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ABSTRACT 

Adam Smith said “A society whose members pursue self-interest without a 

sense of Justice will eventually collapse. A society whose members pursue 

self-interest checked by their sense of justice alone will survive. A society 

whose members pursue self-interest and the interest of others will flourish”. 

This means that if you look after the society you live in and you look after the 

interest of others that in turn will serve you to enhance your interest. That is 

why corporate social responsibility is important for corporate governance.1 It 

is already known that CSR is based on self-regulatory principles linked to 

internal and external management of the company. On the other hand, the term 

‘corporate governance’ indicates to an idea of company’s governance and 

management issue. So a clear understanding of the concept of corporate 

governance and its nature is a crucial matter in order to point out the relation 

between CSR and CG. We need to look how companies first need to shore up 

their internal governance mechanisms before turning to the outside world to 

display their social concern. The focus here is that unless companies set their 

own house in order, social responsibility cannot be achieved. The need for 

good internal governance first and then practicing CSR as otherwise there 

would be issues of credibility and trust.  

Corporate leaders ought to concentrate first on providing sound governance 

and fair business practices. Then they should look towards practicing CSR. 

The point here is that companies ought to walk the talk where CSR is 

concerned and hence, they must first be internally and externally conscionable. 

This can be actualized by following transparent accounting, regular auditing of 

 
1 T. N. Satheesh Kumar, ‘Corporate Governance: Principles and Practices’, Pearson Education India; 4 edition 

(2011). 
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the company’s procedures and processes, acting in compliance with various 

corporate laws and regulations in force and being proactive to avoid oversight 

over business practices. Point is that organizations must actualize their vision 

for society by following sound business practices which would go a long way 

in ensuring reputational benefits. It is apparent that good corporate governance 

is the first step towards keeping employees, shareholders and other 

stakeholders happy and hence is the first step towards practicing CSR. When 

companies behave with integrity and trust they engender confidence among the 

stakeholders which translates into socially responsible business practices.  
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Introduction  

While increasing shareholder value remains a top priority for all businesses, the ideas of 

corporate governance and corporate social responsibility are becoming increasingly important 

in achieving that aim. CG is credited with introducing stringent internal control measures. 

Organizations are encouraged to promote ethics, fairness, transparency, and accountability in 

all of their transactions under the CG mechanism, as well as to continue to generate profits 

while maintaining the highest standards of governance internally. Decisions made by a business 

should also take into account the interests of various stakeholders both inside and outside the 

corporation. As a result, corporations must ensure that their operations benefit external societies 

and communities. This is the starting point for CSR, which refers to the mechanisms that 

organizations use to interact with their external environments, ranging from offering high-

quality products and services to philanthropic initiatives. As a result, it cannot be denied that 

those successful enterprises must combine CG and CSR within their operations. Corporate 

Governance involves not only the internal mechanism but the external mechanism as well. CSR 

as the commitment of organizations to societies and communities they serve. It comes and 

assumes an integral part of external mechanism of Corporate Governance.2  

Good Corporate Governance demands a robust governance framework that may assist in 

developing shareholder trust and ensuring that all stakeholders are treated equitably, the 

presence of effective corporate governance is definitely necessary by a business. A good system 

will safeguard shareholders by ensuring that their investment is recovered in a reasonable, 

suitable, and timely manner, and that management works in the best interests of the company. 

Through the adoption of corporate social responsibility, a firm not only acts for the benefit of 

shareholders, but also for the interests of stakeholders in business processes. CSR activity is 

founded on the legitimacy hypothesis, which confirms that the company continues to work to 

ensure that it has functioned in line with the rules and norms prevailing in the society or 

environment in which it is located, and that its operational activities are considered as 

"legitimate". CSR may help a company's performance by increasing its reputation and 

competitiveness. CSR has a substantial beneficial impact on organization’s financial 

performance when implemented. 

 
2 Prasad K, ‘Corporate Governance’, Prentice Hall India Learning Private Limited; 2 edition (2011). 
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The relationship between good Corporate Governance and CSR with the company’s financial 

performance is interconnected and the effect of good corporate governance and CSR on 

financial performance of the organization is beneficiary outcome. 

