and address pertinent issues identified
by the committee. By addressing critical aspects of the auditor-company relationship and
advocating for measures to enhance independence, transparency, and accountability in

auditing functions, the recommendations of the Naresh Chandra Committee and their

8 Byju Online Education. (2022, February 16). Naresh Chandra Committee - NCC Report 2022 [UPSC
Notes]. BYJUS. https://byjus.com/free-ias-prep/naresh-chandra-committee/
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integration into the Companies (Amendment) Bill 2003 signify a concerted effort to fortify

the governance framework governing Indian companies.®’

3.2.3 NARAYANA MURTHY COMMITTEE

The Narayana Murthy Committee, chaired by N.R. Narayana Murthy and comprising 23
members representing various stakeholders such as stock exchanges, industry bodies,
investor associations, and professional organizations, was constituted by SEBI to review
the implementation of the corporate governance code by listed companies.®® The
Committee's primary focus was on fostering effective corporate governance practices
within Indian listed companies.

The recommendations put forth by the Narayana Murthy Committee played a pivotal role
in shaping the revised Clause 49 of the Listing Agreement. By advocating for measures
aimed at enhancing transparency, accountability, and integrity in corporate operations, the
Committee aimed to promulgate an approach conducive to successful corporate
governance.

The Committee emphasized that corporate governance transcends mere legal
compliance; it is deeply ingrained in the culture and mindset of management. While
legislation can provide a common framework to ensure standards, the true essence of
corporate governance lies in the substance—the mindset and ethical standards of
management. Accordingly, the Committee underscored the importance of openness,
integrity, and accountability in corporate affairs, highlighting that these qualities ultimately
determine the credibility and integrity of the governance process.%®

In essence, the Narayana Murthy Committee's observations underscored the critical role of
corporate culture and ethical standards in driving effective corporate governance practices,
emphasizing the need for a holistic approach that goes beyond regulatory compliance

alone. However, in addition to the reports and recommendations put forwarded by these

87 Ibid.

8 Researchers club, A. (2015, February 22). NARAYAN MURTHY COMMITTEE: COMMENT.
RESEARCHERS CLUB. https://researchersclub.wordpress.com/2015/02/05/narayan-murthy-committee-
comment/
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committees, the established theories of Corporate Governance plays a pivotal role for the

contemporary Corporate Governance framework in India.

3.3 THE THEORIES OF CORPORATE GOVERNANCE

Companies are now a strong and prevailing institution. They have impacted and impacted
people in every corner of the world with varying sizes and talents. Aspects of the social
landscape and economies have been impacted by their governance. The market value has

been severely impacted, and shareholders appear to be losing faith in the company. *°

Furthermore, as globalization takes hold, there is less political authority and more
deterritorialization, which increases the demand for responsibility. As a result, in the
current complex and global business environment, corporate governance has gained
significant importance in the management of enterprises. It's critical to emphasize
corporate governance's definition in order to comprehend it. definition of corporate
governance, however it may be summed up as a collection of procedures and frameworks

for managing and leading a company.

1. AGENCY THEORY: The relationship between principals, such as a company's
shareholders, and agents, such as its directors, is defined by agency theory. This
notion holds that the agents are employed by the company's principals to carry out
tasks. The directors or managers, who act as the shareholders' agents, are given the
task of managing the company by the principals. The agents are expected by the
shareholders to act and decide in the principal's best interest. Conversely, it is not
required for the agent to act in the principals' best interests while making judgments.
The agent could give in to opportunistic behavior and self-interest, failing to live
up to the principal's expectations. The division of ownership and control is the
central tenet of agency theory. Rewards and Punishments can be used to correct the
priorities of agents and the theory prescribes that people or employees are held

accountable in their tasks and responsibilities.

% Smith, J., & Patel, R. (2021). "Corporate Governance and its Socio-Economic Impact: A Global
Perspective." Journal of Corporate Governance Studies, 35(2), 189-206.
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Agency theory is defined as “the relationship between the principals, such as
shareholders and agents such as the company executives and managers”.%! In
agency theory, the agent may be succumbed to self-interest, opportunistic behavior
and falling short of congruence between the aspirations of the principal and the
agent’s pursuits. Even the understanding of risk defers in its approach. Although
with such setbacks, agency theory was introduced basically as a separation of

ownership and control.%

STEWARDSHIP THEORY:: According to the steward theory, a steward uses
business performance to safeguard and maximize shareholder capital. Executives
and managers of the company who work for the shareholders as stewards safeguard
and maximize revenues for them. The achievement of organizational performance
brings satisfaction and motivation to the stewards. It places emphasis on executives'
or employees' roles to act with greater autonomy in order to maximize returns to
shareholders. The workers diligently and with ownership perform their jobs. A
steward protects and maximises shareholders wealth through firm performance,

because by so doing, the steward’s utility functions are maximized. %

STAKEHOLDER THEORY: Stakeholder theory was embedded in the
management discipline in 1970 and gradually developed by incorporating corporate
accountability to a broad range of stakeholders.®* Stakeholder theory can be defined
as “any group or individual who can affect or is affected by the achievement of the
organization’s objectives”. Unlike agency theory in which the managers are
working and serving for the stakeholders, stakeholder theorists suggest that
managers in organizations have a network of relationships to serve — this includes

the suppliers, employees and business partners. And it was argued that this group

% Jensen, M.C. and Meckling, W. (1976) “Theory of The Firm: Managerial Behavior, Agency Costs And
Ownership Structure”. Journal of Financial Economics, Vol. 3, pp.305-360.
2 Bhimani, A. (2008) “Making Corporate Governance Count: The Fusion of Ethics and Economic
Rationality”. Journal of Management and Governance, Vol. 12, No. 2, pp. 135-147.
% Davis, I.H., Schoorman, F.D. and Donaldson, L. (1997) “Toward a Stewardship Theory of Management”.
Academy of Management Review, Vol. 22, pp. 20-47.
% Freeman, R. E. (1984) “Strategic Management: A Stakeholder Approach”. Pitman, London.
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of networks is important other than owner-manager-employee relationship as in

agency theory.*

Stakeholder Theory incorporated the accountability of management to a wide range
of stakeholders was incorporated into the notion of stakeholders. According to this,
managers in businesses have a network of relationships to look after, which
includes relationships with suppliers, staff members, and business partners. The
idea is centered on managerial decision-making, and it assumes that no group of
interests is more important than any other and that all stakeholder interests have

inherent worth.

TRANSACTION COST THEORY Transaction cost theory was an
interdisciplinary alliance of law, economics and organizations. This theory attempts
to view the firm as an organization comprising people with different views and
objectives. The underlying assumption of transaction theory is that firms have
become so large they in effect substitute for the market in determining the allocation
of resources. In other words, the organization and structure of a firm can determine
price and production. The unit of analysis in transaction cost theory is the
transaction. Therefore, the combination of people with transaction suggests that
transaction cost theory managers are opportunists and arrange firms’ transactions

to their interests.

THE RESOURCE DEPENDENCY THEORY: The theory looks at the roles of
directors and guarantees that resources are available. The directors enhance
organizational effectiveness, capabilities, and access to key stakeholders while
facilitating the availability of resources. Directors combine resources pertinent to
capacity growth by utilizing their external relationships. The Resource Dependency
theory pivot on the role that directors play in providing or securing essential
resources to an organization through their linkages to the external environment.

Whilst, the stakeholder theory focuses on relationships with many groups for

% Freeman, R.E. (1999) “Response: Divergent Stakeholder Theory”. Academy of Management Review, Vol.
24, No. 2, pp. 233-236.
% Williamson, O. (1996) “The Mechanisms of Governance”. Oxford University Press, Oxford.
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individual benefits, resource dependency theory concentrates on the role of board

directors in providing access to resources needed by the firm.%’

According to Hillman, Canella and Paetzold (2000) that directors bring resources to the
firm, such as information, skills, access to key constituents such as suppliers, buyers, public
policy makers, social groups as well as legitimacy. Directors can be classified into four
categories of insiders, business experts, support specialists and community influentials.
First, the insiders are current and former executives of the firm and they provide expertise
in specific areas such as finance and law on the firm itself as well as general strategy and
direction. Second, the business experts are current, former senior executives and directors
of other large for-profit firms and they provide expertise on business strategy, decision
making and problem solving. Third, the support specialists are the lawyers, bankers,
insurance company representatives and public relations experts and these specialists
provide support in their individual specialized field. Finally, the community influentials
are the political leaders, university faculty, members of clergy, leaders of social or
community organizations.®In light of the Corporate Governance Theories various

different Models of Corporate Governance emerged worldwide.

% Hillman, A.J., Canella, A.A., and Paetzold, R.L. (2000) “The Resource Dependency Role Of Corporate
Directors: Strategic Adaptation Of Board Composition In Response To Environmental Change”. Journal
of Management Studies, Vol. 37, No. 2, pp. 235-255.
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3.4 MODELS OF CORPORATE GOVERNANCE

According to commentators like Reed, the development of corporate governance in India
can be understood as a transition across three distinct models of governance, namely the
‘managing agent’ model; the ‘business house’ model; and, lastly, the ‘Anglo-American’
model. Reed proceeds to explain that the ‘business house’ model was largely a creation of

the Nehruvian welfare state, where capitalism was tightly regulated.*®

The corporate governance structure has certain basic elements. These elements are the
pattern of share ownership, key players in the corporate sector, composition of the board
of directors, interaction among the key players, the regulatory framework, disclosure
requirements for listed companies, and corporate decisions that require approval of
shareholders. These elements differ between countries. As a result, there are different

corporate governance models. These models are explained below:
3.4.1 THE ANGLO-US MODEL (The outsider model)

The Anglo-US model is characterized by share ownership of individual, and increasingly
institutional, investors not affiliated with the corporation known as outside shareholders or
outsiders. A well-developed legal framework defining the rights and responsibilities of
three key players, namely management, directors and shareholders; and a comparatively
uncomplicated procedure for interaction between shareholder and corporation as well as

among shareholders during or outside the AGM.1®

Equity financing is a common method of raising capital for corporations in the United
Kingdom (UK) and the US. It is not surprising, therefore, that the US is the largest capital
market in the world, and that the London Stock Exchange is the third largest stock
exchange in the world (in terms of market capitalization) after the New York Stock
Exchange (NYSE) and Tokyo.

% Ananya Mukherjee Reed, ‘Corporate Governance Reforms in India’ (2002) 37 Journal of Business Ethics
249.
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There is a causal relationship between the importance of equity financing, the size of the
capital market and the development of a corporate governance system. The US is both the
world’s largest capital market and the home of the world’s most-developed system of proxy
voting and shareholder activism by institutional investors. Institutional investors also play

an important role in both the capital market and corporate governance in the UK.
Key Players in the Anglo-US Model

Players in the Anglo-US model include management, directors, shareholders (especially
institutional investors), government agencies, stock exchanges, self-regulatory
organizations and consulting firms which advise corporations and/or shareholders on
corporate governance and proxy voting. Of these, the three major players are management,
directors and shareholders. They form what is commonly referred to as the “corporate

governance triangle." 1%

The Anglo-US model, developed within the context of the free market economy, assumes
the separation of ownership and control in most publicly-held corporations. This important
legal distinction serves a valuable business and social purpose: investors contribute capital
and maintain ownership in the enterprise, while generally avoiding legal liability for the
acts of the corporation. Investors avoid legal liability by ceding to management control of
the corporation, and paying management for acting as their agent by undertaking the affairs
of the corporation. The cost of this separation of ownership and control is defined as

“agency costs”.

The interests of shareholders and management may not always coincide. Laws governing
corporations in countries using the Anglo-US model attempt to reconcile this conflict in
several ways. Most importantly, they prescribe the election of a board of directors by
shareholders and require that boards act as fiduciaries for shareholders’ interests by

overseeing management on behalf of shareholders. %

102 Fyrtado, R. (2016, September 17). Why Do Models Of Corporate Governance Vary Across The Globe? -
iPleaders. iPleaders. https://blog.ipleaders.in/models-corporate-governance-vary-across-globe/.
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Composition of the Board of Directors in the Anglo-US Model

The board of directors of most corporations that follow the Anglo-US model includes both
“insiders” and “outsiders”. An “insider” is as a person who is either employed by the
corporation (an executive, manager or employee) or who has significant personal or
business relationships with corporate management.'®> An “outsider” is a person or
institution which has no direct relationship with the corporation or corporate management.
A synonym for insider is executive director; a synonym for outsider is non-executive

director or independent director.

Traditionally, the same person has served as both chairman of the board of directors and
chief executive officer (CEO) of the corporation. In many instances, this practice led to
abuses, including: concentration of power in the hands of one person (for example, a board
of directors firmly controlled by one person serving both as chairman of the board of
directors and CEQ); concentration of power in a small group of persons (for example, a
board of directors composed solely of “insiders”; management and/or the board of
directors’ attempts to retain power over a long period of time, without regard for the
interests of other players (entrenchment); and the board of directors’ flagrant disregard for

the interests of outside shareholders.

The Anglo-American Model of industry structure and corporate governance is detailed in
Fig. 2.1:
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3.4.2 THE GERMAN MODEL

In the German model, there is a two-tiered board system consisting of a management board
and a supervisory board. The management board is made up of inside executives of the
company and the supervisory board is made up of outsiders such as labor representatives
and shareholder representatives. The two boards are completely separate, and the size of
the supervisory board is set by law and cannot be changed by the shareholders. Also in the
German model, there are voting right restrictions on the shareholders. They can only vote
a certain share percentage regardless of their share ownership.

A unique feature of the German model is the principle of codetermination, which allows
employees to participate in company governance. Employees elect representatives to the
Supervisory Board, providing a voice in company decisions, which promotes a more
inclusive and socially oriented approach to corporate governance. This system is prevalent
in companies with over 500 employees and is considered a core element of Germany's
corporate culture.The German model also emphasizes stakeholder value over shareholder
value, reflecting a broader commitment to balancing the interests of shareholders,

employees, and other stakeholders

The German Model of industry and corporate governance is shown in Fig. 2.2:
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3.4.3 THE JAPANESE MODEL

The Japanese model is characterized by a high level of stock ownership by affiliated banks
and companies; a banking system characterized by strong, long-term links between bank
and corporation; a legal, public policy and industrial policy framework designed to support
and promote “keiretsu”*?® boards of directors composed almost solely of insiders; and a
comparatively low (in some corporations, non-existent) level of input of outside
shareholders, caused and exacerbated by complicated procedures for exercising

shareholders’ votes.

Equity financing is important for Japanese corporations. However, insiders and their
affiliates are the major shareholders in most Japanese corporations. Consequently, they
play a major role in individual corporations and in the system as a whole. Conversely, the
interests of outside shareholders are marginal. The percentage of foreign ownership of
Japanese stocks is small, but it may become an important factor in making the model more

responsive to outside shareholders.
Key Players in the Japanese Model

The Japanese system of corporate governance is many-sided, centering around a main bank
and a financial/industrial network or keiretsu.®” The main bank system and the keiretsu
are two different, yet overlapping and complementary, elements of the Japanese model.
Almost all Japanese corporations have a close relationship with a main bank. The bank
provides its corporate client with loans as well as services related to bond issues, equity
issues, settlement accounts, and related consulting services. The main bank is generally a
major shareholder in the corporation. In the US, anti-monopoly legislation prohibits one
bank from providing this multiplicity of services.!® Instead, these services are usually

handled by different institutions: commercial bank - loans; investment bank - equity issues;

16 Twomey, B. (2023, September 12). Understanding Japanese Keiretsu. Investopedia

https://www.investopedia.com/articles/economics/09/japanese-keiretsu.

W7 Renou, T., Carraz, R., & Burger-Helmchen, T. (2023). Japan’s Corporate Governance Transformation:
Convergence or Reconfiguration? Administrative Sciences, 13(6), 141.
https://doi.org/10.3390/admsci13060141.

108 Thid.

80




specialized consulting firms - proxy voting and other service The Japanese Model of

industry and corporate governance is shown as below:
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3.5 INDIAN MODELS OF CORPORATE GOVERNANCE

The Indian corporate governance landscape boasts a rich tapestry of models that reflect a
blend of regulatory frameworks, cultural values, and the dynamic business environment. It
is worthwhile to delve into some notable models that have emerged as shining examples
of best practices:

1. The Tata Model: Exemplified by the renowned Tata Group, this model
underscores the paramount importance of ethics, integrity, and accountability. The
Tata Group's steadfast commitment to ethical practices, social responsibility, and
long-term sustainability has positioned it as a beacon of corporate governance
excellence in India. By upholding these values, Tata has not only garnered respect

but has also inspired numerous companies across the nation.*°

Tata Group stands out in the realm of corporate governance with its steadfast commitment
to robust practices that ensure transparency, ethical leadership, and effective oversight.
Central to Tata's governance framework is its board structure, renowned for its emphasis
on independence and diversity among board members. This approach aims to mitigate
conflicts of interest and foster a broad spectrum of perspectives crucial for strategic

decision-making.

Ethical leadership is ingrained in Tata Group's operations through the Tata Code of
Conduct, which establishes rigorous ethical standards for business conduct across all its
entities. This code not only guides employee behavior but also underscores Tata's

commitment to integrity and responsible corporate citizenship.

Furthermore, Tata Group places a premium on transparency by regularly issuing
comprehensive disclosures. These disclosures serve to keep stakeholders well-informed
about the company's financial performance, governance practices, and strategic initiatives.
By maintaining a high level of transparency, Tata Group cultivates trust among investors,
employees, customers, and the wider community, reinforcing its reputation as a leader in

ethical business practices and corporate governance.

