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Abstract: 

The principles of corporate governance and fraud prevention have become two significant 

cornerstones of corporate law. In particular, this is true in the context of fast-growing 

developing countries, such as India. This paper provides an overview of the development of 

corporate governance in India since the process of economic liberalization that started in the 

1990s. The analysis of several major corporate scandals that occurred in India in recent 

decades, including cases related to Harshad Mehta, Satyam Computer Services, Nirav Modi, 

and Infrastructure Leasing & Financial Services, reveals many problems associated with 

oversight, auditing, and enforcement in the country's corporate environment. The paper reviews 

legislative measures adopted to mitigate the risk of fraud in the country, including the 

Companies Act 2013 and regulatory regimes in the banking and securities sectors, as well as 

in anti-money laundering regulation. The discussion includes an assessment of the 

effectiveness of the current legal and regulatory framework for dealing with modern fraud risks. 

 

Keywords: 
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Introduction 

In the present-day context, corporate governance and fraud prevention are at the forefront of 

the various issues surrounding modern corporation law, especially in some of the emerging 

economies like India, where there has been a high rate of growth in their economic structure, 

which has increased corporate complexity and financial risk. Corporate governance is defined 

as the framework comprising rules, relationships, systems, organization, and process within 

and outside which authority is being exercised and governed in corporations.  

 

It represents mechanisms that companies or persons in control establish for holding themselves 
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accountable to shareholders and other stakeholders. Alongside other dimensions of corporate 

governance discussed earlier, fraud prevention will be taken as an aspect consisting of legal, 

institutional, and managerial tactics against the creation of a fraudulent game that poses a 

danger to the integrity of the corporation and its economic stability. 

 

The liberalization of the Indian economy in the early 1990s, as part of economic reforms, 

signaled the dramatic shift from a state-controlled economy to a market-oriented one. This 

transformation was a key element that promoted the growth of the corporate sector, capital 

markets, and inflow of foreign investment, which had never been observed before. However, 

it also unveiled some governance deficits and inadequate regulatory oversight. During the last 

three decades, India has faced a series of high profile corporate frauds and financial scandals 

that brought to light deep systemic problems in board oversight, internal control systems, audit 

independence, and regulatory enforcement. Crimes like securities scam perpetrated by Harshad 

Mehta, accounting fraud at Satyam Computer Services or banking scam at Punjab National 

Bank– Nirav Modi or collapse at Infrastructure Leasing & Financial Services (IL&FS) show 

how problems with governance can lead to devastating economic as well as social outcomes. 

These scandals did not just cause huge financial losses and also took away the trust in the 

system, made the people lose faith in the financial institutions and destabilised it and killed 

investor’s confidence which is very hard to win back once it is lost. This compelled an 

enhanced focus on corporate governance and fraud prevention by empowering legislature of 

Indian as well as the regulatory authorities of India. The Companies Act 2013 was a radical 

change compared to the earlier laws because it stuck importance to accountability, 

transparency, stakeholder protection etc. The securities regulation sector was further deepened 

by complementary reforms in the case of insurance regulation, banking supervision, anti-

money laundering law, etc. 

 

Thus, it is still possible for the firms’ executives to engage in fraudulent practices. This fact 

leads us to the above questions; there are issues as to whether the existing legal frameworks 

are really effective, if enforcement mechanisms are really adequate, and what role corporate 

culture plays in preventing misconduct. This article delves deeper into the Indian practice of 

Corporate Governance for preventing fraud by making a complete review of statutory 

enactments, regulatory machineries, judicial response, and some of the big corporate fraud 

cases. Through referencing international perspectives and judicial precedents, this paper tries 

to evaluate whether or not India has equipped itself with an appropriate regulatory framework 
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to tackle today’s corporate challenges and argues on key areas that require focus for improving 

governance and the fraud prevention system. 

 

Conceptual Foundations of Corporate Governance and Fraud Prevention 

Corporate governance is based on the elementary principles of transparency, accountability, 

responsibility, fairness, and stakeholder protection. These are the principles that seek to 

guarantee that the power of corporations is managed in a way that aligns managerial decision-

making with the interests of shareholders and other stakeholders in the long-run. Governance 

structures that operate effectively establish checks and balances between management, boards 

of directors, auditors and regulators reducing thus chances for abuse of power and financial 

misconduct.1 

 

Fraud prevention is a part of the governance structure that does so by implementing and 

enforcing internal controls/risk management/ organization’s values and compliance systems. 