Nexus between CSR and Corporate Governance  

Being a good corporate citizen means that companies have to be internally well governed and 

externally responsible. In other words, CSR and corporate governance are two interconnected 

concepts. The implication here is that unless corporate practice good governance they are 

unlikely to have a social conscience and hence the first step towards CSR is through practicing 

the art of effective corporate governance. 

There is an ongoing debate over whether organizations should exist solely for making profits 

or whether it should pay heed to the social and environmental concerns that accompany the 

practice of Corporate Social Responsibility. The conceptualization of CSR was, initially, purely 

in terms of philanthropy or charity. However, the post-liberalization phase has seen a 

fundamental shift from this philanthropy-based model of CSR to a stakeholder- participation 

based model. Furthermore, CSR is gradually getting fused into companies’ Corporate 

Governance practices. Both Corporate Governance and CSR focus on the ethical practices in 

the business and the responsiveness of an organization to its stakeholders and the environment 

in which it operates. Corporate Governance and CSR results into better image of an 

organization and directly affects the performance of an organization 

It is pertinent to mention here that transparency, disclosure, sustainability and ethical behavior 

is central theme in both CSR and Corporate Governance. Further, it is worthwhile to mention 

that CSR is based on the concept of self-governance which is related to external legal and 

regulatory mechanism, whereas Corporate Governance is a widest control mechanism within 

which a company takes it management decisions.  

Similarity in objectives of CSR and Corporate Governance  

Given Friedman’s injunction that the social responsibility of businesses is to make profits, if it 

can be shown that being socially responsible brings in profits, there can be no better business 

case for CSR. 
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• Rebuilding of public trust and confidence by increased transparency in its financial as well 

as     non-financial reporting and thereby increase the shareholder value. 

 • Establish strong brand reputation of the company.  

• Making substantial improvement in its relationship with various stakeholders 

• Contributing to the development of the region and the society around its area of operation 

Corporate Governance    

Corporate governance is concerned with a system of values, ethics, morality, rules, regulations, 

and procedures, among other things. Corporate governance is a structure in which directors are 

entrusted with obligations and responsibilities in regard to the company's operations. The term 

“governance” means control i.e. controlling a company, an organization or a company & 

corporate governance is governing or controlling the corporate bodies i.e. ethics, values, 

principles, morals. For corporate governance to be good the manager needs to meet its 

responsibilities towards its owners (shareholders), creditors, employees, customers, 

government and the society at large. Corporate governance helps in establishing a system where 

a director is showered with duties and responsibilities of the affairs of the company. 

For effective corporate governance, its policies need to be such that the directors of the 

company should not abuse their power and instead should understand their duties and 

responsibilities towards the company and should act in the best interests of the company in the 

broadest sense. The concept of ‘corporate governance’ is not an end; it’s just a beginning 

towards growth of company for long term prosperity. 

History & need of Good Corporate Governance  

Corporate governance concept emerged in India after the second half of 1996 due to economic 

liberalization and deregulation of industry and business. With the changing times, there was 

also need for greater accountability of companies to their shareholders and customers. The 

report of Cadbury Committee on the financial aspects of corporate Governance in the U.K. has 

given rise to the debate of Corporate Governance in India. Need for corporate governance arises 

due to separation of management from the ownership. For success of organizations, it needs to 

concentrate on both economic and social aspect. It needs to be fair with producers, shareholders, 
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customers. It has various responsibilities towards employees, customers, communities and at 

last towards governance and it needs to serve its responsibilities at the best at all aspects. 

20th century witnessed the glossy of Indian Economy due to liberalization, globalization, and 

privatization. Indian economy for the 1st time here was together with world economy for 

product, capital and lab our market and which resulted into world of capitalization, corporate 

culture, business ethics which was found important for the existence of corporation in the world 

market place.Good corporate governance in the changing business environment has emerged 

as powerful tool of competitiveness and sustainability. It is very important at this point and it 

needs corporation for one and all i.e. from CEO of company to the ordinary staff for the 

maximization of the stakeholders’ value and also for maximization of pleasure and 

minimization of pain for the long term business. 