10 Chanda, N. S. (2024, March 17). Corporate Governance in India — Why is it so
critical? Proschoolonline. https://proschoolonline.com/blog/corporate-governance-india.
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2.

The Mahindra Model: Embraced by the Mahindra Group, this model places a
strong emphasis on empowering employees and stakeholders. The Mahindra Group
believes that nurturing and empowering its people is pivotal to achieving
organizational success.*! Through fostering a culture of inclusivity, transparency,
and innovation, Mahindra has emerged as a frontrunner in India's corporate

governance landscape.

The Infosys Model: Adopted by the IT giant Infosys, this model is built on the
pillars of transparency, integrity, and shareholder value. Infosys prioritizes
meritocracy, where performance is duly recognized and rewarded. The company's
commitment to sound governance practices and transparent disclosure policies has

earned it a well-deserved reputation for trustworthiness and reliability.'?

Infosys exemplifies strong corporate governance practices with a dedicated focus
on independent board oversight, robust risk management frameworks, and
continuous innovation in governance. Central to its governance strategy is the
emphasis on independent directors and a diverse board composition, which ensures
impartial oversight and strategic guidance. This approach helps mitigate conflicts
of interest and enhances decision-making transparency.

Infosys has also implemented rigorous risk management frameworks aimed at
identifying and mitigating business risks effectively. By proactively assessing and
managing risks, the company enhances resilience and maintains operational
stability amidst dynamic market conditions. Furthermore, Infosys demonstrates a
commitment to innovation in governance by regularly updating its practices to align
with global standards and regulatory changes. This adaptive approach not only
ensures compliance but also fosters agility and responsiveness to emerging

governance challenges and opportunities.

Overall, Infosys' comprehensive approach to corporate governance underscores its

dedication to transparency, accountability, and sustainable growth. These practices

U1 Chanda, N. S. (2024, March 17). Corporate Governance in India — Why is it so
critical? Proschoolonline. https://proschoolonline.com/blog/corporate-governance-india.

U2 Thid.
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not only strengthen stakeholder trust but also position Infosys as a leader in ethical

business conduct and governance excellence in the global technology sector.

Reliance Industries Model: Reliance Industries exemplifies robust corporate
governance practices through its strategic separation of the Chairman and CEO
roles, aimed at ensuring effective oversight and management. This separation
enhances governance by preventing the concentration of power and facilitating
independent decision-making at the board level. Moreover, Reliance Industries
prioritizes shareholder engagement through proactive initiatives such as Annual
General Meetings (AGMs) and regular investor communications.'*® These efforts
foster transparency, accountability, and trust among stakeholders, ensuring they are
well-informed about the company's strategies, performance, and future prospects.
In addition to governance structure, Reliance Industries upholds stringent
compliance and disclosure norms. By adhering to these standards, the company
enhances transparency in its operations and financial reporting. This commitment
to compliance not only meets regulatory requirements but also strengthens investor
confidence and reinforces its reputation for ethical business practices. Overall,
Reliance Industries' comprehensive approach to corporate governance underscores
its commitment to sustainable growth and stakeholder value creation in the

competitive global market.

These models, among others in India, epitomize corporate governance excellence by

emphasizing transparency in financial reporting, active engagement with stakeholders,

board independence, and aligning executive remuneration with performance. Through

these principles, these models aim to ensure that companies operate with integrity,

accountability, and a steadfast focus on the welfare of their stakeholders.

113

About Corporate Governance - Reliance Group India.

(n.d.). https://www.reliancegroupindia.com/corporate-governance.
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3.6 CORPORATE GOVERNANCE IN INDIAN STARTUPS

Corporate governance in Indian startups is a critical factor in ensuring transparency,
accountability, and sustainable growth. As the Indian startup ecosystem matures, robust
governance structures become increasingly important. This discussion delves into the key
aspects, challenges, and practices of corporate governance in Indian startups, illustrated by

several case studies of startups that faced significant issues due to poor governance.
3.6.1 Key Aspects of Corporate Governance in Indian Startups
Board Composition and Structure

Including independent directors on the board to provide unbiased oversight and expertise
is crucial. Independent directors bring external perspectives and can challenge the
management constructively.!* The board should comprise members with diverse skill sets
relevant to the startup’s industry and growth stage. This diversity ensures that different
aspects of the business are adequately covered, from finance and operations to technology
and marketing. Differentiating the roles of the CEO and Chairman helps prevent the
concentration of power and this separation of power ensures that the board can effectively

oversee management without conflicts of interest.
Transparency and Reporting

Startups must provide accurate and timely financial reports to stakeholders as part of their
financial reporting practices. This transparency builds trust and facilitates informed
decision-making. Additionally, conducting regular internal and external audits is essential
to ensure financial integrity and compliance with relevant regulations. These audits can
identify potential issues before they become significant problems, thereby safeguarding the

startup's financial health.

114 Nishith Desai Associates April 9 2024
https://www.nishithdesai.com/fileadmin/user _upload/Html/Hotline/Yes_Governance Matters Augl423 M
.htm
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Stakeholder Communication Maintaining clear and consistent communication with
investors about business performance, strategic plans, and risks is vital for investor
relations. Effective investor relations can lead to better support during fundraising and
strategic initiatives. Similarly, transparent communication with employees helps build trust
and align them with the company’s goals. Engaged employees are more likely to be

productive and committed to the company’s success.

Risk Management Startups should proactively identify business, operational, and
compliance risks. Early identification allows for timely mitigation measures.
Implementing robust internal controls is necessary to mitigate identified risks and ensure

that business operations run smoothly and efficiently.

Ethical Conduct Establishing a code of conduct sets the standard for ethical behavior
across the organization, providing a framework for decision-making and helping maintain
a positive corporate culture. Implementing mechanisms for reporting unethical practices
without fear of retaliation is essential because it encourages employees to speak up about

misconduct, which can help prevent larger issues.

Regulatory Compliance Startups must comply with relevant legal and regulatory
requirements to ensure that the company avoids legal issues and maintains its reputation.
Integrating Environmental, Social, and Governance (ESG) considerations into business
practices aligns with global trends and investor expectations, which can also enhance the

company’s long-term sustainability and social impact.

Startups often operate with limited financial and human resources, which poses challenges
in implementing and maintaining robust governance practices. These resource constraints
can result in gaps in oversight and control, potentially exposing the company to risks.
Additionally, as startups grow, their governance needs evolve. What may suffice for a
small, early-stage startup may not be adequate for a larger, scaling company. Continuous
adaptation and enhancement of governance structures are essential to address these

changing needs effectively.

Managing the diverse interests of founders, investors, employees, and other stakeholders

is another complexity startups face. Balancing these interests requires careful
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consideration, often involving negotiation and compromise to foster a harmonious
environment. Furthermore, navigating the regulatory landscape in India presents
significant challenges for startups, particularly in highly regulated sectors like fintech and
healthcare. Staying abreast of regulatory changes and ensuring compliance demands
dedicated resources and expertise, underscoring the importance of robust governance

frameworks tailored to regulatory complexities.
3.6.2 Best Practices for Corporate Governance in Indian Startups

Professionalizing the Board is crucial for enhancing governance in Indian startups.
Bringing in experienced professionals as advisors or board members not only provides
strategic guidance and oversight but also infuses valuable industry insights and governance
experience into the organization. These seasoned professionals can contribute significantly
to the decision-making processes, helping startups navigate complexities and achieve
sustainable growth.

Regular Training is another cornerstone of effective governance practices.
Providing ongoing governance training for board members and key executives ensures they
remain updated with best practices and regulatory changes. Continuous education
empowers the board to fulfill its responsibilities effectively, fostering a culture of
compliance and strategic foresight within the organization. Leveraging Technology plays
a vital role in modern governance frameworks. Utilizing technology for governance
processes, such as board meeting management software and compliance tracking tools,
enhances efficiency and accuracy. These technological tools streamline reporting,
monitoring, and documentation, thereby improving transparency and accountability across
the organization. By embracing technology, startups can mitigate operational risks and

focus more on strategic initiatives.

Establishing Clear Policies is fundamental to maintaining robust governance standards.
Developing and implementing clear policies on financial management, risk assessment,
and ethical conduct provides a structured framework for decision-making. These policies
not only guide day-to-day operations but also help prevent governance issues by ensuring
consistency and alignment with organizational values. Regular Evaluation of governance

practices is essential for continuous improvement. Periodically reviewing and assessing
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the effectiveness of governance frameworks allows startups to identify strengths,
weaknesses, and areas for enhancement. This ongoing evaluation ensures that governance
practices evolve alongside the organization's growth, adapting to changing regulatory

landscapes and business environments effectively.

By professionalizing the board, providing regular training, leveraging
technology, establishing clear policies, and conducting regular evaluations, Indian startups
can establish and maintain effective corporate governance practices. These practices not
only enhance organizational transparency and accountability but also foster sustainable

growth and resilience in today's dynamic business landscape.

The absence of corporate governance in startups often leads to their failure, as it results in
a lack of strategic direction, poor decision-making processes, and ineffective management.
Without robust governance frameworks, startups are prone to internal conflicts, misaligned
objectives, and operational inefficiencies, all of which undermine their growth and
stability. This absence of governance can also erode investor confidence, limit access to
necessary funding, and hinder the ability to form strategic partnerships, ultimately

impeding the startup's ability to compete and succeed in the market.
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3.7 ADVERSE CONSEQUENCES FACED BY STARTUPS DUE TO
LACK OF CORPORATE GOVERNANCE

Corporate governance is the backbone of any business entity, and its absence has adversely
affected many business entities. A number of case studies illustrate the critical importance
of sound corporate governance in startups. The common themes of financial
mismanagement, lack of strategic oversight, and poor stakeholder communication
underscore the necessity for startups to establish robust governance frameworks. By
learning from these failures, future startups can better navigate the complexities of growth

and sustainability in the competitive Indian market.
1. HOUSING.COM

Founded in 2012, Housing.com emerged as a prominent real estate search portal, quickly
attracting substantial investor interest and gaining significant traction in the market.
However, despite its initial success, the company encountered critical Governance Failures
that marred its trajectory. One prominent issue was CEO Rahul Yadav's erratic behavior,
characterized by public clashes with investors and controversial statements. These actions
undermined stakeholder confidence and posed challenges to the company's stability and

strategic direction.t®

Additionally, Governance Failures were exacerbated by a lack of effective Board
Oversight. The board struggled to manage and address the CEQO's behavior effectively,
leading to escalating tensions within the company's leadership. Ultimately, these internal
conflicts culminated in Rahul Yadav's ouster, highlighting the consequences of inadequate

governance structures and leadership oversight in a high-growth startup environment.

The aftermath of these challenges had profound Consequences for Housing.com. The
company suffered a significant reputational hit, causing investor confidence to plummet

and impacting its ability to maintain market leadership. To stabilize its position,

115 Agrawal, A. (2024, January 5). From Challenges to Success: A Journey Through Housing.com's Rise in
the Indian Real Estate Industry. Startups | Traffic Tail. https://traffictail.com/startups/housing-com-success-
story/.
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Housing.com eventually opted for a merger with PropTiger in 2017, seeking strategic

consolidation amidst ongoing market pressures and internal governance reforms.

Housing.com's journey illustrates the critical importance of robust governance practices in
sustaining long-term growth and resilience for startups. Effective leadership, transparent
communication, and strong board oversight are essential pillars that startups must uphold
to navigate challenges, preserve investor trust, and safeguard their market standing in

dynamic industries like real estate technology.
2. STAYZILLA

Founded in 2005, Stayzilla emerged as an early entrant in the Indian travel market,
specializing in online homestay bookings. Despite its promising start, the company faced
critical Governance Failures that shaped its downfall. Chief among these was Financial
Mismanagement, characterized by poor financial planning and inefficient resource
allocation, which ultimately led to severe cash flow issues. These financial challenges
undermined Stayzilla's operational stability and ability to sustain growth in a competitive

market environment.

In addition to financial missteps, Transparency Issues exacerbated the company's woes.
Stayzilla struggled with inadequate communication with stakeholders regarding its
financial health and operational challenges. This lack of transparency eroded stakeholder
trust and confidence, further complicating efforts to secure necessary funding or

operational support during critical periods.

The Consequences of these governance failures were profound. In 2017, Stayzilla abruptly
shut down operations, citing an unsustainable business model amid mounting financial
pressures. The shutdown not only left partners and employees in distress but also sparked
legal battles for the company's founders.'’ The abrupt closure and subsequent fallout
underscored the repercussions of inadequate governance practices in maintaining

organizational resilience and stakeholder relationships in the volatile startup landscape.

116 Tbid.
117 Buildd, Why did StayZilla fail? The EPIC downfall of India’s up and coming Airbnb! April 5 2024
https://buildd.co/startup/failure-stories/why-did-stayzilla-fail.
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Stayzilla's story serves as a stark reminder of the importance of robust governance
frameworks in navigating the complexities of entrepreneurial ventures. Effective financial
management, transparent communication, and proactive stakeholder engagement are
critical for startups to sustain growth, mitigate risks, and foster long-term viability in

competitive markets like online travel and hospitality.
3. TINYOWL

Founded in 2014, TinyOwl entered the competitive food delivery market with ambitious
growth plans but encountered significant Governance Failures that shaped its tumultuous
journey. The company's rapid expansion, while initially promising, proved to be a double-
edged sword as it expanded without adequate planning or governance structures in place.
This oversight strained operational efficiency and financial sustainability, ultimately

complicating its ability to maintain a stable market position.

Moreover, Governance Failures extended to Employee Issues, particularly in the
management of layoffs. Poorly executed staff reductions led to negative publicity and
employee protests, further tarnishing TinyOwl's reputation and disrupting internal morale.
These internal challenges exacerbated the company's operational struggles, highlighting
the critical importance of effective human resource management and transparent

communication during periods of organizational change.!®

As a result of these governance shortcomings, TinyOwl faced significant Consequences.
The company struggled to effectively manage its operations and financial resources,
necessitating multiple rounds of layoffs to reduce costs and streamline operations.
Ultimately, in 2016, TinyOwl was acquired by Roadrunnr (now Runnr), marking a
strategic shift in its trajectory. The acquisition underscored the impacts of inadequate
governance on startup sustainability and highlighted the imperative for startups to balance
rapid growth ambitions with robust governance frameworks to navigate complex market

dynamics effectively.'t®

18 Dahiya, J. S. (2024, June 2). Case Study: TinyOwl — Navigating the Challenges of the Food Delivery
Market!! https://www.linkedin.com/pulse/case-study-tinyowl-navigating-challenges-food-delivery-
dahiya-ydInc/.

119 Tbid.
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TinyOwl's experience serves as a cautionary tale for startups, emphasizing the critical role
of strategic planning, governance diligence, and proactive stakeholder management in
sustaining long-term growth and resilience in competitive industries like food delivery and
technology. Effective governance practices not only mitigate operational risks but also
foster a culture of transparency, accountability, and sustainable growth essential for

navigating the evolving demands of the startup ecosystem.
4. ZOSTEL

Founded in 2013, Zostel entered the market with a vision to establish a network of
backpacker hostels across India. However, the company faced significant Governance
Failures that impacted its growth trajectory. Internal Conflicts among co-founders emerged
as a primary challenge, creating instability and disrupting operational efficiency.'? These
disputes not only strained leadership cohesion but also undermined strategic decision-
making and organizational alignment, posing obstacles to sustainable growth and market

expansion.

In addition to internal conflicts, Zostel encountered Scaling Issues characterized by
challenges in effectively scaling operations and maintaining consistent management
practices across its hostel network. The company struggled to standardize processes and
adapt to varying market dynamics, hindering its ability to capitalize on growth
opportunities and deliver consistent customer experiences. These scaling challenges
compounded operational complexities, highlighting the critical importance of robust

operational frameworks and leadership cohesion in sustaining startup momentum.'?

The Consequences of these governance shortcomings were profound for Zostel. Ongoing
legal battles stemming from internal disputes and operational disruptions further eroded
market momentum and investor confidence. The company faced hurdles in securing
necessary funding and strategic partnerships, limiting its ability to navigate competitive

pressures and capitalize on market opportunities effectively.

120 Chauhan, S. (2024, February 4). Zostel Growth Journey: From 7 Friends to 7 Million Travelers.
BizPulse. https://bizpulseonline.com/inspiration/startup-and-smb/zostels-journey/.
121 Tbid.
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Zostel's journey underscores the pivotal role of effective governance practices in
navigating the complexities of startup growth. Addressing internal conflicts, establishing
scalable operational frameworks, and fostering leadership cohesion are essential for
startups to sustain momentum, mitigate risks, and maintain investor trust in competitive
markets. By learning from its governance challenges, Zostel and other startups can
strengthen their foundations and foster a culture of transparency, accountability, and

strategic resilience necessary for long-term success and market leadership.
5. ASKME

Founded in 2010, AskMe initially aimed to revolutionize online local search and e-
commerce services. Despite its promising start, the company faced critical Governance
Failures that contributed to its eventual downfall. One significant issue was Financial
Mismanagement, characterized by delays in funding and inefficient financial practices that
resulted in severe cash flow problems. These challenges compromised the company's
ability to sustain operations and meet financial obligations, impacting its overall stability

and market position.

Adding to the governance challenges were Investor Conflicts, which further exacerbated
AskMe's governance issues. Disputes between investors and the board created internal
discord and hindered strategic decision-making processes. These conflicts not only strained
relationships within the company but also diverted focus from operational priorities and
growth initiatives. The inability to resolve these conflicts effectively undermined
stakeholder confidence and hindered efforts to secure necessary funding or strategic
partnerships.!??