Corporate fraud constitutes a wide spectrum of malpractices which include creative accounting, 

obfuscation in financial statements, insider dealing, diversion of funds through bribing bribes 

or other dishonest activities, as well as making false representations to investors and regulators. 

These measures not only bear direct financial losses but also disrupt normal market processes 

and pose a threat to economic stability. 

 

In India, corporate governance, in particular, has been traditionally focused more on 

compliance rather than on risk or ethics. The early company law laid emphasis on procedural 

compliance, and this left gaping holes in fraud prevention and enforcement. With the passage 

of time, repeated corporate scandals brought to light the need for a governance framework that 

gives preeminence to the substance over form and integrates fraud prevention into the corporate 

decision-making processes. 

 

Evolution of Corporate Governance Regulation in India 

Pre-Liberalisation and Early Regulatory Framework 

For more than five decades, the Companies Act, 1956, has regulated Indian corporates, based 

on which the corporate regulation sector grew after India became independent. Despite 

providing the basic guidance regarding company formation, management, and disclosure, it 

                                                      
1 OECD, Principles of Corporate Governance (2015). 

http://www.ijlra.com/


www.ijlra.com 

Volume 3 Issue 2 | April 2026 

 

ISSN: 2582-6433 

 

 

Page | 7 
 

 

lacked comprehensive provisions in relation to corporate fraud and governance failures. The 

regulatory philosophy during this period was more of control and following procedures than 

being a transparent and accountable system. 

In the 1990s, liberalization of the Indian economy drew attention to the deficiencies of this 

legal framework. In 1992, the Harshad Mehta securities scam brought to light wide-scale 

manipulation of stock markets and collusion between financial institutions, brokers, and banks. 

This scandal made way for improving the Securities and Exchange Board of India (SEBI) as 

an independent market regulator, and it was a starting point in India for the modern corporate 

governance reform period. 

 

Post-Liberalisation Reforms and the Satyam Turning Point 

The post-liberalisation period witnessed several committees, like the Kumar Mangalam Birla 

Committee and the Naresh Chandra Committee, which recommended governance reforms on 

the concentration of board independence, audit committee, and disclosure standards. These 

recommendations later become prerequisites for listing securities and regulatory guidelines. 

It's the Satyam Computer Scandal back in 2009 that came as a game changer in the Indian 

Prime Corporate. Unearthing massive accounting fraud that could only have been staged with 

the help of board negligence and auditor failure was an eye-opener on the corporate governance 

front. This scandal made the entire regulatory apparatus get into a huddle and forced a few 

legislations, like The Companies Act, 2013, to be enacted in the process. 

 

The Companies Act, 2013, and Governance Transformation 

The Indian Companies Act of 2013 implemented a systematic governance structure to oversee 

the issues of fraud and accountability in organizations. Among other things, this legislation 

introduced the following measures: making the fiduciary duties of directors explicit; requiring 

every company to have independent directors; creating an audit committee and also a 

nomination committee; periodic changing of auditors; enhanced disclosure requirements,t,s 

including class action suits; and imposing stringent punishment for those found guilty under 

Section 447. These provisions were shifted from reactive regulation policies towards a more 

preventive governing model. 

 

Indian Regulatory Framework for Fraud Prevention 

Companies Act, 2013 

Based on the review, it can be concluded that the Companies Act 2013 is of paramount 
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importance in corporate governance and fraud prevention in India. Their main course of action 

is to take up statutory duties amongst directors and key managerial personnel with an attempt 

to promote a responsible decision-making process and accountability. Provisions concerning 

internal financial controls, compulsory audits, a whistle-blowing mechanism, as well as fraud 

reporting obligations, are there for early detection and prevention of misconduct. 

