Nishant Sharma et al. [Subject: Commerce] International Journal of Vol. 3, Issue: 4, April: 2015

Research in Humanities & Social Sciences [I.F. = 0.352] ISSN:(P) 2347-5404 ISSN:(0)2320 771X

Corporate Governance in Indian IT sector

NISHANT SHARMA
Research Scholar,
Department of Commerce
Delhi School of Economics, University of Delhi
Delhi (India)

RUCHITA DANG
Motilal Nehru College, University of Delhi
Delhi (India)

Abstract:

Corporate governance in relation to a company is defined as the various policies adopted by the
Board of Directors or by those who are in real control of companies to govern its matter or to give a
direction to the organization. Corporate governance issues may arise in any type of industry or ant
form of business organization though India has recently seen the biggest corporate scandal ever in the
history of its corporate culture-the demise of Satyam Computers Software Limited. Indian IT sector is
one of the most prominent sectors of the country not only from the point of view of its size &
momentum but also from world prospective The term paper, therefore, gives an insight of as to what
corporate governance is all about with a reference to Indian IT Sector wherein five IT companies are
chosen viz. TCS, HCL, WIPRO, INFOSYS, and TECH-MAHINDRA. A study of these five companies
will help us determine the strength of governance in Indian IT sector.
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1. Introduction

The structure of the paper is as follows, the first section that is the present section talk of the need of
corporate governance in IT sector, methodology employed & a brief literature overview. The second
section gives an insight of Indian IT sector, Chapter three is the core section that takes care of
Corporate Governance in IT sector, and Conclusion & suggestions are entailed in section four
followed by references in section five.

2. Relevance of the study

The present study is a reflection on the biggest corporate failure that India has ever encountered that is
Satyam. With the downfall of Satyam the entire IT sector as a whole came under a mild suspicion as to
the governance practices followed by the companies in the sector. Though, Satyam was a case in its
own kind & various studies was conducted on the scandal no study provides a comprehensive picture
of the entire sector. The present work is a step in that direction.

3. Methodology Employed
The study is based on the information collected from various secondary sources such as articles
published in leading journals, research work done in past, newspapers, websites, books & company
documents available online.

4. Literature Overview
Professor JP Sharma in his paper on what went wrong with Satyam concluded that there is need to
reform corporate governance in India by taking harsh policy measures. Corporate governance
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mechanisms cannot prevent unethical activity by top management completely, but they can at least act
as a means of detecting such activity before it is too late

Joanna L. Y. HO, Anne WU, and Sean Xin Xu in their study on corporate governance and returns on
information technology investment: Evidence from an emerging market assessed the role of corporate
governance in a specific investment activity, rather than linking it directly to overall firm performance.
These 2directions may lead to fruitful areas of future inquiry for improvement of governance in the
sector.

Ron Blitstein in his paper on IT Governance: Bureaucratic Logjam or Business Enabler, assessed that
In the absence of good governance, the IT playing field becomes highly fragmented and fraught with
frustration for all parties-IT professionals on one side and countless business professionals with
horizontal priority lists on the other.?

A standards Australia thought leadership paper on the value in governance of information technology
assessed that Information technology is essential. It organizes, communicates and creates the life-
blood of a modern organization: business critical data. Increasingly pervasive, IT eliminates barriers
and boundaries-enabling innovation but risking security, even the organization’s survival, if
mishandled.*

Steven De Haes and Wim Van Grembergen in their paper An Exploratory Study into IT Governance
Implementations and its Impact on Business/IT Alignment assessed that it is easier to implement IT
governance structures compared to IT governance processes. It also appeared that relational
mechanisms are very important in the beginning stages of an IT governance implementation project
and become less important when the IT governance framework is embedded into day to day
operations.®

5. The Indian IT Sector

The IT sector in India has played a very crucial role in making sure that India gets a global presence.
The IT industry as a whole has helped the country to change itself from a rural & agricultural economy
to a knowledge based economy.