The Consequences of these governance failures were profound for AskMe and its
stakeholders. In 2016, the company abruptly ceased operations, leaving employees unpaid
and vendors facing financial losses. The sudden shutdown sparked numerous lawsuits from
unpaid creditors and suppliers, underscoring the devastating impact of inadequate

governance on stakeholders' trust and financial well-being.*?®

12Tech in Asia - Connecting Asia’s startup ecosystem. (n.d.). Tech in Asia.
https://www.techinasia.com/askme-300-million-disaster.
123 Tbid.
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AskMe's story serves as a cautionary tale highlighting the critical importance of robust
governance frameworks in sustaining startup success. Effective financial management,
transparent communication, and proactive stakeholder engagement are essential for
startups to navigate challenges, preserve investor trust, and maintain operational resilience
in competitive industries. By learning from its governance missteps, AskMe and other
startups can strengthen their governance practices and foster a culture of accountability and

strategic foresight necessary for long-term viability and growth.
6. DOODHWALA

Founded in 2015, Doodhwala emerged as a promising hyperlocal milk delivery startup,
aiming to revolutionize the dairy delivery market with its innovative approach. However,
despite its initial success and rapid growth, the company faced significant Governance
Failures that ultimately led to its downfall.’®* One major issue was Operational
Mismanagement, as the company expanded rapidly without establishing robust operational
controls. This lack of oversight resulted in inefficiencies, logistical challenges, and an

inability to maintain service quality at scale.

In addition to operational issues, Doodhwala suffered from Financial Mismanagement. The
company's poor financial planning and absence of clear revenue models created
unsustainable financial pressure. Without a solid financial foundation or clear pathways to
profitability, Doodhwala struggled to manage its cash flow and secure the necessary funds
to sustain its operations. This financial instability was further compounded by the inability
to attract additional capital, which was critical for supporting its rapid expansion and
operational demands.

The Consequences of these governance failures were severe. By 2019, Doodhwala faced
mounting losses that it could no longer manage, leading to the company's shutdown. The
abrupt closure left many customers and stakeholders in a lurch, highlighting the critical

impact of inadequate governance and financial planning on a startup's viability.1%

124 E_Cell, I. L. (2024, April 15). The Rise and Fall of Doodhwala: - E-Cell, IIIT Lucknow — Medium
https://medium.com/@ecelliiitl/the-rise-and-fall-of-doodhwala-9fae721fec16.
125 Ibid.
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Doodhwala's experience underscores the importance of establishing strong governance
frameworks and financial strategies from the outset. Effective operational controls,
meticulous financial planning, and clear revenue models are essential for startups to
navigate growth challenges and sustain long-term success. By learning from Doodhwala's
missteps, other startups can prioritize governance and financial stability, ensuring

resilience and sustainability in the competitive market landscape.
7. LOCALBANYA

Founded in 2012, LocalBanya was a pioneering online grocery delivery service in India,
aiming to revolutionize the grocery shopping experience with its convenient delivery
model. However, despite its early market entry and potential, the company encountered
significant Governance Failures that hindered its growth and sustainability.*?® One of the
primary issues was Operational Inefficiencies, particularly in supply chain and logistics
management. Ineffective handling of these critical components led to service disruptions,

higher operational costs, and an inability to meet customer expectations consistently.

In addition to operational challenges, LocalBanya suffered from Financial
Mismanagement. The company's inability to manage costs effectively and secure adequate
funding created financial strain that was difficult to overcome. Without sufficient capital
to support its operations and scale its business, LocalBanya struggled to compete with
better-funded rivals in the rapidly growing online grocery market. This financial instability
prevented the company from investing in necessary improvements and innovations that

could have enhanced its competitive edge.

The Consequences of these governance failures were severe for LocalBanya. By 2015, the
company was forced to suspend operations due to its inability to compete effectively and
manage its financial health. The suspension highlighted the critical impact of inadequate
governance and financial planning on a startup's ability to sustain itself in a competitive

industry.?

126 YoChef. (2015, February 6). LocalBanya - Yo! Success. Yo!
Success. https://www.yosuccess.com/success-stories/localbanya-solving-pain-points-grocery-shopping/.

127 Rathinam, D. (2018b, March 8). LocalBanya’s temporary shutdown turns into permanent
closure? https://www.linkedin.com/pulse/localbanyas-temporary-shutdown-turns-permanent-closure-
rathinam/.
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Inadequate Corporate Governance Legal Frame Work for Startups

The Corporate Governance legal framework in India has evolved significantly, with
numerous committees and legislative amendments aimed at enhancing governance
standards. However, despite these advancements, the framework may still be inadequate
for startups due to the unique challenges they face. Startups, characterized by rapid growth,
innovation, and a flexible approach to business, often find traditional corporate governance
models too rigid. The rapid pace at which startups operate can conflict with the stringent
and often bureaucratic nature of established governance practices, making it difficult for

them to adhere strictly to these frameworks.

Inadequate corporate governance can lead to severe consequences for startups. The absence
of robust governance structures can result in mismanagement, lack of transparency, and
financial instability. Case studies highlighted in the chapter show that many startups have
failed due to poor governance practices. Without a strong governance framework, startups
may struggle with issues such as improper financial reporting, conflicts of interest, and
inadequate oversight, all of which can lead to their downfall. The chapter underscores that
merely having a legal framework in place is insufficient; the effectiveness of governance
also depends on the ethical standards and proactive measures adopted by the management

The chapter further emphasizes that startups require a governance framework tailored to
their specific needs. Traditional corporate governance models, designed for mature
companies with stable structures, may not address the dynamic and fluid nature of startups.
Hence, there is a need for governance models that offer flexibility while ensuring
accountability and transparency. The initiatives by the Confederation of Indian Industry
(CII) and amendments to the Companies Act reflect efforts to create such a framework.
However, the successful implementation of these measures is crucial to prevent the

potential pitfalls associated with inadequate governance.

While India’s Corporate Governance legal framework has made significant strides, it may
not fully cater to the unique requirements of startups. The rigidity of traditional models,
coupled with the dynamic nature of startups, necessitates a more flexible and tailored

approach to governance. Without such adaptations, the inadequacy of the governance
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framework can indeed lead to the downfall of startups, underscoring the need for ongoing

reforms and the adoption of best practices suited to the startup ecosystem

The above case studies clearly show that financial limitations pose a substantial challenge
for startups in developing and maintaining robust governance structures. The research
reveals that limited finances restrict startups' ability to invest in necessary governance tools
and resources, such as hiring experienced governance professionals or implementing
comprehensive compliance systems. Consequently, many startups resort to minimalistic
governance practices, which may suffice in the short term but can lead to potential risks in
the long run. It underscores the need for scalable and cost-effective governance solutions

that can grow with the startup and ensure long-term sustainability and compliance.

The governance practices in startups differ markedly from those in established
corporations. While established companies benefit from well-defined governance
frameworks supported by extensive resources and regulatory compliance mechanisms,
startups operate in a more fluid and less structured environment. Legal frameworks and
regulations influence corporate governance in startups to a lesser extent compared to
established corporations, primarily due to the scale and stage of the startup lifecycle. The
study suggests that there is a need for regulatory bodies to recognize these differences and

possibly develop tailored guidelines that cater specifically to the startup ecosystem.
CONCLUSION

This chapter explored the contribution of various Indian committees to corporate
governance, focusing on the Kumar Mangalam Birla, Naresh Chandra, and Narayana
Murthy Committees. It highlights the struggle startups face in adopting traditional
governance models, which can hinder their agility and decision-making, leading to poor
governance practices, reduced transparency, and diminished investor confidence.
Institutions like CII, SEBI, MCA, ICSI, and ICAI have significantly shaped corporate
governance in India. Various Case studies clearly show that financial limitations pose a
substantial challenge for startups in developing and maintaining robust governance
structures. The research reveals that limited finances restrict startups' ability to invest in
necessary governance tools and resources, such as hiring experienced governance

professionals or implementing comprehensive compliance systems. Consequently, many
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startups resort to minimalistic governance practices, which may suffice in the short term

but can lead to potential risks in the long run.

This study delves into the effectiveness of Governance approaches and innovative
solutions that startups adopt to enhance transparency, accountability, and stakeholder trust.
Given the constraints startups often face, particularly limited financial resources, the
implementation of robust corporate governance structures can be particularly challenging.
By examining these aspects, the research aims to contribute to the broader understanding
of corporate governance dynamics within the startup ecosystem

Startups are increasingly adopting alternative governance approaches and technology to
enhance transparency and accountability. Financial constraints necessitate tailored
governance models that balance control with the agility required by startups. The legal and
regulatory environment, shaped by committee recommendations, also influences these
practices. This chapter underscored the importance of flexible governance models to
enhance investor trust and stakeholder confidence, thereby improving access to capital and

supporting sustainable growth.

Undoubtedly, the prominent Corporate models, the Anglo- US Model, German Model and
the Japanese Model are the foundations that shaped Corporate Governance in India and
Globally. Along with these models, the Corporate Governance theories also contributed
towards the structuring the Corporate Governance practices across different countries,
including India's ongoing efforts towards a more accountable business environment. This
knowledge is crucial for effective corporate decision-making in the ever-changing
landscape of corporate governance.

The Chapter explored the role of flexible and Corporate Governance models in enhancing
the performance and sustainability of startups. Traditional governance frameworks, while
effective for established corporations, often prove inadequate for the dynamic and
resource-constrained environment of startups. Startups prioritizing adaptable governance
models gain higher levels of investor trust and stakeholder confidence, which are crucial

for accessing capital and mitigating risks associated with sustainable growth.
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CHAPTER 4

CORPORATE GOVERNANCE IN INDIAN STARTUPS AND ITS
NAVIGATION FOR GROWTH AND SUSTAINABILITY

INTRODUCTION

In recent years, the Indian startup ecosystem has witnessed remarkable growth, driven by
a confluence of factors such as innovation, entrepreneurial spirit, and substantial
investments from both domestic and international investors. Startups are emerging across
diverse sectors, ranging from technology and e-commerce to healthcare and fintech,
contributing significantly to economic development and job creation in India. As these
startups scale rapidly, the need for robust corporate governance frameworks becomes
increasingly critical. Corporate governance refers to the set of processes, practices, and
policies that dictate how an organization is directed, administered, and controlled.
Effective governance ensures accountability, fairness, and transparency in a company's
relationship with its stakeholders, including investors, employees, customers, and

regulators.

Despite the clear benefits of good governance, Indian startups often face significant
challenges in implementing effective frameworks. These challenges stem from a complex
regulatory environment, limited financial and human resources, and a cultural emphasis on
rapid growth over structured governance practices. The regulatory landscape in India is
characterized by a multitude of laws and regulations, including the Companies Act,
Securities and Exchange Board of India (SEBI) regulations, and sector-specific guidelines,
which can be daunting for startups to navigate. Compliance with these regulations requires
significant administrative effort and financial resources, which can be prohibitive for early-

stage companies.

Moreover, many startups operate with limited financial and human resources. The cost of
implementing and maintaining comprehensive governance frameworks, including hiring
skilled professionals and investing in necessary systems, can strain their limited budgets.
Additionally, the entrepreneurial culture in India often emphasizes speed and flexibility,

valuing rapid scaling and innovation over the implementation of formal governance
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practices. This cultural predisposition can hinder the adoption of structured governance

models that require time and resources to develop.

However, the opportunities presented by robust governance are substantial. Enhanced
investor trust, improved access to capital, and sustainable growth are among the primary
advantages that effective governance can offer. Transparent and accountable governance
practices reassure investors about the company’s management and operational integrity,
making them more willing to provide funding. Effective governance also makes startups
more attractive to both domestic and international investors, facilitating better access to
capital. Tailored governance models help startups manage risks more effectively and
promote long-term sustainability by establishing clear decision-making processes and

accountability structures.

The chapter examines the challenges and opportunities in implementing effective
corporate governance frameworks in Indian startups how does it impact their growth and
sustainability? In the dynamic and rapidly evolving startup ecosystem of India, effective
corporate governance frameworks are crucial for ensuring organizational integrity,
transparency, and accountability. Tailored governance models have benefited from
increased investor confidence and access to capital, ultimately leading to their growth and
sustainability. This chapter delves into the specific governance issues faced by startups,
the role of stakeholders, and the implications for long-term business success. It underscores
the importance of establishing robust governance structures from the early stages of a
startup’s journey and addresses the unique governance dynamics that differentiate startups
from traditional corporations. Understanding these dynamics is essential for startups to
navigate their growth phases successfully and to secure the trust of investors, regulators,

and other stakeholders.

Additionally, the Chapter evaluates the hypothesis that "Startups that prioritize the
adoption of flexible and tailored corporate governance models will experience higher
levels of investor trust and stakeholder confidence, leading to improved access to capital,

and mitigated potential risks associated with sustainable growth."

100




4.1 THE REALM OF CORPORATE GOVERNANCE IN STARTUPS

The largest companies globally in 2019, such as Apple, Alphabet, Microsoft, and Amazon,
all originated as startups funded by venture capital. They challenged conventional wisdom
by achieving substantial growth while di29stributing ownership among founders,
investors, executives, and employees. Since transitioning to public companies, an
unprecedented amount of capital has flooded into new private ventures.?® More than three
hundred startups, dubbed "unicorns,” have attained private valuations exceeding one
billion dollars. Many of these firms have also reached the crucial ten-year milestone, facing
pivotal moments in their development. Thousands of other startups are closely following
their paths or aspire to do so. World Economy and society are increasingly shaped by
companies that originate in garages or dorm rooms and, during a critical phase, operate

under a venture capital model of ownership and governance.

Startup shareholders exhibit a high degree of heterogeneity. Due to the inherent uncertainty
and information asymmetry characteristic of startups, founders typically hold common
stock, while investors contribute through rounds of convertible preferred stock, each with
its own set of terms and contractual rights. This capital structure leads to significant
disparities in shareholder preferences.*?® Additionally, employees play a crucial role by
investing their human capital and often holding common equity or options. While the
interests of founders, executives, and employees may align in many cases, differences can
emerge, particularly regarding control, potential payouts, and post-exit opportunities. As a
result, conflicts arise not only between preferred shareholders and between preferred and
common shareholders but also among common shareholders—a dimension largely
overlooked even by scholars focusing on startups. Presenting a comprehensive view of
vertical and horizontal tensions underscores the uniqueness of startups and reveals a
notable trend: governance conflicts tend to escalate as startups evolve and their capital

structure becomes more complex. Unlike public companies and closely held corporations,

122 Gompers, P. (2021, September 17). How Venture Capitalists Make Decisions. Harvard Business
Review. https://hbr.org/2021/03/how-venture-capitalists-make-decisions.

129 pollman E. Startup Governance on JSTOR 29 April ,2024 . www.jstor.org.
https://www.jstor.org/stable/45389498.
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which may not exhibit predictable or linear patterns of governance evolution, venture-

backed startups that survive often encounter a growing potential for conflicts

While it might appear intuitive that startups become more complex in their governance as
they progress, this aspect is notably absent. Due to their tendency to operate at a loss for
extended periods while developing innovative products or services, startups typically rely
on external investments to sustain and expand their operations. Each round of financing
introduces investors with varying terms and interests into the company's capital structure,
thereby compounding potential governance conflicts. Additionally, as startups grow, they
continuously hire employees, who often have staggered vesting schedules and exercise
prices for their stock options. Consequently, as a startup matures, it involves an increasing
number of stakeholders with diverse interests and claims, influencing its governance

framework.

The size and scale of a startup play a crucial role in determining the criteria for corporate
governance, which are dynamic and continuously evolving. Initially, startups may require
assistance with incorporation and selecting the most suitable corporate framework. As they
gain traction, build teams, and generate revenue, compliance with regulations such as GST
registration and adherence to labor laws, SEBI regulations, and other legal requirements

become essential.3°

4.1.1 The Imperative Role of Proactive Corporate Governance in Early-Stage

Companies

It is imperative that early-stage companies, particularly those with creative ideas and the
potential to disrupt markets, invest proscriptively in corporate governance by putting in
place a competent board prior to periods of growth and critical turning points. Boards are
responsible for ensuring that investors share the same values and social mission. It's critical

that the functions of the board and each board member be known and defined from the

130 Absalom, N. D. 29 April ,2024 Ensuring a Solid Foundation: Corporate Governance for Startups Invest
India. https://www.investindia.gov.in/team-india-blogs/ensuring-solid-foundation-corporate-governance-
startups.
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beginning. This means that board members who are investors shouldn't only be there to

complete their board seat requirement or become too involved in operations. 3!

Effective boards contribute value at every stage of a company's growth and development,
but their role must change as the organization innovates. Regular board meetings should
take place, and participants should do their assigned reading and be ready to contribute

fully.

The presence of a board to provide "checks and balances"” does not always imply a halt to
development or innovation. Robust boards push founders, facilitate crucial connections,

support expansion, and eventually increase a company's long-term viability. 132

The requirement for honesty and integrity is high in an era where there is more competition
worldwide for financial and human capital and where time-to-market windows are
increasingly shorter. Instilling confidence in both present and potential stakeholders
through sound corporate governance allows businesses to command greater valuations,
lower identified risks, lower capital costs, and ultimately pave the path to profitability and
success. Making the right judgments can actually make or break your company as it
expands and the stakes for making decisions increase. It can either force you back to the

drawing board or assist you in turning your entrepreneurial vision into a fundable potential.
4.1.2 Dynamic Criteria for Effective Corporate Governance in Start-Ups

The criteria for corporate governance are dynamic and ever-changing, and they should be
appropriate for the size and scope of the start-up. Early on, a start-up can require help
incorporating and selecting the best corporate structure. With the correct financial
instruments chosen, experience negotiating term sheets, and a grasp of valuation,
fundraising may be executed with ease. Expanding start-ups should also think about

policies that prohibit bribery, money laundering, and harassment of employees.*** GST

131 piskadlo, D., Drake, D., Mannix, E., & Veel, J. (2024, March 24). Corporate Governance for Early-Stage,
Innovative Companies: A Practical Resource Guide. Center for Financial Inclusion.
https://www.centerforfinancialinclusion.org/corporate-governance-for-early-stage-innovative-companies-
a-practical-resource-guide/.