The fact that the Serious Fraud Investigation Office (SFIO) is a specialized investigating 

agency expresses the wisdom that complex corporate frauds cannot be investigated without 

technical expertise and an organized investigative approach. SFIO has been given the mandate 

to investigate into the affairs of those companies, which have commited serious offenses, 

challenging public interests, and to take statutory action against them.2 

 

Securities Regulation and SEBI’s Role 

Regulations issued by SEBI in the fields of disclosure, insider trading, market manipulation, 

and corporate governance of listed entities are the front-line regulatory measures to prevent 

fraud in capital markets. Continuous disclosure and transparency are what are mandated by the 

SEBI (Listing Obligations and Disclosure Requirements) Regulations, and enforcement 

structures such as monetary penalties and market bans act as deterrents against fraudulent 

conduct.3 

 

Banking Regulation and RBI Oversight 

One form of these frauds is in the corruption by banks, which makes it extremely important for 

banks to be effectively regulated. The Reserve Bank of India (RBI) governs banks and financial 

institutions, amongst other things, which include prescribing norms on risk management, 

internal controls, and governance. There were some deficiencies in banking oversight, as found 

out in the PNB and IL&FS cases, which call for more effective collaboration among banking 

regulators as well as corporate governance frameworks. 

 

Anti-Money Laundering Framework 

The Prevention of Money Laundering Act, 2002, is a supplement to the regulation of corporate 

fraud as it goes directly to the root problem- proceeds of crime. It is common knowledge that 

corporate fraud is achieved by laundering dirty money in financial systems, which are 

sometimes very difficult to crack. PMLA gives power to the Enforcement Directorate for 

                                                      
2 Companies Act, 2013, No. 18, Acts of Parliament, 2013 (India). 
3 Securities and Exchange Board of India Act, 1992, No. 15, Acts of Parliament, 1992 (India). 
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attaching properties, searching, a nd prosecuting such persons and thus gives more muscle to 

prevent any acts of fraud.4 

 

Corporate Scams and Governance Failures: Case Study Analysis 

One look at the major corporate scams in India is enough to detect familiar scenarios of 

governance going haywire. The Satyam scandal portrayed how, despite outwardly well-

managed entities, some suspicious things like concentrated managerial control, ineffective 

boards, and compromised audits can coexist. They continue misrepresenting financial 

statements, only pointing to their absence of a real, independent oversight system. 

 

The Punjab National Bank-Nirav Modi scam highlighted some serious shortcomings in 

banking governance, which include weak internal controls, inadequate risk management, and 

regulatory oversight failure. The misuse of letters of undertaking over an extended period 

indeed pointed to the systemic breakdowns in oversight and accountability.5 

 

The crisis of IL&FS brought the concern that corporate opacity structures, high leverage, and 

weak board oversight of long-term financial sustainability to light. These examples show that 

the problem of fraud in the corporate world so far is not a single case but rather a plausible 

conclusion of systemic and governance issues. 

 

Judicial Approach to Corporate Governance and Fraud Prevention 

The Indian judiciary has significantly contributed to the formation of corporate governance and 

the reinforcement of fraud prevention measures through judicial interpretation. In Serious 

Fraud Investigation Office v. Rahul Modi, (2019) 5 S.C.C. 266, it is a case in which the 

Supreme Court observed on the issue of corporate fraud and confirmed the powers of SFIO to 

investigate independently. The Court did realise that corporate fraud is an offence which has 

far-reaching effects on the public at large and, as a result, it advocated for stringent enforcement 

action.6 

 

The Supreme Court of India in Sahara India Real Estate Corp. Ltd. v. Securities and Exchange 

Board of India (2013) assumed this position by endorsing SEBI's demand for a better level of 

                                                      
4 Prevention of Money Laundering Act, 2002, No. 15, Acts of Parliament, 2003 (India). 
5 Serious Fraud Investigation Office v. Rahul Modi, (2019) 5 S.C.C. 266 (India). 
6 Serious Fraud Investigation Office v. Rahul Modi, (2019) 5 S.C.C. 266 (India). 
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information to investors and maintaining/acknowledging SEBI’s vast powers regarding the 

same. Similarly, in N. Narayanan v. Adjudicating Officer, SEBI (2013), it was held by the court 

that directors are not free from liability in case they claim ignorance about fraudulent activities 

that stress fiduciary responsibilities and due diligence.7 

 

The judiciary has taken a step further in the enforcement of securities fraud cases. In the case 

SEBI v. Kanaiyalal Baldevbhai Patel (2017), the Supreme Court observed that it is possible to 

prove insider trading even with circumstantial evidence, in which sense evidential hurdles were 

lowered and regulatory effectiveness was raised. 