Information Technology has made possible information access at gigabit speeds. It has made
tremendous impact on the lives of millions of people who are poor, marginalized and living in rural
and far flung topographies. Internet has made revolutionary changes with possibilities of e-government
measures like e-health, e-education, e-agriculture, etc. Today, whether its filing Income Tax returns or
applying for passports online or railway e-ticketing, it just need few clicks of the mouse. India’s IT
potential is on a steady march towards global competitiveness, improving defense capabilities and
meeting up energy and environmental challenges amongst others.® One of the major contributors of
GDP information Technology in India consists of two main components: first is the IT services & the
second being BPO that is Business Process Outsourcing. The sector in India generates direct
employment to the extent of 2.5 million & all major players are present in India. The industry
continues to be a net employment generator - expected to add 230,000 jobs in FY2012, thus providing
direct employment to about 2.8 million, and indirectly employing 8.9 million people.” The major IT
hubs in India include cities like Bangalore, Chennai, Hydrabad, Mumbai, Delhi, Pune, Kolkata,

thttp://www.iodonline.com/Articles/Inst%200f%20Directors-WCFCG%20Global%20Covention
Paper%20Prof%20J%20P%20Sharma-What%20Went%20Wrong%20With%20Satyam%20new.pdf
“http://merage.uci.edu/Resources/Documents/HoWuXu_SMJ_2011.pdf
*http://www.cutter.com/promotions/bitu1210/bitu1210.pdf
*http://www.standards.org.au/Documents/SA-Value-in-Governance-in-1T.pdf
*www.researchgate.net

® http://www.ficci.com/sector/21/Project_docs/FICCI_website_content_-IT.pdf

" http://www.nasscom.in
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Bhubaneswar, Thiruvananthpuram & Kochi. Bangalore is also referred to as the “Silicon Valley of
India”.

6. Top 20 players in IT Services as of 2012-2013®

Cunpanyllmm

Tata Consultancy Sernvices Ltd

n Infosys Ltd

Company Hame
Genpact India Pvt Ltd

MindTree Ltd

13 Robert BOSCH Engineering and Business
- Solutions Ltd
KPIT Technologies Ltd
H Tech Mahindra Lid
“ 15 | Polaris Financial Technology Lid

3 Wipro Lid

HCL Technologies Ltd

Hexaware Technologies Ltd
i Mphasis Ltd

17 | Infotech Enterprise Ltd
- L&T Infotech Ltd

R e s
Syntel Ltd
n Zensar Technologies Lid

EEs e

Consultants Pt Ltd

Mote: This list does not indude some companies whose corporate headquarters are located outside India, but have
significant India-centric delivery capabilities, and have not shared their India-cenfric revenue figures. Had they been
ranked based on their India revenues, companies such as Accenture, Cognizant, HP, Capgemini, Orade and IBM
and would also have appeared in this ranking.

7. Governance in IT sector

Though India has not seen much corporate scandals or to say that IT industry in India was immune to
such failures before Satyam. So Satyam initially can be categorized as an exceptional case but it will
be really early to arrive at such a conclusion before undertaking a study of major players of the
industry. Certain variables representative of good corporate governance practices have been identified
for each of the selected companies & all the variables are studies for the five companies viz. TCS,
HCL TECH, INFOSYS, WIPRO, TECH-MAHINDRA to judge the extent of their loyalty towards the
corporate governance practices in the country. The study & the findings are presented in a tabular
manner which is preceded by the company profiles. Company profile includes the historical
background of the company in very brief along with their say on corporate governance.

& http://www.nasscom.in/industry-ranking
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*http://profit.ndtv.com/stock/tata-consultancy-services-Itd_tcs/holdings
10 http://profit.ndtv.com/stock/hcl-technologies-Itd_hcltech/holdings
http://profit.ndtv.com/stock/infosys-ltd_infy/holdings
12 http://profit.ndtv.com/stock/wipro-Itd_wipro/holdings
3 http://profit.ndtv.com/stock/tech-mahindra-ltd_techm/holdings
YThis rating implies that the Company belongs to the Highest Category on the composite parameters of stakeholder value
creation and management as also Corporate Governance practices.
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from
auditors.

19 | [Ethics & 'Yes No ethics No ethics & No ethics committee but there No
compliance committee. compliance lexist a compliance committee.
committee committee.

20 Expenditure | .51% of PAT | N/A .11% OF .25% of PAT 1.5% of PAT
on CSR PAT (calculate every year.
activities. d)

8. Conclusion

No doubt corporate governance has come a long way in its journey & as far as IT sector is concerned
there appear strong practices of corporate governance in each of the selected companies complying
with almost each of the chosen variable. But this does not necessarily imply that the degree of
corporate governance is very high. This is due to the fact that all these variables were quite favorable
for Satyam Computers too & the company even though resulted in a massive corporate governance
failure. It is not always possible to peep into the internal working of the company. As an investor,
stakeholder or as a researcher we can only rely on the information which is made public but there is no
surety as to hundred percent correctness of such disclosed information. We can say that there exist a
very strong & vigilant governance practices across the IT sector & this might the reason why Indian IT
companies are at forefront of world trade in the area despite of stiff competition.
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