132 |pid.

133 Lumorus. (2024, June 6). The Changing Face of Corporate Governance: A Comprehensive Guide to
Implementing Modern Effective Corporate Governance. https://www.linkedin.com/pulse/changing-face-
corporate-governance-comprehensive-guide-implementing-ngjoe?trk=public_post.
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registration and compliance with labor regulations, SEBI, and other laws become essential
components as the start-up acquires traction, assembles a team, and begins to generate

income.

Modern entrepreneurs are coming up with new ideas to redefine accessible healthcare and
financial inclusion or to improve the standard of education in classrooms. Having a
professional handle the accounts for such rapidly growing and ambitious businesses from
the start frees up entrepreneurs to concentrate on their core skills rather than trying to
manage corporation filings and tax registrations. Although the value of corporate
governance may not always be evident, there may be negative repercussions if a deadline
for filing or registration is missed. In retrospect, it is sometimes the case that the costs
associated with fines and error correction surpass the professional fees that could have been

awarded to an expert.

Corporate governance is a useful instrument for minimizing obstacles faced by firms and
maximizing productivity. It encompasses more than just properly filing tax returns and

other statutory returns.
4.1.3 The Critical Impact of Robust Corporate Governance on Start-Up Growth

When the Startup enters the growth and expansion stage, it encounters a new set of
challenges and opportunities. New markets beckon, product lines diversify, and the
organization undergoes significant changes. often operate in a fast-paced, dynamic
environment. Unlike their established counterparts, public companies, startups aren't
bound by the same strictures of corporate governance. This flexibility allows them to adapt
quickly and make decisions on the fly, crucial for navigating the ever-changing terrain of
their ventures. However, this freedom comes with a caveat — the absence of a strong

corporate governance framework can pose significant risks.***

The significance of robust corporate governance in the context of fast-growing startups
cannot be overstated. Not only does it facilitate quick access to external funds at favorable
rates, but it also enhances the company's stability and ability to manage risks effectively.'*®

134 Lanier, S. (2024, March 11). From Startup to Success: Business Growth Stages.

https://blog.hubspot.com/sales/business-growth-stages.
135 |bid.
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A startup with a strong governance structure is perceived as more stable and capable,
enabling it to borrow money at lower interest rates compared to those with weaker
governance practices. Moreover, in certain industries, investors may be willing to pay a
premium for companies with solid governance structures, recognizing the value of

mitigating risks and ensuring accountability.

While the priority list for a fledgling startup might be dominated by securing funding,
developing the product, and establishing a market presence, neglecting good corporate
governance practices can have detrimental consequences down the line. Concerns around
implementing such practices are valid. Some fear it might stifle the agility and innovative
spirit that startups thrive on. Others worry about increased bureaucracy, higher operational

costs, and a potential erosion of founder control.

The reality, however, paints a different picture. Strong corporate governance, implemented
thoughtfully and appropriately for a startup's size and stage, can actually be a catalyst for
growth. Implementation of strong corporate governance practices is essential for startups
to build a sustainable and successful business. Good governance is crucial for a Startup’s

Growth,

Building Trust and Attracting Investment: Investors are increasingly wary of putting
their money into ventures with weak governance structures. Clear and transparent
practices, including a well-defined decision-making process and a responsible approach to
financial management, instill confidence in potential backers. This can make securing

funding easier and potentially lead to more favorable terms.

Mitigating Risk and Ensuring Sustainability: The FTX fiasco, where a lack of proper
oversight allowed questionable transactions to go unnoticed, serves as a stark reminder of
the dangers of poor governance. Robust oversight, risk management procedures, and
adherence to regulations can help startups avoid similar pitfalls and ensure long-term

financial stability.®

136 Wert, C. (2022, December 27).FTX Collapse: Establishing Governance & Internal Control
Systems. https://www.linkedin.com/pulse/ftx-collapse-establishing-governance-internal-control-charles-
wert/.
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Promoting Transparency and Accountability: Good corporate governance fosters a
culture of transparency within the organization. This means clear communication with
stakeholders, including employees, investors, and customers. Accountability becomes
paramount, ensuring that decisions are made in the best interests of the company and its

stakeholders. This not only builds trust but also attracts and retains top talent.

Scalability and Future Growth: As a startup grows and scales its operations, a strong
governance foundation becomes even more critical. Having established checks and
balances, clear roles and responsibilities, and a well-defined decision-making hierarchy
allows the company to adapt to its changing size and complexity without compromising its

core values or strategic direction.

The key lies in striking a balance. Startups don't need to replicate the elaborate governance
structures of large corporations. Instead, they can implement a scalable framework that
evolves alongside the company. This might include establishing a clear ownership
structure, forming an advisory board with diverse expertise, and implementing basic

financial reporting practices.

Corporate Governance in startups isn't a rigid set of rules but rather a flexible framework
that fosters transparency, accountability, and responsible decision-making. By embracing
good governance practices, startups can navigate the early stages of their journey with
greater confidence, attract valuable resources, and build a solid foundation for sustainable

long-term growth.*3’

Research conducted by the London Business School underscores the pivotal role of
corporate governance in driving organizational performance. Various measures, such as
separating the roles of CEO and chairman of the board, appointing a balanced mix of non-
executive directors, and strengthening internal controls, contribute to accelerated

development and success.!®

137 Codingest. (2024, May 8). The Crucial role of Corporate Governance in Startup Success. Srepublic.
https://srepublic.in/The-Crucial-role-of-Corporate-Governance-in-Startup-Success.
138 Reinterpreting the role of the board of directors, London Business School.
https://www.london.edu/think/reinterpreting-the-role-of-the-board-of-directors.
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Similarly, findings from the Diligent Institute in 2019 shed light on the correlation between
corporate governance and financial performance. The top-performing companies in
corporate governance within the S&P 500 index demonstrated a significantly higher return
on investment compared to their counterparts with weaker governance practices.™*
Conversely, businesses grappling with governance inadequacies experienced
underperformance relative to their industries, resulting in substantial shareholder value
erosion. While these statistics primarily pertain to larger corporations, they serve as
pertinent benchmarks for startups, especially those experiencing rapid growth but lacking
a proven track record. By prioritizing robust corporate governance practices, startups can
not only attract investment and support growth but also mitigate risks and safeguard long-

term sustainability.
4.1.4 Actionable Steps for Enhancing Corporate Governance in Startups

Enhancing Corporate Governance in startups involve a collaborative effort among various
stakeholders, including the board, executive management, investors, and employees. By
implementing practical approaches, startups can strengthen their governance structures,
mitigate risks, and foster a culture of integrity and accountability, ultimately driving
sustainable growth and success. Investor engagement, board composition, external
expertise, appropriate metrics, employee involvement, and systematic integration of
governance practices are all crucial elements that contribute to this robust governance
framework.

Investor Engagement is an important thing as Investors play a crucial role in
shaping governance practices in startups. They should actively assess the corporate
governance quotient (CQ) of portfolio companies and provide resources to address any
gaps post-investment. Rather than solely focusing on financial returns, investors should
prioritize governance standards and ask robust scenario questions to evaluate the
company's governance structure.

Board Composition is an another key factor as the Founders and investors should

collaborate to form a diverse board of directors and independent directors. Independent

139 Do 2020 Trends Foretell the Future S&P 500 Report May 9, 2024 https://www.diligent.com/-
/media/project/diligent/master/insights/white-papers/pdf-media-files/sp-500-report-2020-trends.pdf.
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directors bring outside perspectives and can act as effective devil's advocates, introducing
cross-pollination of ideas and pre-empting unknown risks. Constructive debate and hard
conversations within the boardroom should be encouraged to ensure robust decision-
making.4°

The Startups need external expertise in the initial stage, Startups can leverage external
expertise by inviting advisors or mentors who align with their vision and can provide
valuable insights without significant financial remuneration. Investors can also offer free

mentoring or connect startups with relevant professionals through their network.

The board should design appropriate metrics that go beyond financial performance to shape
behaviors related to ethics, corporate social responsibility, and culture alignment. These
metrics foster transparency, inclusion, credibility, and accountability, contributing to

sound governance practices.

Startups can involve key employees in governance processes by providing them with share
options and inviting them to participate in board meetings as observers. Implementing
whistleblower policies and establishing safe channels for employees to report fraudulent

practices further enhances transparency and accountability within the organization.4!

Governance practices should be systematically tracked and integrated into the
organization's culture. Mechanisms should be in place to remind stakeholders of conduct
boundaries, the importance of disclosures, and the need for transparency, particularly as

the startup progresses toward major milestones.

By implementing practical approaches, startups can strengthen their governance structures,
mitigate risks, and foster a culture of integrity and accountability, ultimately driving

sustainable growth and success.

140 Maximizing the Benefits of Board Diversity: Lessons Learned From Activist Investing. (2020, July 14). The
Harvard Law School Forum on Corporate Governance.
https://corpgov.law.harvard.edu/2020/07/14/maximizing-the-benefits-of-board-diversity-lessons-
learned-from-activist-investing/.
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4.1.5 Opportunities Presented by Strong Corporate Governance Practices for

Startups

Strong corporate governance practices offer numerous opportunities for startups and their
stakeholders, contributing to the establishment of a robust and sustainable business
environment. Implementing strong corporate governance practices offers numerous
benefits that extend beyond mere compliance, shaping the very foundation of a startup's
success.

Establishing a Culture of Integrity plays important role for the Startups. When Startups
prioritize ethical behaviour, transparency, and accountability, startups can foster a culture
of integrity within their organizations. This culture not only enhances employee morale
and engagement but also cultivates trust among customers, suppliers, and investors.
Employees are more likely to feel empowered and motivated to contribute to the company's
success when they operate in an environment built on strong ethical principles.!4?

Strong corporate governance practices contribute to building a positive brand

reputation for startups. By demonstrating a commitment to integrity, transparency, and
responsible business practices, startups can differentiate themselves in the market and
attract loyal customers. A strong brand reputation not only enhances customer loyalty but
also increases brand recognition and competitiveness in the industry.
Startups with strong corporate governance practices are better positioned to attract top
talent. Potential employees are drawn to companies that prioritize integrity, transparency,
and accountability, as these values align with their own professional aspirations. By
fostering a culture of trust and empowerment, startups can attract skilled individuals who
are eager to contribute to the company's success. This influx of talent can drive innovation,
creativity, and growth within the organization.

Strong corporate governance practices can create an environment conducive to
innovation. By establishing clear policies and procedures for risk management and
decision-making, startups can encourage experimentation and creativity among
employees. A culture that values transparency and openness enable employees to voice

their ideas and contribute to the company's innovation efforts. This entrepreneurial mindset

142 1bid.
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fosters a dynamic and adaptive organizational culture, allowing startups to stay ahead of
the curve in a rapidly changing market landscape.'#3

Strong corporate governance practices benefit not only individual startups but
also the broader ecosystem in which they operate. By establishing best practices, enhancing
transparency, and building trust among stakeholders, startups contribute to the overall
health and vibrancy of the startup ecosystem. This, in turn, supports economic growth and
development by attracting investment, fostering innovation, and creating job opportunities.
A thriving ecosystem benefits all stakeholders, including startups, investors, policymakers,
and the community at large.
Strong Corporate overnance practices offer a multitude of opportunities for startups and
their stakeholders. By prioritizing integrity, transparency, and accountability, startups can
build a strong foundation for sustainable growth, innovation, and success in today's

competitive business landscape.

4.1.6 The Significance of Strong Corporate Governance Practices for Startups and
Stakeholders

Strong corporate governance practices offer numerous benefits for startups and their
stakeholders, playing a crucial role in shaping the company's reputation, operational
efficiency, and long-term success.
Robust corporate governance enhances a startup's credibility and reputation in the eyes of
investors. Investors are more inclined to invest in companies with transparent governance
structures and effective risk management practices.** By demonstrating a commitment to
sound governance principles, startups can attract a broader pool of investors, including
venture capitalists, angel investors, and institutional investors. This increased access to
capital provides startups with the financial resources needed for growth, expansion, and
innovation.

Startups operate in dynamic and uncertain environments, facing various
risks such as financial volatility, operational challenges, and market fluctuations. Strong

corporate governance practices enable startups to identify, assess, and mitigate these risks

143 Sypranote 14.
144 Burgeon Law, (2024, March 7). Governing the Startups: Towards a More Sustainable Growth. Burgeon
Law. https://burgeon.co.in/blog/governing-the-startups-towards-a-more-sustainable-growth/.
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effectively.'*® By establishing clear policies, procedures, and internal controls, startups can
minimize the likelihood of adverse events and respond swiftly to emerging threats.
Effective risk management not only protects the company's assets and reputation but also
instills confidence among stakeholders, including investors, customers, and employees.
Transparent and ethical corporate governance practices foster trust and
confidence among stakeholders, including employees, customers, suppliers, and the
broader community.*® By communicating openly and honestly with stakeholders, startups
can build stronger relationships and foster a culture of transparency and accountability.
Engaging with stakeholders proactively allows startups to understand their needs,
expectations, and concerns better, leading to more responsive and customer-centric
business practices.
Clear governance structures and processes facilitate informed decision-making within
startups. By defining roles, responsibilities, and reporting lines, startups can ensure
accountability and transparency across the organization.!*” Effective governance
mechanisms, such as board oversight and risk committees, provide valuable guidance and
oversight, enabling startups to make strategic decisions that align with their long-term
objectives. Enhanced decision-making capabilities enable startups to capitalize on
opportunities, mitigate risks, and adapt to changing market dynamics more effectively.
Startups must comply with a myriad of legal and regulatory requirements,
ranging from corporate governance standards to industry-specific regulations. Strong
corporate governance practices help startups navigate this regulatory landscape by
establishing robust compliance frameworks and monitoring mechanisms. By adhering to
applicable laws, regulations, and industry standards, startups can minimize legal risks,
regulatory penalties, and reputational damage. Compliance with ethical and legal standards
also enhances the company's reputation as a responsible corporate citizen, fostering trust
and confidence among stakeholders.
Strong corporate governance practices are essential for startups seeking to build sustainable

businesses in today's competitive landscape. By prioritizing transparency, accountability,

145 |bid

146 | bid.

147 Burgeon Law, (2024, March 7). Governing the Startups: Towards a More Sustainable Growth. Burgeon
Law. https://burgeon.co.in/blog/governing-the-startups-towards-a-more-sustainable-growth/.
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and ethical conduct, startups can attract investment, manage risks, engage stakeholders,
make informed decisions, and ensure compliance with regulatory requirements. By
embedding a culture of good governance from the outset, startups can lay the foundation
for long-term success and resilience, positioning themselves for growth and innovation in

the dynamic business environment.

The Challenges and Issues of Corporate Governance are significant and needs to evaluate

for the better growth and Sustenance of Startups.

4.2 CORPORATE GOVERNANCE CHALLENGES IN INDIA'S
THRIVING STARTUP ECOSYSTEM

India’'s ascendance as the third-largest startup ecosystem globally, surpassing even the US
and China, as reported in the Economic Survey 2021-22, reflects the nation's vibrant
entrepreneurial landscape. With over 70,000 startups and a significant number achieving
unicorn status, India's startup ecosystem has demonstrated remarkable growth and
potential. However, amidst this success, challenges in corporate governance persist, posing
obstacles to sustained growth and long-term viability.148
Despite the impressive numbers, many Indian startups grapple with corporate governance
issues that threaten their stability and credibility. These challenges stem from various
factors inherent to the startup environment

The challenges and issues of corporate governance in startups are multifaceted
and evolving. Emphasizes the dynamic and overlapping nature of governance in startups,
which intensifies over time as a result of the increasing diversity of investors involved at
different stages of the startup's growth “from founding to subsequent rounds of financing
like seed, series A, series B, and beyond” This diversity can lead to various horizontal and
vertical governance tensions as different stakeholders vie for influence and decision-
making power.
The emergence of late-stage 'unicorn’ firms, which are privately held companies of

substantial size, relevance, and importance. These firms, fueled by billion-dollar private

148 Indian Unicorn Landscape - Startups, Growth, FDI, Investors. (n.d.). Invest India.
https://www.investindia.gov.in/indian-unicorn-landscape.
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market financing and platforms like the Nasdaq Private Market, essentially operate as
quasi-public entities. Traditionally, startup boards have been dominated by a small group

of VCs and entrepreneurs.4®

The challenge posed by the dual fiduciary duties of venture capitalists (VCs) and private
equity (PE) investors serving on startup boards. These investors are tasked with
maximizing the return on investment for their funds while also maximizing the value of

the startup, sometimes leading to conflicts of interest.

Startup boards, particularly in their early stages, tend to be more operational and
'managerial,’ focused on supporting the startup with connections, resources, and guidance

to facilitate its success.

4.2.1 Lack of Formalized Governance Structures

Lack of formalized governance structures is a common challenge faced by startup
companies. These businesses often begin with a group of founders who share a vision and
enthusiasm for a specific idea or product. In the early stages, decision-making tends to be
informal, relying on consensus among the founders.*>

However, as the startup grows and evolves, the absence of formal governance structures
can pose significant problems. Without clear roles, responsibilities, and decision-making
processes in place, confusion and conflicts may arise among team members. This lack of
clarity can hinder productivity, slow down decision-making, and impede the company's
progress.