Corporate Governance is nothing more than a set of ideas, innovation, creativity, thinking 

having certain ethics, values, principles etc which gives direction and shape to its people, 

employees and owners of companies and help them to flourish in global market. Indian 

Corporate Bodies having adopted good corporate governance will reach themselves to a 

benchmark for rest of the world; it brings laurels as a way of appreciation. Corporate 

governance lays down ethics, values, and principles, management policies of a corporation 

which are inculcated and brought into practice. The importance of corporate governance lies in 

promoting and maintains integrity, transparency and accountability throughout the 

organization. Several Indian Companies like PepsiCo, Infosys, Tata, Wipro, TCS, and Reliance 

are some of the global giants which have their flag of success flying high in the sky due to good 

corporate governance. 

Role of law in corporate governance3 

Today, even law has a great role to play in successful and growing economy. Government and 

judiciary have enacted several laws and regulations like SEBI, FEMA, Cyber laws, 

Competition laws etc and have brought several amendments and repeal the laws in order that 

they don’t act as barrier for these corporate bodies and developing India. Judiciary has also 

helped in great way by solving the corporate disputes in speedy way. Law can only provide a 

minimum code of conduct for proper regulation of human being or company. Law is made not 

 
3 3. Asish K. Bhattacharyya, ‘Corporate Governance in India: Change and Continuity’, Oxford University Press 

(19 September 2016).87 Journal of Economic and Social Development – Vol 4. No 1., March 2017 
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to stop any act but to ensure that if you do that act, you will face such consequences i.e. good 

for good and bad for bad. Thus, in the same manner, role of law in corporate governance is to 

supplement and not to supplant. It cannot be only way to govern corporate governance but 

instead it provides a minimum code of conduct for good corporate governance. Law provides 

certain ethics to govern one and all so as to have maximum satisfaction and minimum friction. 

It plays a complementary role. Role of law in corporate governance is in Companies Act which 

imposes certain restrictions on Directors so that there is no misrepresentation of documents, 

there is no excessive of power, so that it imposes duty not to make secret profit and make good 

losses due to breach of duty, negligence, etc, duty to act in the best interest of the company. 

Legal Landscape of Corporate Governance 

1. The Companies Act, 2013 consists of law provisions concerning the constitution of the 

board, board processes, board meetings, independent directors, audit committees, 

general meetings, party transactions, disclosure requirements in the financial statements 

and etc. 

2. SEBI Guidelines SEBI is a governing authority having jurisdiction and power over 

listed companies and which issues regulations, rules and guidelines to companies to 

ensure the protection of investors. 

3. Standard Listing Agreement of Stock Exchanges is for those companies whose shares 

are listed on the stock exchanges. 

4. Accounting Standards Issued by the Institute of Chartered Accountants of India (ICAI) 

is an independent body, which issues accounting standards providing guidelines for 

disclosures of financial information. In the new Companies Act, 2013 Section 129 

provides that the financial statements would give a fair view of the state of affairs of the 

companies, following the accounting standards given under Section 133 of the 

Companies Act, 2013. It is further given that the things contained in such financial 

statements should be in compliance with the accounting standards. 

5. Secretarial Standards issued by the Institute of Company Secretaries of India (ICSI) 

ICSI is an independent body, which has secretarial standards in terms of the provisions 

of the new Companies Act. ICSI has issued secretarial standards on “Meetings of the 

Board of Directors” (SS-1) and secretarial standards on “General Meetings” (SS-2). 
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Given secretarial standards have come into force from 1-7-2015. Companies Act, 2013, 

Section 118(10) provides that every company (other than one Person Company) shall 

observe secretarial standards specified as such by the ICSI with respect to general and 

Board meetings. 