Therefore, startup companies must establish formal governance structures early
on in their journey. By doing so, they can ensure that the organization is managed
efficiently and effectively as it scales. This includes defining roles and responsibilities,
establishing clear reporting lines, and implementing decision-making protocols.

Additionally, having a formal governance framework in place can help foster transparency,

149 Nasdaq Private Market Releases State of the Private Market Report. (2024, April 18).
Nasdagq. https://www.nasdaq.com/press-release/nasdaqg-private-market-releases-state-of-the-private-
market-report-2024-04-18.

150 salamzadeh, A., & Kawamorita, H. (2015). Startup Companies: Life Cycle and Challenges. ResearchGate.
https://doi.org/10.13140/RG.2.1.3624.8167.
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accountability, and alignment within the company, setting the stage for long-term success

and sustainability. >

4.2.2 Limited Financial Resources

Many startup companies encounter notable financial constraints during their initial growth
stages. Consequently, they might lack the resources needed to recruit experienced board
members or independent directors who could offer valuable guidance and oversight. This
situation can lead to insufficient supervision, weak internal controls, and a deficit of
accountability, all of which may impede the company's growth and success. Without
experienced board members or independent directors, startups may struggle to navigate
complex business challenges, devise effective strategies, and make informed decisions.
Additionally, the absence of proper oversight mechanisms can increase the risk of

operational inefficiencies, compliance issues, and even financial mismanagement.

To address this challenge, startup founders should explore alternative approaches to
accessing guidance and expertise, such as forming advisory boards, seeking mentorship
from industry veterans, or leveraging professional networks for mentorship and support.
While financial constraints may limit the ability to hire full-time board members initially,
startups can still benefit from informal advisory relationships and seek out individuals who
are willing to offer strategic counsel on a part-time or pro bono basis. Moreover, as startups
secure funding and grow their operations, they should prioritize building a robust
governance framework that includes the establishment of a diverse and experienced board
of directors. By doing so, startups can enhance their decision-making processes, strengthen
their risk management practices, and foster a culture of transparency and accountability

that supports long-term growth and sustainability.

4.2.3 Inadequate Disclosure Practices
In India, listed companies are legally obligated to adhere to stringent disclosure practices
aimed at promoting transparency and accountability. These requirements are designed to

ensure that investors have access to timely and accurate information about the company's

151 Startup Team Structure: Roles and Responsibilities. https://www.upsilonit.com/blog/how-to-organize-a-

startup-team-structure.
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financial performance, operations, and governance practices. However, for private
companies, including startups, there are no comparable regulatory mandates regarding
reporting and disclosure practices.>?

As a result, startup companies may not have well-established reporting frameworks or
standardized disclosure practices in place. This absence of formal reporting requirements
can contribute to a lack of transparency and accountability within the organization. Without
clear guidelines for disclosing financial information, operational metrics, and governance-
related matters, startups may struggle to provide stakeholders, including investors and
potential partners, with the necessary insights to make informed decisions.

The absence of robust reporting and disclosure practices can also undermine investor
confidence and trust in the company's management team. Investors may perceive the lack
of transparency as a red flag and may be hesitant to commit capital to a startup that does
not prioritize communication and accountability.

To address this challenge, startup companies should proactively implement transparent
reporting and disclosure practices, even in the absence of regulatory mandates. By
voluntarily adopting best practices in financial reporting, corporate governance, and
stakeholder communication, startups can enhance their credibility, attract potential
investors, and lay the foundation for sustainable growth.

Startup founders should consider establishing clear guidelines and processes for financial
reporting, including regular updates on key performance indicators, financial statements,
and strategic developments. Additionally, startups can leverage digital platforms and
technology solutions to streamline reporting processes and enhance accessibility to
relevant stakeholders.

Furthermore, startups can benefit from engaging with industry associations, professional
networks, and experienced advisors who can provide guidance on developing effective
reporting and disclosure practices tailored to their specific needs and objectives. By
prioritizing transparency and accountability, startups can build trust with investors and

stakeholders, ultimately supporting their long-term success and viability in the market.

152 sybramanyam, M., & Dasaraju, H. (2014). Corporate Governance and Disclosure Practices in Listed

Information Technology (IT) Companies in India. Open Journal of Accounting, 03(04), 89-106.
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4.2.4 Conflict of Interest

Startup companies are frequently spearheaded by founders who hold a substantial stake in
the company, which can give rise to conflicts of interest. These conflicts may arise because
the personal interests of the founders may not always align perfectly with the broader
interests of the company. For example, founders might prioritize short-term gains that
benefit them personally but could potentially compromise the company's long-term growth

and sustainability.

To address these conflicts of interest effectively, it is crucial for startup companies to
establish robust governance mechanisms. These mechanisms should aim to mitigate
conflicts of interest and ensure that the interests of founders are aligned with those of

investors and other stakeholders. 13

One approach to mitigating conflicts of interest is to implement transparent decision-
making processes that involve multiple stakeholders. By involving diverse perspectives in
key decision-making processes, startup companies can reduce the likelihood of decisions
being driven solely by the personal interests of the founders. Additionally, establishing
independent oversight bodies, such as advisory boards or independent directors, can help
provide impartial guidance and oversight. Independent directors can offer valuable insights
and advice based on their experience and expertise, helping to ensure that decisions are

made in the best interests of the company as a whole.

Furthermore, implementing clear policies and procedures for addressing conflicts of
interest can help prevent them from arising or escalate them to the appropriate authority
for resolution. These policies should outline guidelines for disclosing conflicts of interest,
abstaining from participating in related decision-making processes, and resolving conflicts
in a fair and transparent manner. Ultimately, by implementing effective governance
mechanisms to mitigate conflicts of interest, startup companies can foster trust and

confidence among investors, employees, and other stakeholders. This, in turn, can support

153 Shah, D. (2007, August 21).The Dark Side of Startups: 5 Corrosive Co-Founder
Conflicts. https://www.onstartups.com/tabid/3339/bid/2148/The-Dark-Side-of-Startups-5-Corrosive-Co-
Founder-Conflicts.aspx.
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the company's long-term growth and success while safeguarding its reputation and

integrity. >4

4.2.5 Lack of Independent Oversight

Startup companies often face constraints in their ability to hire independent directors or
board members who can offer impartial oversight and guidance. Limited financial
resources may make it challenging for startups to attract experienced professionals to serve
on their boards, resulting in a lack of external perspective. The absence of independent
oversight can contribute to insular decision-making processes within the company.
Without diverse viewpoints and objective guidance from independent directors, startup
founders and management teams may make decisions based solely on their own
perspectives and interests. This can lead to a lack of accountability and increase the risk of
decisions being influenced by personal biases or conflicts of interest.

Having independent directors or board members is crucial for ensuring that the company's
interests are aligned with those of its investors and other stakeholders. Independent
oversight helps to provide checks and balances within the organization, ensuring that
decisions are made in the best interests of the company as a whole rather than serving the
interests of any particular individual or group. Independent directors can offer valuable
insights, expertise, and objectivity that complement the knowledge and experience of the
company's founders and management team. They can ask critical questions, challenge
assumptions, and provide constructive feedback, ultimately enhancing the quality of

decision-making and governance within the company.>®

While hiring independent directors may pose challenges for startup companies, it is
essential to prioritize the establishment of independent oversight mechanisms. This may

involve seeking out individuals who are willing to serve in advisory roles or exploring

154 Conflicts of Interest Q&A. (May 1, 2024). American Library  Association.
https://www.ala.org/tools/ethics/conflictsofinterestqa.

155 Nishith Desai Associates. May 25, 2024
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alternative arrangements, such as forming advisory boards or seeking guidance from

industry experts on a consultancy basis.

By incorporating independent oversight into their governance structures, startup companies
can strengthen their credibility, enhance transparency, and build trust with investors,
stakeholders, and the broader market. This, in turn, can contribute to the company's long-

term success and sustainability.

There is an outmost need of Strategic Governance for the Startups when the Startups

follows the path to an Initial Public Offering.

4.3 STRATEGIC GOVERNANCE FOR STARTUPS: NAVIGATING
THE PATH TO A SUCCESFULL INITIAL PUBLIC OFFERING

4.3.1 Inception

The early stages of most startups are difficult, unpredictable, and chaotic. It will be a little
early for your start-up to put a lot of emphasis on corporate governance because there are
more pressing challenges to deal with, such as unpaid bills, untrustworthy clients, and
recurring revenue problems. At this point, it will suffice to follow a "check the box™
mentality and fulfill all necessary accounting, financial, and legal criteria.*®® You'll make
use of outside consultants' services who can support the startup with compliances. When
that happens, you're in the clear and you may focus some time and energy on growing your
company. The early stages of most startups are indeed characterized by challenges,
unpredictability, and chaos. During this phase, focusing extensively on corporate
governance may not be a top priority, as there are more pressing issues such as managing
unpaid bills, dealing with unsteady clients, and ensuring recurring revenue.

In such circumstances, startups often adopt a "check the box" mentality, where they
prioritize fulfilling basic accounting, financial, and legal requirements to ensure

compliance. Engaging external consultants or advisors who specialize in compliance can

156 Dayal, S. (2024b, June 20). India's Startup Dream on Hold? Record-Breaking Unicorn Dropout in 2024.
TICE News. https://www.tice.news/know-this/indias-startup-dream-on-hold-record-breaking-unicorn-
dropout-in-2024-4770867.
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be invaluable during this phase, helping startups navigate the complexities of regulatory
frameworks and meet their obligations efficiently.

By ensuring compliance with legal and regulatory standards, startups can mitigate risks
and establish a solid foundation for future growth. Once the immediate challenges are
addressed and the startup achieves stability, it can allocate more time and resources to
developing robust corporate governance practices that align with its long-term goals and

objectives.

4.3.2 Early-Stage Investments

These are typically made after you've partnered with angel and risk capital investors, so
your corporate governance standards should go beyond simple compliance. To protect their
investments and ensure that the company reaches its full potential, savvy investors such as
venture capital would anticipate that the company would implement robust corporate
governance procedures. The addition of investor nominees makes the board more
experienced and powerful, enabling it to keep an eye on the management's activities. Major
decisions are frequently made by the board, which also receives fair and sufficient
disclosures about any conflicts of interest.

As the startup progresses and attracts investments from angel investors and venture
capital firms, your corporate governance standards should evolve beyond mere
compliance. Savvy investors, particularly venture capitalists, expect startups to implement
robust corporate governance procedures to protect their investments and ensure the
company's long-term success. ™’

The involvement of investor nominees on the board adds valuable expertise and oversight,
enabling effective monitoring of management activities and strategic decision-making.
Transparency is key, with the board receiving comprehensive disclosures regarding any
conflicts of interest to maintain trust and accountability. As your market value increases
and you secure substantial funding from strategic investors and global private equity firms,

corporate governance becomes paramount. Institutional investors may impose additional

157 Dayal, S. (2024b, June 20). India's Startup Dream on Hold? Record-Breaking Unicorn Dropout in 2024.
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requirements, such as the need for an authorized business plan and internal anti-corruption
measures.

At this stage, it's advisable to appoint experts and independent directors to the board to
provide diverse perspectives and specialized knowledge. Key decisions are often referred
to specialized committees, such as the audit committee, investment committee, and
remuneration committee, before being approved by the board.Overall, professionals should
govern the company, shifting the focus from solely the founders to a broader team of
experienced individuals who can contribute to the company's growth and success through

effective corporate governance practices.

4.3.3 Strategic and Private Equity Investments
You have attracted significant capital from a variety of sources, including global private
equity firms and a few strategic investors, since your valuation is rising. At this point,
corporate governance becomes extremely important because of the stakes. Institutional
investors would need to meet specific criteria, including as adhering to regulations, having
a business plan that has been approved, and having internal processes in place to stop
corruption and money laundering. Experts and independent directors should preferably be
on the board at this point. Important issues are frequently referred to various specialist
committees, such as the audit, investment, and compensation committees, for board
approval. Professionals would oversee the company's management, rather than only the
founders.
As your startup attracts significant capital from various sources, including global private
equity firms and strategic investors, the importance of corporate governance escalates
significantly due to the high stakes involved. Institutional investors, in particular, impose
stringent criteria, including regulatory compliance, approved business plans, and robust
internal controls to prevent corruption and money laundering.°®

At this juncture, it's essential to appoint experts and independent directors to the

board to provide specialized knowledge and ensure effective oversight. Key decisions are

158 Dayal, S. (2024b, June 20). India's Startup Dream on Hold? Record-Breaking Unicorn Dropout in 2024.
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often deliberated by specialized committees, such as the audit, investment, and
compensation committees, before being approved by the board.

With the inclusion of investor nominees, the board gains strength and experience, enabling
thorough monitoring of management decisions and ensuring alignment with strategic
objectives. Transparency is crucial, with any potential conflicts of interest being fully
disclosed to the board to maintain trust and integrity. °°As the startup continues to partner
with angel investors and venture capitalists, it's imperative to go beyond mere compliance
and implement robust corporate governance practices to protect investments and facilitate
sustainable growth. Sophisticated investors, like venture capitalists, expect to see good
governance practices in place to safeguard their investments and maximize the company's

potential.

4.3.4 Path to an Initial Public Offering (IPO)

It should go without saying that corporate governance is important if an organization plans
to go public. Claims of poor management and weaknesses in corporate governance may
seriously harm the chances of an initial public offering.'®® The business would want to
make sure that the highest governance standards are upheld at every level. A committed
group of professionals is needed to develop and carry out governance, management, and
ethics policies. Even once listing is complete, the company must to adhere to all legal
standards for openness and governance, guaranteeing complete protection of the interests
of the general public and individual investors.

It's evident that corporate governance plays a crucial role when an organization
intends to go public. Any indications of poor management or deficiencies in corporate
governance can severely impact the prospects of an initial public offering (IPO). Therefore,
it's imperative for the business to ensure the highest standards of governance are
maintained across all levels. A dedicated team of professionals is essential to formulate
and implement governance, management, and ethics policies. Even after the IPO is

completed, the company must continue to adhere to all legal standards for transparency

159 The inclusion imperative for boards. (n.d.). Deloitte Insights.
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and governance. This ensures the comprehensive protection of the interests of both the
general public and individual investors.

The significance of corporate governance becomes even more pronounced
when a firm decides to go public. Any allegations of mismanagement or corporate
governance shortcomings could significantly undermine the success of the IPO. Hence, it's
crucial for the business to emphasize the steadfast adherence to the highest levels of
governance at all times.*6!

A committed team of professionals should be tasked with developing and executing robust
governance, management, and ethics policies. Even post-listing, the corporation must
remain vigilant in complying with all regulatory and transparency laws, thereby

safeguarding the interests of retail and public shareholders alike.

4.4 IMPORTANCE OF CORPORATE GOVERNANCE IN
STARTUPS

Governance, risk reduction, and accountability are interconnected elements that are crucial
for the effective operation of businesses. When a business adheres to solid principles and
follows applicable laws and regulations, it naturally operates more effectively and reduces
the likelihood of encountering legal or compliance issues. This, in turn, helps the business
mitigate risks and be better prepared to handle disruptions caused by various external
factors such as political, technological, and economic events.6?

In the context of India, corporate governance holds significant importance for
several reasons. Firstly, it ensures that businesses comply with the rules and regulations set
forth by regulatory bodies and authorities. This fosters corporate accountability to
shareholders and other stakeholders, thereby promoting a fair and competitive business
environment. Secondly, corporate governance contributes to ethical and responsible
management practices, which help safeguard the interests of all parties involved, including

clients, employees, suppliers, and the environment. Lastly, corporate governance promotes

161 \Wiersema, M., & Koo, H. (2022). Corporate governance in today’s world: Looking back and an agenda for
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transparency and accountability, thereby fostering trust between businesses and their
stakeholders. This trust can ultimately lead to enhanced financial performance and better

overall outcomes for all parties involved.

Overall, by prioritizing corporate governance, businesses in India can uphold ethical
standards, mitigate risks, and foster trust and accountability, ultimately leading to

improved performance and sustainable growth.

4.4.1 Board Composition and Appointment of Directors

The composition and structure of the board of directors are critical components of good
corporate governance. The board plays a pivotal role in overseeing the company's
management, setting strategic objectives, and ensuring compliance with laws and
regulations. However, in many Indian startups, the board of directors is often dominated

by the founders, who typically hold a majority of the voting rights. 163

This concentration of power among the founders can give rise to conflicts of interest and
compromise the independence of the board's decision-making process. Furthermore, the
absence of independent directors on the board can result in a lack of diverse perspectives,

which is essential for ensuring the company's long-term interests.

According to regulations, small businesses are required to recruit independent directors
with expertise and financial understanding to support oversight roles and provide impartial
suggestions. These independent directors are not financially connected to the company's
executives, shareholders, or any members of the board. They serve as watchdogs to
safeguard the interests of shareholders and offer strategic recommendations to the
promoters/directors and management. By incorporating independent directors into the
board, startups can enhance transparency, accountability, and effective governance. These
independent voices bring valuable insights, impartiality, and oversight, contributing to

better decision-making and ultimately fostering the company's growth and sustainability.

163 Good Corporate Governance Is a Great Idea, But Is Anyone Practicing 1t? (2023, June 6). Stanford
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4.4.2 Risk Mitigation and Compliance

There is a direct connection between compliance, risk reduction, and governance. A
corporation will operate effectively and guarantee adherence to all laws and regulations if
it is controlled by strong principles. Following the rules and policies to the letter guarantees
that the organization has risk mitigation strategies in place and is well-prepared for any
unforeseen circumstances. An organization is more equipped to handle risk and disruption

from political, technological, and economic events if its processes are more disciplined. 1%

Indeed, robust internal controls and risk management systems are indispensable
components of good corporate governance. However, in the fast-paced and risk-taking
environment often associated with startups, there can be a tendency to overlook these vital
aspects, leading to potential governance failures such as poor financial reporting and
fraud.'® To address these challenges, Indian startups must prioritize the implementation
of effective internal control and risk management systems. These systems are crucial for
safeguarding the company's assets, ensuring accurate and timely financial reporting, and
identifying and mitigating risks proactively. Establishing a strong tone at the top is
essential, with the board and senior management setting the tone for the company's culture
and risk appetite. This involves fostering a culture of accountability, transparency, and

compliance throughout the organization.

Furthermore, the involvement of external auditors adds an additional layer of assurance.
Analyses and reports of significant control weaknesses are confirmed by an independent
auditor, helping to maintain the integrity of the company's internal control framework.
Internal auditors also play a critical role in evaluating and monitoring internal controls and
risk management processes. Any instances of management or executive directors/founders
concealing important information or errors in auditing processes should be subject to
independent review to uphold the integrity of the internal control environment. By

prioritizing robust internal controls and risk management systems, Indian startups can

164 \van Der Heijden, J. (2021). Risk as an Approach to Regulatory Governance: An Evidence Synthesis and
Research Agenda. SAGE Open, 11(3), 215824402110322. https://doi.org/10.1177/21582440211032202.
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enhance their governance practices, mitigate risks, and promote transparency and

accountability, ultimately contributing to their long-term success and sustainability.

4.4.3 Enhances Shareholder’s Value

Although there isn't a proven correlation between an organization's market value and
corporate governance, it does increase shareholder pleasure. In India, corporate governance
is crucial for safeguarding an organization's valuation since good governance aims to
maximize the interests of all parties involved. Internal controls must be installed in the
right places since one illegal incidence has the potential to destroy the value that an

organization has built up over years.

Absolutely, engaging with stakeholders and addressing ethical considerations are
fundamental aspects of good corporate governance, especially for startups operating in
dynamic environments. By actively involving stakeholders such as employees, customers,
suppliers, and communities, startups can gain valuable insights into their needs and

expectations, thereby fostering trust and building sustainable relationships.*6®

In the Indian startup landscape, it's crucial for startups to not only focus on profitability but
also consider the ethical implications of their business practices. Operating with integrity
and respect for all stakeholders is essential for long-term success and sustainability. This
requires a strong commitment to values and principles, with the board and senior
management leading by example and setting the tone for ethical behaviour throughout the
organization. By embedding ethical considerations into decision-making processes and
business operations, startups can build a reputation for integrity and trustworthiness, which
can ultimately contribute to their growth and success in the long run.

4.4.4 Better image during Economic Downturns
Absolutely, maintaining credibility and trust is paramount for any organization, especially

in the face of financial misconduct and fraud allegations. While instances of misconduct

166 Kujala, J., Sachs, S., Leinonen, H., Heikkinen, A., & Laude, D. (2022). Stakeholder Engagement: Past,
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may tarnish the reputation of entire industries, it's crucial to recognize that not all banks

and financial institutions are involved in such activities.®’

Organizations must proactively communicate their fundamental governance practices to
stakeholders to build and maintain trust. Transparency about governance processes, ethical
standards, and adherence to regulatory requirements helps reassure stakeholders about the

integrity of the organization's operations.

Long-standing credibility is a valuable asset that organizations must strive to preserve, even
in challenging circumstances. By consistently demonstrating a commitment to ethical
behavior, accountability, and sound governance practices, organizations can safeguard

their reputation and maintain the trust of stakeholders, even in times of crisis.®®

We have heard numerous accounts of financial misconduct and bank fraud during the past
few months. People naturally assume that all banks and financial institutions are
participating in these, but that is untrue. An organization is the only one that can guarantee
that people will believe it when it tells them about its fundamental governance practices.
Long-standing credibility is essential to maintaining the company's reputation even in

trying circumstances.

4.4.5 Improved Organisational Efficiency

Corporate governance indeed plays a crucial role in determining the commercial
competitiveness of organizations. In today's business landscape, there is increasing
scrutiny and concern about the governance practices of organizations. Improved
governance not only enhances company performance but also leads to better economic
outcomes overall. Corporate governance serves as the guiding framework for an
organization's behavior, resource allocation, innovation in products and services, and
overarching business strategies. By implementing robust governance practices,
organizations can effectively manage risks, ensure accountability, and maintain

transparency, all of which contribute to their competitiveness in the market.

167 Trust Is Priceless: Four Ways Companies Can Foment Credibility. (2024, April 12). Forbes.
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Moreover, strong governance practices foster investor confidence and attract capital
investment, further bolstering a company's competitive position. Ultimately, organizations
that prioritize corporate governance are better equipped to navigate challenges, capitalize
on opportunities, and achieve sustainable growth in today's dynamic and competitive

business environment.169

One important factor that determines commercial competitiveness is corporate governance.
These days, a lot of people have concerns about the governance of organizations. Improved
company performance and better economic outcomes are guaranteed by improved
governance. Corporate governance establishes the framework for an organization's
behaviour, resource utilization, innovation in products and services, and overarching

business strategies.

4.4.6 Disclosure and Transparency

Transparency and disclosure are indeed crucial aspects of good corporate governance,
especially for startups operating in competitive environments. While there may be
temptations to withhold information, effective governance mandates transparency and

timely disclosure to all stakeholders.

In India, startups must establish robust disclosure policies and procedures to ensure
stakeholders receive accurate and timely information about the company's performance,
risks, and opportunities. This transparency not only builds trust and confidence among

stakeholders but also attracts investment and talent to the company.

Small enterprises in India are required by regulations such as the Company Accounting
(Standard) Rules and the Companies Act to disclose their financial data to the public.
However, in many cases where small businesses are governed by founding households, the
effectiveness of such disclosures may be limited.}’® To address this, it's essential for

startups to ensure that all stakeholders, including employees and shareholders, have equal

169 Bukari, A., Agyemang, A. O., & Bawuah, B. (2024). Assessing the moderating role of ESG performance on
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access to information. Founders must define and restrict their roles and responsibilities to

promote transparency and accountability within the organization.

By prioritizing transparency and disclosure, startups can enhance their governance
practices, build trust among stakeholders, and create a conducive environment for growth

and success in the competitive market landscape.

4.4.7 Crucial during Mergers & Acquisitions

Absolutely, corporate governance plays a pivotal role in restructuring initiatives such as
mergers and acquisitions (M&A) in India. Effective governance practices not only help
distinguish between beneficial and detrimental business transactions but also shape

stakeholders' perceptions of the organization's M&A activities.!’*

Sound corporate governance instills confidence in stakeholders regarding the transparency,
fairness, and accountability of M&A decisions and processes. It ensures that these
transactions are conducted in the best interests of the company and its stakeholders,
minimizing the risks associated with conflicts of interest or self-dealing.

Furthermore, mergers and acquisitions can serve as catalysts for enhancing an
organization's corporate governance standards. During these transactions, companies often
reassess and strengthen their governance structures, policies, and procedures to align with
the evolving needs and expectations of stakeholders.'"?

By prioritizing corporate governance in M&A activities, companies in India can not only
navigate these transactions more effectively but also enhance their reputation, attract
investment, and drive sustainable growth in the long term. In India, corporate governance
is crucial to restructuring initiatives like mergers and acquisitions. In addition to helping
to distinguish between good and bad business transactions, a company's corporate
governance also influences how stakeholders in the market view its M&A activity. One
more point worth mentioning is that mergers and acquisitions can also raise the

organization's corporate governance standards.

171 Wiersema, M., & Koo, H. (2022b). Corporate governance in today’s world: Looking back and an agenda
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4.4.8 Corporate Governance provides a push to the Startup Company

A company's position and image are developed by a multitude of factors, not limited to
earnings, market values, P/E multiples, and turnovers. One such unseen force is corporate
governance. Many scandals, damaged reputations, and economic downturns have made
corporations realize that a few proactive measures in the direction of improved governance
could have spared years of labor.1”® Most companies chase only monetary gains and treat
corporate governance with indifference. Investor sentiments go awry due to a lack of trust
in governance, which causes a large outflow of FIl funds, a sale by the majority of

shareholders, a decline in the market price, and so forth.

The challenge of creating the corporate governance framework in India is not easy. Needs
and foundations differ among industries, ethnicities, and sectors. Governance's impact on
value also varies. It becomes more crucial when things are difficult rather than when things
are going well. 1"#That being said, corporate governance will always be important in India.
The strategy needs to strike the perfect balance between being very strict and overly
flexible. The framework alone needs to be comprehensive and take into account the

interests of all parties involved.

Developing an effective corporate governance strategy that fits their stage of maturity is a
problem that start-ups frequently encounter. Establishments typically take a "short term-
long term™ approach when creating their corporate governance strategy. On the other hand,
we think a more evolutionary strategy could be more productive and efficient. 1"In the
context of rising economies, corporate governance research has drawn more attention
recently. The majority of sizable businesses have already begun adhering to corporate
governance's high standards. But when the topic of corporate governance is brought up,
the startup world is typically left out. Numerous early-stage start-up closures and

undervalued acquisitions have resulted from this mentality. Startups must adhere to certain
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Corporate Governance principles in order to reduce risk and failure while also facilitating

organizational growth.

A set of guidelines known as corporate governance is used by different organizations to
regulate their internal operations under the watchful eye of the Board of Directors, which
is responsible for protecting the interests of corporate shareholders. It strikes a balance in
the allocation of rights and obligations among various stakeholders inside the company,
including the board, staff, shareholders, debtors, and creditors. 1®It's a collection of
guidelines and procedures that enable the business to improve productivity within the daily
work culture, minimize resource misuse, and boost transparency. The majority of sizable

businesses have already begun adhering to corporate governance's high standards.”’

Most of the large companies have already started following the quality protocols of
Corporate Governance. SEBI has time and again constructed various committees headed
by industry leaders who have expressed their view points on the topic.

4.5 STARTUP SUCCESS WITH SCALING GROWTH AND EXIT
STRATEGIES

The initial step in grasping startup governance involves acknowledging that while "startup™
is a commonly used term and these entities hold significant economic significance, there
isn't a legal category specifically for them. This section commences with establishing
definitions and proceeds to outline the distinctive blend of business and financial
characteristics found in innovative venture-backed startups. These features give rise to

various recurring governance challenges at their core.
4.5.1 Establishing Legal Frameworks and Definitions

Surprisingly, the law offers minimal formal definition or governance mandates for startups.

Federal securities regulations distinguish between "public™ and "private” corporations. A

176 Chen, J. (2023c, October 31). Corporate Governance: Definition, Principles, Models, and Examples.
Investopedia. https://www.investopedia.com/terms/c/corporategovernance.asp.

177 Sampaio, N., & Sampaio, N. (2024, May 28). The Ultimate Guide to Corporate Governance. IMD Business
School for Management and Leadership Courses. https://www.imd.org/reflections/what-is-corporate-
governance-the-ultimate-guide.
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company achieves "public” status through a public offering of securities, listing on a
national exchange, or meeting specific asset and shareholder criteria.'’”® Once public, a
company must adhere to various governance regulations outlined in federal statutes and
exchange rules, including requirements such as a majority of independent directors on the

board and shareholder votes on executive compensation.

If a company doesn't follow the established paths to becoming public, it remains "private."
Some private firms are termed "closely held," resembling partnership-like businesses with
close familial or personal ties. The American IRS defines a closely held corporation as one

where more than half of the outstanding stock is owned by five or fewer individuals.

Common usage often refers to startups by their own designation or the broader term
"private,” rather than "closely held," implying distinct characteristics. Startups are typically
initiated by entrepreneurs and funded externally, aiming to develop innovative products or
services, achieve rapid growth, and eventually exit through acquisition or IPO.1"® Unlike
traditional closely held firms, startups are seen as transient entities, aiming to be acquired
or go public. As they progress beyond the initial seed stage, startups attract more
shareholders through capital raises from investor syndicates, including venture capitalists,
and grant restricted stock and options to employees.

While startups share similarities with closely held corporations in having non-publicly
traded stock, they diverge in the presence of external demand for high-growth assets and
the potential for partial liquidity events. ®This article focuses on these innovative,
venture-backed startups and their unique governance aspects. Legally, startups are
considered part of the broader realm of private companies, subject to general corporate law

principles but otherwise having the freedom to structure their operations privately.

178 The Legal Model: Understanding Legal Frameworks and Principles | Quantumsoftech Blog. (2022, August
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Therefore, it's the nature of the startup business and its lifecycle that predominantly

influence governance arrangements and conflicts.
452 TWO ASPECTS OF THE STARTUP LIFECYCLE

Startups undergo predictable transformations along two key dimensions that significantly
impact their governance. Firstly, the nature of the startup business evolves as it moves
through various stages of maturity. Secondly, the complexity of the capital structure
escalates as the company raises additional rounds of financing necessary for its
development and expansion. These two dimensions form the foundation of the startup
governance framework presented in this chapter.

4.5.2.1 The Nature of the Business

While individual companies may experience ups and downs, twists and turns, within the
broader context of startups, there are identifiable and anticipated patterns. Startups are
notorious for their high failure rates. However, those that thrive usually progress through
established business stages.

In their early stages, startups are deeply entrepreneurial, prioritizing innovation and
technology. Typically, they are established or co-founded by entrepreneurs with an
inventive idea, technological concept, or discovery, coupled with a drive to pursue
commercial development.!® For instance, Larry Page and Sergey Brin initiated their
venture in their Stanford dormitories, creating an internet search engine that eventually
became Google. Similarly, the "two Steves" - Jobs and Wozniak - began by developing a
computer circuit board, the Apple I, and kick-started production by selling Jobs' VW
microbus and Wozniak's calculator. Companies launched to replicate existing business
models with known products or services are considered replicative and not typically
categorized as startups. By their essence, startups are focused on innovation - "introducing

something new to the market."

181 Rjani, A. (2021, November 26). The Key To Prioritizing Successfully In The Early Startup Stages. Forbes.
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The primary question in the early stages is can we create a product or service that meets
market demand? This challenge typically involves both technological and operational
aspects, as founders grapple with engineering or scientific hurdles in developing innovative
technology while also seeking funding to support this endeavor. ¥2Most founders lack the
necessary funds to bring an innovative product or service to market, and the business may
remain unprofitable for extended periods. Therefore, founders often seek financial support
from friends, family, angel investors, and venture capitalists (VCs) to finance the initial
and most uncertain stages of the startup. Once a round of financing is secured, the
company's board, which is usually established at this point, enters a highly managerial
phase, providing assistance with connections, resources, strategy, and expertise to aid the

company in launching its innovative product or service to the market.

In the subsequent stages, startups typically shift their focus towards refining product
development to generate revenues and achieve rapid growth. The central question in this
midstage phase is: Can we efficiently scale the production, distribution, and sale of our
innovative product or service? This question is often intertwined with the critical goal of
generating revenues or attaining profitability within a significant market opportunity.
Achieving large exits ultimately requires startups to demonstrate scalability.

Venture capital firms that invest in startups operate on a model that relies on a few "home
runs"” in their portfolio to drive substantial returns. For instance, Sequoia Capital's $60
million investment in WhatsApp, which was later acquired by Facebook for $16 billion,

yielded a return of fifty times its initial investment.8

As a startup progresses into its late stage, its focus typically shifts towards managing
a more intricate organization and seeking an exit strategy to provide liquidity for equity
stakeholders. By this stage, the company has successfully developed an innovative product
or service, acquired customers, and generated sales. The nature of its operations may have
become more complex, potentially involving global expansion, new market opportunities,

increased competition, and ongoing challenges related to cash flow and growth.

182 MindTools | Home. (n.d.). https://www.mindtools.com/ac1flzt/the-product-life-cycle.
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184Founders who have not adapted to these evolving needs may no longer hold top
executive positions within the company. For example, Martin Eberhard, the founder of

Tesla, was replaced by Elon Musk, a major investor and chairperson of the board.

At the late stage, the number of participants in the company has likely grown significantly,
and the needs of various stakeholders may have evolved. While some early employees may
have departed, others have stayed and fully vested their stock options, creating pressure
for an opportunity to sell. Different types of investors may have participated in funding the
company, with venture capitalists (VCs) being the most common large investors'®. VCs
typically require startups to find a liquidity event to return cash to their own investors and
generate profits. VC firms typically raise capital from passive limited partners, organized
in funds with ten-year terms. The success of VCs in generating returns not only impacts
the liquidity within a particular fund's term but also influences their reputation and ongoing
operations. As one partner described it, VCs are the "entrepreneurs behind the

entrepreneurs."