Corporate Social responsibility   

CSR Definition as per Companies Act in India, the Ministry of Corporate Affairs, and 

Government of India notified the Section 135 of the Companies Act, 2013 along with 

Companies (Corporate Social Responsibility Policy) Rules, 2014.Moreover, while proposing 

the Corporate Social Responsibility Rules under Section 135 of the Companies Act, 2013, the 

Chairman of the CSR Committee mentioned the Guiding Principle as follows: “CSR is the 

process by which an organization thinks about and evolves its relationships with stakeholders 

for the common good, and demonstrates its commitment in this regard by adoption of 

appropriate business processes and strategies.Social responsibility is not necessary by giving a 

onetime amount as a cheque- book charity as it is called and be done with, but engage with the 

community, engage with the best minds in yours company and use the best of ideas in order to 

benefit the beneficiaries in sustainable ways. It is not the amount of money as organizations 

give the society as that 2%. It is also the way the organizations do for society as their societal 

responsibility is more important than the quantum of charity that is given.  

“By standing their social responsibility and voluntarily taking on commitments which go 

beyond common regulatory and conventional requirements, which they would have to respect 

in any case, companies endeavor to raise the standard of social development, environmental 

protection and respect of fundamental rights and embrace an open governance, reconciling 

interest of various stakeholders in a overall approach of quality and sustainability” definition 

says if organizations  look after the interest voluntarily of things that they are supposed to look 

after even though if it is not governed by the law. 

The chance of the stakeholders believing in them will be higher and that will in turn feed into 

the credibility of the organizations further. Benchmark will be set for social development 

because organizations profit making organization that is very large role to play in any society 

and in any social structure. They are contributing to the development to the society they are 

selling products they are employing people so they are part of social fabric and they set the 

standard for how the environment should be treated and how their employees should be treated. 
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People begin to follow that and more powerful and larger organizations are going more relevant 

it is to the lives of people. The more visible it becomes to people and therefore the responsibility 

of setting such standards increasing for that organization. If we have strictly governed 

organizations then people believes that organizations will be enhanced and if it’s connected to 

CSR and that is where we are going with. It enhance people believes faith in the organization 

and therefore it could bring more profits also and its standards of social developments.   

CSR is the way by which organizations can develop a better working environment for their 

staff and nurture social inclusion into them as well as organizations are strive to provide better 

service for customers and their stakeholders. Organizations are recon that social responsibility 

is the necessary ethical stand in which organizations are accountable for fulfilling their civic 

duty. CSR not only can be impacting the society we live in and create a healthier community. 

It can also be a part of business strategy for success. Organizations can empowered and create 

the right balance between economic growth and the well being of the society and 

environment.CSR is seen as strategic direction for societies with India gradually recognizing 

its importance. There is undeniable growing impact of CSR in the business sector particularly 

in big industrial and service oriented co operations as there look for viable business 

sustainability models. Overall societies have become more ethically aware, and consumers are 

more attracted to business that has a strong commitment to CSR. In fact while doing business 

and guarantying shareholders profits, business needs to consider the bigger necessity of social 

wellbeing and environmental protection 

Legal Landscape of CSR in India   

1. Section 135, Companies Act, 2013: 

The concept of CSR is also embedded in the Companies Act of 2013. Section 135 of the 

Companies Act, 2013 provides for Corporate Social Responsibility. The provision mandates 

Every company having a net worth of rupees five hundred crore or more, or turnover of rupees 

one thousand crore or more or a net profit of rupees five crore or more during any financial 

year shall constitute a Corporate Social Responsibility Committee of the Board consisting of 

three or more directors, out of which at least one director shall be an independent director.  It 

further mandates that the Boards’ report shall disclose the composition of the Corporate Social 

Responsibility Committee. The section further prescribes the duties of the CSR Committee & 

its compliances. 
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2. Schedule VII, Companies Act, 2013: 

Schedule VII of the Companies Act, 2013 gives the whole list of the Activities which may be 

included by companies in their Corporate Social Responsibility Policies are: 

Activities relating to: — 

(i) eradicating extreme hunger and poverty; 

(ii) promotion of education; 

(iii) promoting gender equality and empowering women; 

(iv) reducing child mortality and improving maternal health; 

(v) combating human immunodeficiency virus, acquired immune deficiency syndrome, malaria 

and other diseases; 

(vi) ensuring environmental sustainability; 

(vii) employment enhancing vocational skills; 

(viii) social business projects; 

(ix) contribution to the Prime Minister’s National Relief Fund or any other fund set up by the 

Central Government or the State Governments for socio-economic development and relief and 

funds for the welfare of the Scheduled Castes, the Scheduled Tribes, other backward classes, 

minorities and women and 

(x) such other matters as may be prescribed. 