In summary, a mature startup faces complex business challenges and increasing pressure
to either sell the company or go public. Therefore, the key issues may range from specific
strategic needs such as addressing competition or improving financial metrics, but they
ultimately revolve around one crucial question: Can we find a suitable exit? Naturally, the
startup aims for success by not only finding an exit but also ensuring that it is lucrative for

its stakeholders and meets their approval.
4.5.2.2 The Complexity of the Capital Structure

The nature of the startup business shapes the forms and structure of entrepreneurial finance,
which, in turn, lays the groundwork for governance. At the outset, entrepreneurs typically
allocate the entire ownership stake by issuing initial common equity to themselves as
founders' stock. Founders often acquire this stock for a nominal amount because the

company has limited assets and operations at the time of inception. *®Moreover, the stock

184 Larsen, M. M., Birkinshaw, J., Zhou, Y. M., & Benito, G. R. G. (2023). Complexity and multinationals. Global
Strategy Journal, 13(3), 535-551. https://doi.org/10.1002/gsj.1493.
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may include a company repurchase right that gradually expires over time. Regarding initial
funding, founders commonly "bootstrap™ the business by using their own funds, as well as
contributions from family and friends, to finance early development efforts and operations.
Research indicates that in seventy-seven percent of founding teams, at least one founder
contributes seed capital in the startup's early stages. However, high-potential innovative
startups often require significantly more capital than founders can self-fund or obtain from
personal connections, leading them to seek alternative funding sources. Traditional banks
typically do not lend to startups, especially in their nascent stages, due to factors such as
their lack of established track records, negative cash flow, absence of tangible assets, and
high failure rates. Therefore, startups typically turn to two types of investors specialized in

financing their ventures: angel investors and venture capitalists (VCs).

Angel investors often serve as the initial source of external funding, comprising affluent
individuals, often with successful entrepreneurial backgrounds, who invest their personal
capital in early-stage companies. Angels tend to rely on informal relationship-driven
approaches for screening and monitoring investments, or they may pool their investments
and efforts through regional angel groups. ¥’They play a crucial role in bridging the
funding gap in a startup's early stages, often providing funding earlier and in smaller
amounts than VCs due to the size of their investment funds and associated costs. Angels
typically receive common stock for their investments or utilize convertible notes or similar
debt instruments, allowing for deferred equity investments with minimal transaction

expenses.

Therefore, in the initial phase of a startup, when its primary focus is on innovation, its
capital structure tends to be straightforward: founders, family, friends, and angel investors
provide basic debt or equity. Additionally, startups typically implement a stock option plan
and set aside a pool of options to offer employees an ownership stake based on performance
incentives.'8 Stock options have become standard for startup employees due to financial

187 Ganti, A. (2023, September 29). Angel Investor: Definition and How It Works. Investopedia.
https://www.investopedia.com/terms/a/angelinvestor.asp.

188  Startup stages: What they are and how they’re funded | Stripe. (June 22, 2024).
https://stripe.com/in/resources/more/what-are-the-stages-of-a-startup.

135




constraints limiting high salaries, the potential for options to motivate employees, and the

uncertainty that accompanies joining a startup.

As startups continue to grow and require additional capital for expansion, many turn to
venture capital (VC) investors. VCs are professional investors, acting as general partners
of funds structured as limited partnerships, which invest capital from passive limited
partners such as pension funds, endowments, foundations, banks, insurance companies,
and others seeking exposure to high-growth alternative assets. 18°The VC, as the general
partner, oversees investments in a portfolio of startup companies. Typically, VC funds have
fixed terms, usually around ten years, and VVCs earn income through an annual management
fee and carried interest, which entitles them to a percentage of profits generated from the

portfolio's investments.

Extensive research explores the challenges VCs encounter, which include significant
uncertainty coupled with incomplete contractual issues, information asymmetry, and
agency costs. Especially during the early stages, a startup's success is highly uncertain,
with numerous potential pitfalls that could lead to failure, but also the possibility of
extraordinary returns. Contracts between VCs and entrepreneurs are inevitably incomplete
due to limited rationality and the inability to anticipate and address all potential scenarios
and outcomes. '*°Moreover, "some information is accessible only to one party (the
entrepreneur), who cannot credibly communicate it to others (information asymmetry),"
and "the parties cannot regulate post-financing behavior through contracts because the
behavior itself or future events cannot be verified by third-party arbitrators (agency

issues)."

To address these fundamental challenges, venture capitalists (VCs) employ various
strategies to screen, monitor, and manage their investments in startups. They utilize staged

financing, which allows for incremental transfer of control and the possibility of
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withdrawal if the company encounters difficulties. ®*VCs negotiate for convertible
preferred stock, which grants them voting rights, liquidation preferences, and other
protective provisions. They also secure designated board seats to access information,
monitor progress, and exert influence or control. Additionally, VCs establish covenants to

mitigate certain adverse outcomes and secure specific exit rights.

Consequently, it is common for startups to undergo successive rounds of issuing
convertible preferred stock with varying protective terms and designated board seats.
Unlike public companies, which typically have a single class of common equity, startups
frequently issue new equity classes every twelve to twenty-four months to raise capital for
expansion. Each financing round differs in terms of participants and contract provisions
associated with the new equity class (e.g., valuation, liquidation preferences, exit rights).
Moreover, each financing round often brings changes to the company's governance
structure, including alterations in the size and composition of the board.

As the company secures additional capital, the ownership percentage of founders and early
investors in the company diminishes due to dilution. According to the National Venture
Capital Association, using data from Capshare, the capital structure "evolves in fairly
predictable ways as the company grows."2%? Specifically, "employee ownership declines
from 100% at inception to approximately 70% in the seed round and stabilizes around 38%
by Series C financings. Employee ownership (and consequently, investor ownership)

follows such a predictable pattern that it closely aligns with a logarithmic trend line."

Throughout its lifecycle, a venture-backed startup undergoes a progressively intricate
capital structure. This structure encompasses not only founders and employees but also a
variety of shareholders with differing valuations, cash flow, and control rights. Take, for
instance, Square Inc., a payment-technology company during its startup phase. Square
raised $150 million by issuing 9.7 million Series E Preferred Shares to a diverse group of
investors at $15.46 per share. These shares had the potential to convert to common shares

if the company succeeded and the holders opted for participation in the upside. However,

191 Gompers, P. (2021, September 17). How Venture Capitalists Make Decisions. Harvard Business Review.
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they also included downside protections, ensuring that Series E investors would receive at
least $15.46 per share in a liquidation or acquisition, and at least $18.56 per share in an
IPO, with precedence over all other shareholders. The issuance of Series E shares followed
several other classes of equity (common, Series A, B-1, B-2, C, and D Preferred Shares),

each carrying distinct cash flow, liquidation, control, and voting rights.**3

In addition to the traditional venture-backed structure, late-stage startups have seen the
involvement of various types of investors such as mutual funds, pension funds, hedge
funds, corporate investors, and sovereign wealth funds. Historically, startups typically
gained access to these investors only after going public on a national stock exchange.
However, due to a combination of factors, including a significant influx of available private
capital, startups are now staying private longer on average and securing larger late-stage
funding rounds from this more diverse pool of investors. Late-stage investment rounds
often come with various protective terms, including IPO veto rights or ratchets that can
dilute other shareholders, thereby contributing to the already complex financial structures

of VC-backed companies.

A recent study of 116 unicorn companies found that the average unicorn has eight share
classes, with many having a diverse mix of equity holders including founders, employees,
VC funds, mutual funds, sovereign wealth funds, corporate investors, and others. Another
emerging trend is for startups to utilize proceeds from a fundraising round to repurchase
stock or facilitate third-party buyers such as large institutional investors through secondary
tender offers. While these transactions allow certain shareholders to sell some of their
holdings and attract new investors, they do not provide complete liquidity or entail a
fundamental change, thereby maintaining the company's private, venture-backed status
until an exit event occurs. As the next section illustrates, these companies can reach a size
and level of governance complexity that challenges the continued use of the term "startup”
to describe them, although they still exhibit distinctive differences from traditional closely

held corporations and public corporations.
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4.6 TAILORING CORPORATE GOVERNANCE TO A STARTUP'S
LIFECYCLE: A STAGE-BY-STAGE APPROACH

While the core principles of good corporate governance remain constant, the specific
measures and practices a startup needs to implement will vary significantly depending on
its stage of development. Here's a breakdown of the key corporate governance focus areas

for startups at different stages:
4.6.1 lIdeation Stage

This is the embryonic stage where the initial spark of an idea ignites. Founders come
together, brainstorm concepts, and conduct market research to assess the viability of their
vision. During this critical phase, the focus of corporate governance should be on

establishing a strong foundation.%

Foundational agreements are crucial for startup success, as a clear understanding among
the founders is paramount. This includes defining each founder's expectations, such as their
long-term goals for the company. It also involves clarifying roles and responsibilities to
determine who oversees which aspects of the business, and specifying contributions,
outlining what resources (monetary, intellectual property) each founder brings to the table.
Equity and vesting are another critical component, formalizing ownership by determining
the initial equity split among founders and establishing a vesting schedule for their shares.
This approach clarifies long-term commitment and incentivizes founders to build the

company for the long haul.

Despite being a potentially uncomfortable topic at this early stage, exit strategy planning
is essential. By outlining potential exit scenarios (such as acquisition or IPO) and the
process for founders to leave the company, future conflicts can be prevented. Intellectual

property (IP) ownership must also be clearly defined. It is important to specify who owns

194
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the IP (ideas, inventions) generated during the ideation stage to protect the founders' work

and avoid future ownership disputes.%

Lastly, while a formal board of directors might not be necessary at this stage, founders
should consider the composition of management and potentially forming an advisory
board. This board can include experienced individuals who can provide valuable guidance

and mentorship.
4.6.2 Early-Stage Development

With a validated concept and initial funding secured, the startup enters the development
phase. The focus shifts towards building a minimum viable product (MVP), assembling a
core team, and establishing initial operations.*®® The corporate governance focus areas
evolve to the Formalization of roles and responsibilities becomes essential as the team
grows. Clearly defining roles and responsibilities for each member prevents confusion,
fosters accountability, and ensures efficient operations. Financial management is another
key area, requiring the implementation of basic financial reporting practices. These
practices help track expenses, manage cash flow, and demonstrate financial accountability
to potential investors. Risk management is also critical. Identifying and mitigating potential
risks associated with product development, market entry, and financial stability is
necessary to safeguard the company's future and ensure steady growth.

4.6.3 Growth and Expansion Stages

The startup gains traction, secures additional funding, and starts scaling its operations. This
necessitates a more robust corporate governance framework. Key focus areas include

forming a formal board of directors with a diverse range of expertise is essential. This
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board should include seasoned industry professionals, investors, or advisors who can

provide strategic guidance and oversight, bringing valuable experience to the table.’

Ensuring compliance with relevant regulations and legal requirements becomes
increasingly important as the company expands its operations and potentially enters new
markets. This step helps the company avoid legal issues and maintain a good reputation.
Implementing robust internal controls is crucial to safeguard assets, prevent fraud, and
ensure the accuracy of financial reporting. This fosters trust among investors and other
stakeholders.

Establishing clear communication channels with all stakeholders, including investors,
employees, and customers, is also vital. Regular updates on the company's progress,

financial performance, and future plans help maintain transparency and build trust®,
4.6.4 Maturity of Startup

The startup is now a well-established player in its industry. With a larger workforce and
potentially a global presence, the focus of corporate governance shifts towards maintaining
a strong governance culture and adapting to evolving regulations. Key considerations
include Building a strong governance culture and adapting to evolving regulations are key
considerations. Integrating environmental, social, and governance (ESG) considerations
into the company's strategy and operations demonstrates responsible business practices and
attracts socially conscious investors. Developing a well-defined succession plan is essential
to ensure a smooth transition in leadership if a founder decides to step down. This planning

helps maintain stability and continuity within the company.

By adopting a stage-specific approach to corporate governance, startups can ensure they
have the right framework in place to navigate each phase of their growth journey. This
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allows them to maintain agility and innovation while mitigating risks, attracting investors,

and building a sustainable foundation for long-term success.!%

4.7 A FRAMEWORK OF STARTUP GOVERNANCE

Startups exhibit distinctive characteristics and confront unique challenges stemming from
both the nature of their operations and the intricacy of their financial structures. However,
prevailing models of corporate governance have not fully grasped the nuanced dynamics

inherent in startups.

One predominant model that has dominated discussions of corporate law and governance
is the concept of agency costs. Originating from a seminal paper by Michael Jensen and
William Meckling, the agency problem arises when a party, known as the "principal,” relies
on actions taken by another party, the "agent," which may impact the principal's welfare.
In the realm of corporate governance, shareholders are typically cast as the principals,
while managers assume the role of agents. 2°°Agency costs emerge within a corporation
due to the separation of equity ownership and managerial control, where managers may
prioritize their personal agendas or engage in shirking behavior to the detriment of
shareholder interests. Jensen and Meckling identified three types of agency costs inherent
in the principal-agent relationship: monitoring costs incurred by principals in supervising
agents, bonding costs aimed at aligning agents' interests with those of principals, and
residual losses that cannot be mitigated. This concept of reducing shareholder-manager

agency costs has permeated much of corporate law scholarship.

Despite its widespread influence, Jensen and Meckling's framework did not delve into the
variations among corporations. They portrayed the corporation solely in vertical,
hierarchical terms and amalgamated the roles of the board and executives into a single

managerial agent, thereby obscuring conflicts within management. Moreover, they
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assumed that outside shareholders possess uniform interests, neglecting the diversity of

shareholder objectives and preferences.?*

Two significant scholarly contributions have emerged to challenge and refine the agency
cost model, bringing it closer to capturing the dynamics of startups. Firstly, Margaret Blair
and Lynn Stout's renowned team production model introduced the crucial concept that
stakeholder interests often clash and are resolved within the corporate structure.?%? While
initially framed for public corporations with independent boards, their model
conceptualized the corporation as a "team" comprising shareholders, managers, and rank-
and-file employees. They emphasized the pivotal role of the board in coordinating

corporate activities and mediating conflicts among team

4.7.1 CORPORATE GOVERNANCE IN THE SEED AND EARLY STAGES:
BUILDING A STRONG FOUNDATION

The seed and early stages are a crucial period for a startup. Here, the focus shifts from the
initial spark of an idea to building a minimum viable product (MVP), securing funding,
and establishing a core team. A well-defined corporate governance framework during this

time lays the groundwork for future success.

Maintaining Legal Compliance is crucial for a Successful Startup. Ensure the company is
in good legal standing by fulfilling tax obligations and obtaining necessary permits,
licenses, and regulatory approvals. This demonstrates a commitment to responsible

business practices and avoids potential legal hurdles down the line.?%

Develop an employee handbook that outlines company policies, expectations, and benefits.
This promotes transparency and fair treatment within the team. Define key roles and
establish performance metrics. This fosters accountability and helps employees understand

how their contributions impact the company's goals. Introduce employee reward and
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benefit schemes to attract and retain top talent. A motivated and engaged workforce is

crucial for driving innovation and growth.

When the Startup builds strong customer relationships it follows the path of a
Successful Venture. Implementation of standard service agreements that clearly define
the company's obligations, responsibilities, and liabilities to its customers. This protects

both parties and builds trust with your customer base?%.

Implementation of formal investment documentation, including confidentiality
agreements, subscription agreements, and other relevant documents depending on the
nature of the investment equity, debt, etc. This ensures clarity in funding terms and protects
the interests of both the startup and the investors. Clearly define the board composition,
powers, and responsibilities. This should consider contractual obligations with investors
and the company's articles of association. A well-functioning board provides valuable
guidance and oversight, helping the company navigate critical decisions.

Establishing Financial Accountability in the Startups makes the way for better investment
that paves for a Startup’s Success. Implement basic financial controls and auditing
procedures. This ensures the accuracy of financial reporting, prevents fraud, and
demonstrates accountability to investors. Transparency in financial matters is essential for

building trust and attracting future funding.

By focusing on these key corporate governance practices in the seed and early stages,
startups can create a solid foundation for sustainable growth. This fosters investor
confidence, attracts and retains talent, and positions the company for long-term success.
It's important to remember that effective corporate governance is not a static process. As
the startup grows and evolves, its governance framework should adapt to meet the

challenges and opportunities of each new phase.
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4.7.2 Navigating Growth and Expansion for Startups: A Robust Governance

Framework

As a startup enters the growth and expansion stage, it encounters a new set of challenges
and opportunities. New markets beckon, product lines diversify, and the organization
undergoes significant changes. A well-honed corporate governance framework becomes
even more critical during this period, allowing the company to scale effectively while

maintaining focus and control.

Strengthening the Board develops a board charter that clearly defines the board's
responsibilities, roles, and meeting procedures. This ensures the board functions efficiently
and effectively. Assemble a diverse board of directors with a complementary mix of
executive (internal) and non-executive (external) members. Executive directors bring deep
operational knowledge of the company, while non-executive directors provide independent
and objective perspectives. Aim for board members with the necessary qualifications,
expertise, experience, and networks to provide strategic guidance and leadership. This

ensures the board can effectively navigate the company towards achieving its goals.?%®

It is crucial to map out and represent if the Starup have a Clear Subsidiary Governance. If
the company establishes holding companies or subsidiaries, clearly map out the
relationships and governance structures between them. This ensures transparency and

accountability across all entities within the organization.?%

Proactively cultivating strong relationships with shareholders and investors. This involves
regular communication, keeping them updated on the company's progress, financial
performance, and future plans. Open and transparent communication builds trust and

confidence in the company's leadership.

Startups should clearly define the company's risk appetite — the level of risk it's willing to

tolerate in pursuit of its goals. Implement a comprehensive risk management framework to

205 Sjx tips for improving your board charter. (5 May 2024).
https://www.effectivegovernance.com.au/page/knowledge-centre/news-articles/6-tips-for-improving-
your-board-charter.

206 Sybsidiary management explained: What it is & how to get it right. (8 May, 2024.).
https://www.diligent.com/resources/blog/subsidiary-management.
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identify, assess, and mitigate potential risks that could threaten the company's growth and
profitability. Develop a detailed audit plan that outlines the scope and frequency of
financial audits. This ensures the accuracy of financial reporting and protects the company

from financial irregularities®®’.