When the world was shocked by the emergence of the deadly corona virus, the Indian 

government announced that contributions to the Prime Ministers' Citizens' Assistance and 

Relief in Emergency Situations Fund (PM CARES) would count as a recognized CSR activity. 

Contributions to state disaster management authorities to combat Covid-19, spending on Covid-

19-related initiatives like as preventive health care and sanitation, and any ex-gratia granted to 

temporary/casual workers over and above their daily salary were all considered CSR.  
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Corporate governance is a prerequisite to CSR 

Satyam Computers: Here we need to look in other way that organizations first need to shore 

up their internal governance mechanisms before turning to the outside world to display their 

social concern. The focus here is that unless companies set their own house in order, social 

responsibility cannot be achieved. We need not turn farther than the example of Satyam 

Computers (now merged with Tech Mahindra) wherein the company was indeed practicing 

CSR but internally the corporate governance4 structures were so rotten that the scam once it 

came to light was mind boggling. 

This example shows that good corporate governance is a prerequisite to CSR. For instance, the 

various charitable trusts and the 108 Ambulance services that were being sponsored by Satyam 

ran aground once the scandal became known to the public. 

Enron Corporation 

The other example is that of the Enron Corporation which in itself was engaged in dubious 

internal accounting and shady business practices. No wonder that the shareholders and other 

stakeholders who invested in Enron were left flabbergasted with the extent of the corporate 

mis-governance. 

Infosys Computers  

Practicing CSR for external consumption and as a means to look good in the eyes of society 

would amount to nothing if the internal environment of the organization is driven by 

harassment, excessive coercion and intolerance towards diversity 

If we take the example of Infosys that has been witnessing a high turnover of employees in 

recent years because of harsh working conditions, we find that it is the classic example of a 

company that does not practice what it preaches. The sexual harassment case involving its ex-

sales head Phaneesh Murthy is representative of the fact that companies need to be tolerant 

towards diversity internally as well if they are said to be socially responsible. 

Dow Chemicals and Pfizer  

 
4 . Indian Institute of Corporate Affairs, “Corporate Governance’, Taxmann; 2015 edition (2016). 
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These two companies are routinely accused of malfeasance and unethical behavior since they 

have outstanding liabilities as a result of their past actions 

The implications of this are clear. Corporate leaders ought to concentrate first on providing 

sound governance and fair business practices. Then they should look towards practicing CSR. 

The point here is that companies ought to walk the talk where CSR is concerned and hence, 

they must first be internally and externally conscionable.  

Impact of good Corporate Governance5 and CSR on Corporate performance    

Effect of CSR on financial performance 

CSR is able to meet the needs of every stakeholder. Internal stakeholders will be more dedicated 

to contribute to the company and external stakeholders will give a good assessment of the 

company. In addition, consumers will buy more products or services so that the company’s 

financial performance will improve. This is in accordance with the concept of stakeholder 

theory, which assumes that the company must be responsible to various groups in society that 

have influence on the company because the decisions and behavior made will affect the welfare 

of the society. Good relationships between society and a company will create support from the 

society that affects the company’s survival. Such support is reflected in customers who are 

loyal to the company, and employees who work optimally for the benefit of the company so as 

to improve financial performance. 

Effect of Good Corporate Governance6 mechanism on earnings management 

The good Corporate Governance mechanism has significant impact on earnings management. 

The effectiveness of supervisory functions by the board of directors requires high 

independence. As per agency theory, managers view independent directors as being more alert 

to agency problems as independent commissioners are fully dedicated to overseeing 

management’s performance and behavior as it also supports the need for independent directors 

to strengthen their reputations as expert decision makers.  

 
5 . Das S. C., Corporate Governance in India: An evaluation, Taxmann; 2015 edition (2016) 
6 Fernando, ‘Business Ethics and Corporate Governance’, Pearson Education India; 2 edition (2012). 
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The effect of CSR on earnings management 

Companies that engage in CSR activities maintain long-term relationships with investors that 

CSR is an ethical corporate responsibility and CSR practice is highly expected by stakeholders. 

Companies that engage in CSR activities tend to be ethical and have good standards of conduct 

with stakeholders. When a company practices CSR in the context of moral obligation, then the 

company will extend their existing earnings management. 

TOP five Indian Companies with good CSR 

1. Infosys Limited 

The first company that comes to mind as a beacon of good corporate governance7 is the Indian 

IT industry bellwether, Infosys. Indeed, Infosys is one of the companies that has set benchmarks 

for other companies not only in India but all over the world in the way corporate governance 

and social responsibility are handled and projected to the outside world. The point here is that 

companies not only need to walk the talk for CSR but also broadcast their achievements to the 

world at large. 

2. Mahindra & Mahindra Ltd 

No other Indian corporate comes close to Mahindra & Mahindra when it comes to leading the 

charge for climate change action and sustainable business practices. The company spent INR 

93.50 crore on CSR initiatives during the financial year 2018-19. 

3. Tata Chemicals Ltd. 

Although the prescribed CSR for 2019-2020 was 21.39 Crores, the company went on to spend 

37.81 crores on community development projects. Improving the quality of life and fostering 

sustainable and integrated development in the communities where it operates is central to Tata 

Chemicals’ corporate philosophy. Tata Chemicals spends INR 12 crores on CSR annually, and 

wildlife conservation accounts for 30% of the budget of the TCSRD. The spend is distributed 

over the three places the company has operations — Mithapur in Gujarat, Haldia in West 

Bengal and Babrala, Uttar Pradesh. 

 
7 Fernando, ‘Business Ethics and Corporate Governance’, Pearson Education India; 2 edition (2012). 
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4. ITC Ltd 

ITC spent Rs. 326.49 crores on CSR initiatives in 2019-20, surpassing its spend for previous 

years. The conglomerate has active social projects in education, environmental conservation, 

sustainable agriculture, healthcare, digital literacy, sports and culture. 

5. Vedanta Ltd. 

Focusing on its sustainability pillars of zero harm, zero waste, zero discharge, Vedanta has 

generated 1,653 units of renewable energy, while solar power projects are being commissioned 

to produce 22 MW of power. Around 92% of the high-volume low effect wastes such as fly 

ash, slag and jarosite are being recycled. The company is more and more committed to green 

mining.  

Finally, being a good corporate citizen brings its own benefits to the companies. For instance, 

it is common to find leaders from these companies sitting on various boards and advisory 

committees which speak volumes about the high esteem in which they are held. The point here 

is that good corporate behavior is rewarded at some point or the other and hence, companies 

must seek to do well and do the right thing always. While not preaching, some of these 

companies also help other companies in actualizing their visions for society and by being 

transformational change agents as well as catalysts for CSR. 

Conclusion 

Here I would like to conclude that, the approach of companies on the role of business in society 

could be summarized with the following words of Milton Friedman: “there is one and only one 

social responsibility of business to increase its profits” and “Business of business is business”. 

However, it may be worthwhile to mention that the world has moved so far from the aforesaid 

words of Milton Friedman, nowadays Corporate Governance and CSR are integral part of any 

organization. It may be noted that, at present, the provisions of Corporate Governance and CSR 

are mandatory and recommendatory under various provisions discussed hereinabove. Since 

Corporate Governance and CSR is interrelated and complementary to each other. 

Here as the suggestion of my research paper I would say ‘Corporate leaders ought to 

concentrate first on providing sound governance and fair business practices. Then they should 

look towards practicing CSR’. The point here is that companies ought to walk the talk where 
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CSR is concerned and hence, they must first be internally and externally conscionable. This 

can be actualized by following transparent accounting, oversight over business practices and 

regular auditing of the company’s procedures and processes. Only when whistleblowers are 

encouraged and there are mechanisms for grievance redressal can there be good corporate 

governance. And only when there is good corporate governance can there be effective concern 

for society. Hence concept of CSR is deeply embedded in corporate governance and highly 

interdependent.  
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