Startup should prepare a Succession Plan for the Future, a developed and well-defined
succession plan that outlines the process for identifying and grooming potential
replacements for key leadership positions. This ensures a smooth transition in leadership
and minimizes disruption if a founder or key personnel decides to leave the company.

By focusing on these areas, startups navigating the growth and expansion stage can
establish a robust corporate governance framework. This allows them to optimize
operations, manage risk effectively, maintain investor confidence, and position the
company for long-term success. Remember, corporate governance is a continuous process

that needs to be reviewed and adapted as the company evolves.

CONCLUSION

This Chapter has delved into the intricate dynamics of corporate governance within the
Indian startup ecosystem, highlighting both the challenges and opportunities that exist. The
analysis confirms that while startups face significant hurdles in implementing effective
governance frameworks, the potential benefits far outweigh these difficulties. Key
challenges identified include navigating a complex regulatory landscape, dealing with
resource constraints, and overcoming cultural barriers that prioritize rapid growth over

structured governance.

The chapter concludes that implementing effective corporate governance frameworks in
Indian startups is both challenging and opportunistic. The primary challenges include
regulatory compliance, resource constraints, and balancing flexibility with control.
However, startups that successfully navigate these challenges can leverage corporate
governance to enhance investor trust, improve stakeholder confidence, and achieve

sustainable growth. Startups that adopt flexible and tailored governance models indeed

207 Team, W. (2024, April 22). How to build a robust risk management framework. Blog Wrike.
https://www.wrike.com/blog/risk-management-framework/.
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experience higher investor trust and stakeholder confidence. This adoption leads to better
access to capital and helps mitigate risks, ensuring sustainable growth. The chapter's
analysis found that tailored governance frameworks are crucial for startups to thrive in a

competitive environment.

The regulatory complexity in India, characterized by a multitude of overlapping and
sometimes conflicting regulations, poses a significant barrier to startups. Complying with
these regulations requires substantial administrative effort and financial resources, which
can strain the limited budgets of early-stage companies. Furthermore, many startups
operate with constrained financial and human resources, making it challenging to invest in
comprehensive governance frameworks. The cost of hiring skilled professionals and
implementing necessary systems can be prohibitive, diverting funds from core business

activities.

Cultural factors also play a crucial role in hindering the adoption of structured governance
practices. The entrepreneurial culture in India often emphasizes speed and flexibility,
valuing rapid scaling and innovation over formal governance models. This cultural
predisposition can lead to resistance against implementing structured governance
frameworks, which require time and resources to develop. However, the chapter also
highlights the substantial benefits that effective governance can offer, outweighing these

challenges.

The opportunities associated with robust governance practices are considerable. Enhanced
investor trust, improved access to capital, and sustainable growth are among the primary
advantages that startups can achieve through effective governance. Startups that adopt
transparent and accountable governance practices are more likely to gain the trust of
investors, which can lead to increased funding opportunities. Effective governance makes
startups more attractive to both domestic and international investors, facilitating better
access to capital. Tailored governance models enable startups to manage risks more
effectively and promote long-term sustainability. By establishing clear decision-making
processes and accountability structures, startups can navigate challenges and capitalize on

opportunities, fostering sustainable growth.
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In conclusion, this chapter reaffirms that effective corporate governance is not merely a
regulatory requirement but a strategic asset for Indian startups. It plays a crucial role in
building credibility, attracting investment, and ensuring sustainable growth. The findings
indicate that while the challenges of implementing corporate governance in Indian startups
are significant, the opportunities presented by effective governance practices are
considerable. The benefits of adopting robust governance frameworks far outweigh the
initial challenges, making it a worthwhile investment for startups aiming for long-term
success. Startups that embrace tailored and flexible governance models are better
positioned to overcome challenges, manage risks, and thrive in the competitive and
dynamic startup ecosystem. The insights and evidence presented in this chapter provide a
compelling case for the importance of robust corporate governance in fostering the growth

and sustainability of Indian startups.
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CHAPTER 5
CONCLUSION

The findings of this research provide a comprehensive overview of the current state of
corporate governance in Indian startups and the various factors influencing its
implementation. First and foremost, the regulatory landscape in India presents a significant
challenge for startups. The complex and often overlapping regulations create a heavy
administrative burden, requiring substantial effort and financial resources to ensure
compliance. This complexity can be particularly daunting for early-stage companies that
are still finding their footing in the market.

Additionally, resource constraints are a major barrier for startups when it comes to
implementing effective governance frameworks. Many startups operate with limited
financial and human resources, making it difficult to invest in the necessary systems and
skilled professionals required for robust governance. The high cost associated with these
investments can divert crucial funds away from core business activities, hampering growth
and innovation.

Cultural factors also play a significant role in the governance landscape of Indian startups.
The entrepreneurial culture in India often prioritizes rapid growth and innovation over
formal governance models. This mindset can lead to resistance against adopting structured
governance practices, even though these practices are essential for long-term success. The
emphasis on quick results and flexibility can sometimes overshadow the need for stability
and accountability that robust governance frameworks provide.

Despite these challenges, the research highlights the numerous benefits that startups can
gain from implementing effective corporate governance. Startups that succeed in
establishing robust governance frameworks tend to experience enhanced investor trust,
improved access to capital, and greater stakeholder confidence. These startups are more
likely to attract funding and achieve sustainable growth, as investors and stakeholders
perceive them as more reliable and well-managed.

Another significant finding is the importance of tailored and flexible governance models.
Startups operate in dynamic environments where one-size-fits-all governance solutions are

often impractical. Flexible governance models that can adapt to the changing needs and
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stages of a startup's lifecycle are crucial for managing risks and capitalizing on
opportunities. Such models help startups establish clear decision-making processes and

accountability structures, fostering long-term sustainability and resilience.

Evolution of Corporate Governance in the Indian Startup Ecosystem

The evolution of corporate governance and startup ecosystems has been marked by
significant technological advancements, regulatory reforms, and cultural shifts. The
historical perspective examined in this chapter highlights how the foundations of corporate
governance in India, rooted in ancient practices and colonial influences, have evolved to
address contemporary challenges. From the establishment of early corporate governance
principles inspired by Chanakya's teachings to the regulatory frameworks of the British
colonial period, India's journey has been one of continuous adaptation and reform.

The critical role of various stakeholders, including governments, investors, and
entrepreneurs, in shaping the corporate governance landscape. The post-independence era,
marked by the enactment of the Companies Act 2013, represents a significant milestone in
promoting transparency, accountability, and investor protection. The rise of the startup
ecosystem in the 21st century further emphasizes the need for robust governance practices
to foster innovation and sustainable growth.

Overall, this historical analysis sets the stage for a deeper exploration of the complexities
of corporate governance within the Indian startup ecosystem. It provides a foundation for
understanding how startups can navigate these complexities by adopting effective
governance practices that balance the need for innovation with the imperative of
responsible business conduct. The critical importance of effective corporate governance in
fostering innovation, economic growth, and societal transformation. As the startup
landscape continues to evolve, the integration of good governance practices will be

essential for sustaining long-term success and addressing emerging challenges.

Significance for Startup Dynamics
The struggle startups face in adopting traditional governance models, which can hinder
their agility and decision-making, leading to poor governance practices, reduced

transparency, and diminished investor confidence. Financial limitations pose a substantial
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challenge for startups in developing and maintaining robust governance structures. Limited
Finances restrict startups' ability to invest in necessary governance tools and resources,
such as hiring experienced governance professionals or implementing comprehensive
compliance systems. Consequently, many startups resort to minimalistic governance
practices, which may suffice in the short term but can lead to potential risks in the long
run.

Corporate Governance approaches and innovative solutions that startups adopt enhances
the transparency, accountability, and stakeholder trust. Given the constraints startups often
face, particularly limited financial resources, the implementation of robust corporate
governance structures can be particularly challenging.

Startups are increasingly adopting alternative governance approaches and technology to
enhance transparency and accountability. Flexible Governance Models enhances investor
trust and stakeholder confidence, thereby improving access to capital and supporting
sustainable growth.

Flexible Corporate Governance models helps in enhancing the performance and
sustainability of startups. Traditional governance frameworks, while effective for
established corporations, often prove inadequate for the dynamic and resource-constrained
environment of startups. Startups prioritizing adaptable governance models gain higher
levels of investor trust and stakeholder confidence, which are crucial for accessing capital
and mitigating risks associated with sustainable growth.

Growth and Sustainability of Startups

While startups face significant hurdles in implementing effective governance frameworks,
the potential benefits far outweigh these difficulties. Key challenges include navigating a
complex regulatory landscape, dealing with resource constraints, and overcoming cultural
barriers that prioritize rapid growth over structured governance. Implementing effective
Corporate Governance frameworks in Indian startups is both challenging and
opportunistic. The primary challenges include regulatory compliance, resource constraints,
and balancing flexibility with control. Startups that successfully navigate these challenges
can leverage corporate governance to enhance investor trust, improve stakeholder
confidence, and achieve sustainable growth. Startups that adopt flexible and tailored

governance models indeed experience higher investor trust and stakeholder confidence.
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This adoption leads to better access to capital and helps mitigate risks, ensuring sustainable
growth. The chapter's analysis that tailored governance frameworks are crucial for startups
to thrive in a competitive environment. The regulatory complexity in India, characterized
by a multitude of overlapping and sometimes conflicting regulations, poses a significant
barrier to startups. Complying with these regulations requires substantial administrative
effort and financial resources, which can strain the limited budgets of early-stage
companies. Startups operate with constrained financial and human resources, making it
challenging to invest in comprehensive governance frameworks. The cost of hiring skilled
professionals and implementing necessary systems can be prohibitive, diverting funds from
core business activities.

The opportunities associated with robust governance practices are considerable. Enhanced
investor trust, improved access to capital, and sustainable growth are among the primary
advantages that startups can achieve through effective governance. Startups that adopt
transparent and accountable governance practices are more likely to gain the trust of
investors, which can lead to increased funding opportunities. Effective governance makes
startups more attractive to both domestic and international investors, facilitating better
access to capital. Tailored governance models enable startups to manage risks more
effectively and promote long-term sustainability. By establishing clear decision-making
processes and accountability structures, startups can navigate challenges and capitalize on
opportunities, fostering sustainable growth.

Adaptive Startup Governance Strategies

The traditional governance models designed for established corporations often fall short in
addressing the unigue needs and dynamics of startups. However, this does not diminish the
importance or relevance of governance practices in the startup ecosystem; rather, it
underscores the necessity for a tailored approach that aligns with the agile and dynamic
nature of these ventures. Startups must strike a delicate balance between fostering
innovation and maintaining accountability, navigating a path that enables growth while
safeguarding stakeholders' interests.

Despite these challenges, startups exhibit remarkable resilience and ingenuity in devising
novel governance mechanisms suited to their unique contexts. Whether through the

adoption of lean governance practices, the cultivation of a culture of transparency and
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accountability, or the utilization of technology-enabled solutions, startups demonstrate a
capacity for innovation that extends beyond their core business activities. These
adaptations not only enable startups to navigate the complexities of governance more
effectively but also contribute to their long-term sustainability and success.

Corporate governance stands as a linchpin for the prosperity and endurance of startups
within the Indian landscape. The absence of robust corporate governance can yield adverse
consequences, underscoring the indispensable need for steadfast governance practices to
foster sustainable advancement and triumph.

Startup enterprises contend with an array of hurdles, among which corporate governance
obstacles loom prominently. Pioneering the establishment of formal governance
frameworks at an early stage, instituting independent oversight mechanisms, transparently
divulging financial insights, and adeptly managing conflicts of interest emerge as pivotal
imperatives. By confronting and surmounting these challenges head-on, startup entities can
erect a sturdy underpinning for enduring prosperity and accomplishment.

The ramifications of stringent corporate governance extend far beyond mere regulatory
compliance; they usher in a cascade of benefits. They facilitate enhanced access to capital,
fortify risk management endeavors, deepen stakeholder engagement, refine decision-
making paradigms, and fortify compliance with regulatory mandates. Moreover, robust
corporate governance practices furnish avenues for cultivating a culture of integrity,
fortifying brand integrity, magnetizing premier talent, fostering innovation, and fortifying
the startup ecosystem at large. By prioritizing the cultivation of resolute corporate
governance practices, startups can fashion a bedrock for sustained prosperity and
expansion.

Looking ahead, the evolving landscape of corporate governance in startups presents both
opportunities and imperatives for further research and exploration. As the startup
ecosystem continues to evolve and mature, there is a pressing need for empirical studies
that shed light on the effectiveness of various governance models and practices in driving
organizational performance and mitigating risks. Moreover, with the emergence of new
technologies and regulatory frameworks, there exists a fertile ground for interdisciplinary

collaboration and cross-pollination of ideas to shape the future of governance in startups.
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In conclusion, the journey of startups in navigating corporate governance models is a
complex and multifaceted endeavor, marked by both challenges and opportunities for
adaptation and innovation. Throughout this dissertation, we have explored the various
challenges faced by startups in implementing and adhering to corporate governance
principles, as well as the adaptive strategies they employ to overcome these obstacles.
From resource constraints and limited expertise to the tension between flexibility and
accountability, startups encounter a dynamic landscape that demands creative solutions
and agile approaches.

This dissertation delves into the multifaceted aspects of corporate governance within the
Indian startup ecosystem, revealing the significant challenges and opportunities these
entities face. The research underscores the critical importance of effective governance
frameworks for the sustainable growth of startups. Despite the numerous obstacles, such
as regulatory complexities, resource constraints, and cultural barriers, the potential benefits
of robust governance are substantial. Effective corporate governance can significantly
enhance investor trust, boost stakeholder confidence, and ensure long-term sustainability.
The dissertation advocates for tailored and flexible governance models, which are essential
for startups to navigate their unique environments and achieve competitive advantages. In
conclusion, while the journey towards robust corporate governance is fraught with
challenges, the rewards in terms of stability, growth, and investor confidence make it a
worthy pursuit for Indian startups.

In conclusion, the hypothesis that startups prioritizing flexible and tailored
corporate governance models experience higher levels of investor trust and stakeholder
confidence is supported by the research findings. These startups are better positioned to
access capital, mitigate potential risks, and achieve sustainable growth. The study
contributes to the broader understanding of corporate governance dynamics within the
startup ecosystem and underscores the importance of developing governance frameworks
that are adaptable, resource-efficient, and aligned with the unique challenges faced by

startups.
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Streamlined, Flexible Governance for Startups
To address the challenges identified in the findings, several recommendations are proposed
to enhance corporate governance practices in Indian startups. Firstly, there is a pressing
need to simplify regulatory compliance processes. Regulatory bodies should consider
streamlining and harmonizing regulations to reduce the administrative burden on startups.
Simplified compliance procedures can help startups focus more on their core business
activities while still adhering to necessary regulatory standards.
Startups themselves need to prioritize resource allocation for governance. This includes
investing in skilled professionals who can oversee governance frameworks and
implementing systems that support effective governance practices. By allocating resources
to these areas, startups can build a strong foundation that enhances investor confidence and
facilitates access to funding.
Promoting a cultural shift within the startup community towards valuing structured
governance practices is also essential. Educational and awareness programs that highlight
the long-term benefits of robust governance can help change perceptions and encourage
adoption. These programs can demonstrate how effective governance contributes to
stability, accountability, and sustainable growth.
Adopting flexible governance models is another key recommendation. Startups should
design governance frameworks that can evolve with their growth stages. Flexible models
ensure that governance practices remain relevant and effective as the startup scales and
encounters new challenges. This adaptability is crucial for maintaining a balance between
innovation and stability.
Leveraging technology to enhance governance efficiency is also recommended. Digital
tools for compliance tracking, reporting, and stakeholder communication can streamline
governance processes and reduce the manual workload. Technology can provide startups
with the necessary infrastructure to manage governance effectively, even with limited

resources.
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Empowering Startup Governance Excellence
To further support the implementation of effective corporate governance in Indian startups,
several suggestions are proposed. Establishing mentorship programs and support networks
can provide valuable guidance and insights. Experienced mentors can share best practices
and help startups navigate the complexities of governance, tailored to their unique
challenges and needs.
Government initiatives and incentives can also play a crucial role in encouraging startups
to adopt robust governance practices. Offering grants, tax benefits, and recognition
programs can motivate startups to prioritize governance. These initiatives can create a
supportive environment that fosters compliance and enhances overall governance
standards within the ecosystem.
Developing educational programs focused on corporate governance for startup founders
and executives is another valuable suggestion. These programs can bridge knowledge gaps
and promote the adoption of best practices. Integrating governance education into
entrepreneurial training and development initiatives can ensure that governance is viewed
as a critical component of a startup's success strategy.
Public-private partnerships can create a conducive environment for startups to thrive.
Collaboration between the public and private sectors can facilitate access to resources,
expertise, and networks essential for effective governance. Such partnerships can provide
startups with the support they need to implement and sustain robust governance
frameworks.
Lastly, startups should establish continuous improvement mechanisms for their governance
frameworks. Regular feedback loops and assessments can help identify areas for
improvement and ensure that governance practices evolve with the startup's needs.
Continuous improvement fosters a culture of accountability and adaptability, essential for
long-term success.
In conclusion, effective corporate governance is a strategic asset that can significantly
enhance the growth and sustainability of Indian startups. By addressing regulatory
complexities, resource constraints, and cultural barriers, and by adopting flexible
governance models, startups can navigate their unique challenges and capitalize on

opportunities. The recommendations and suggestions provided aim to foster a conducive
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environment for robust corporate governance, ultimately contributing to the long-term

success and resilience of the Indian startup ecosystem.
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