 

Comparative Analysis with International Best Practices 

Based on global experience, it is noted that corporate governance reforms are usually pushed 

by lessons learnt from huge scandals. In the US, the Sarbanes-Oxley Act brought in internal 

controls certification at the highest level of stringency, auditor independence, and protection 

for whistleblowers. The Corporate Governance Code of the United Kingdom uses a principle-

based approach emphasizing boards’ accountability and stakeholders' interests. Principles set 

by OECD are not only in terms of governance and transparency, but also in enforcement, which 

is a benchmark globally. 

 

These frameworks, compared to others, do not give as wide coverage in India, and their 

enforcement intensity is not as high. Laws are very well drafted, the only problem is that they 

often get stuck in implementation processes, or they aren’t dealt with due to a lack of resources, 

or a whistleblowing mechanism well established doesn’t get used. The application of 

international benchmarks within the Indian environment suggests not only improving the 

implementation but specifically obliterating the legislation expansion.8 

 

Challenges in the Indian Corporate Governance Regime 

Significant reforms notwithstanding, a number of issues continue. Enforcement is largely 

reactive in nature, and often the regulatory action is taken only after substantial harm has been 

done. The same regulatory agencies share the jurisdiction over some matters, resulting in 

duplication and conflict. Promoter dominance very often impedes board independence, yet 

auditors’ accountability is often not consistent. 

                                                      
7 Sahara India Real Estate Corp. Ltd. v. Sec. & Exch. Bd. of India, (2013) 1 S.C.C. 1 (India). 
8 OECD, Principles of Corporate Governance (2015). 
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Even though whistleblower mechanisms are statutorily recognised, they are not used widely 

because of the fear of retaliation and lack of trust in the measures institutions have put in place. 

With the advancement in technology, new avenues of conducting fraud, which is cyber-

enabled, have been introduced making it more difficult to detect and enforce. 

 

Role of Technology and Emerging Trends 

The technology creates the prospects as well as difficulties for corporate governance and fraud 

deterrence. The digitalization, which on one hand enables sophisticated financial crimes, on 

the other positively supports regulatory capacity employing data analytics, forensic audits and 

monitoring based on artificial intelligence. By integrating technology driven compliance tools 

and real-time surveillance mechanisms one can significantly enhance fraud preventing 

approach. 

 

Impact of Corporate Governance Failures on Economy and Stakeholders 

When corporate governance fails it is not only the company that suffers the consequences but 

also there are other stakeholders who are affected including investors, employees, creditors, 

financial institutions and the broader economy. Large scale corporate frauds are often 

accompanied by value destruction for shareholders, job losses, increased burden on public 

exchequer and destabilisation of capital markets. In a country like India where capital markets 

play a crucial role in economic development transgression of proper conduct can have a very 

negative effect on investor confidence and consequently curb sustainable growth. 

 

This is demonstrated by the example of Satyam scandal which greatly decreased the level of 

trust in Indian IT companies and created apprehensions among foreign investors about the 

credibility of disclosure made by Indian corporations. Similarly, the banking sector too saw 

some serious issues like PNB scam which showed security lapses in banking system leading to 

increased regulatory scrutiny and costs associated with compliance for banks. These incidents 

show that corporate fraud is not just an individual crime but a social wrong that has far-reaching 

consequences. 

 

From the viewpoint of a stakeholder, good governance ensures that all parties are not short-

changed, especially minority shareholders and employees who have no say in the management. 

Increased risk on credit extension for creditors and financial institutions, as well as forced 

diversion of significant resources by regulators to investigation and enforcement, are among 
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the major consequences of this trend. Therefore, the conduct of corporate governance is not 

only for the protection of private interests but also for the sustainability of the economic order 

and public trust. 

 

Role of Boards, Independent Directors, and Auditors 

Boards of directors play a focal role in corporate governance and fraud deterrence, as was stated 

above. They are entrusted to manage the company, to set its strategic direction, and to make 

sure that legal and ethical requirements are followed. In particular, independent directors are 

supposed to give an objective judgment and check on promoter or managerial dominance. 

However, the frequent occurrence of corporate scandals suggests that the functional 

independence of Indian boards is often compromised in the practical system. 

 

Administrative agents of the so-called promoter-controlled companies are known to engage 

independent directors who, regardless of their integrity and independence, lack any personal or 

professional affinity for the company management. This party prevents any attempts to 

challenge certain decisions made by executives. Even when the Companies Act, 2013, makes 

it a must for independent directors to be there and even specifies what they are supposed to do, 

there is no proper enforcement mechanism. Thu, the process of selection should be improved, 

accountability should be developed, and independent directors acting bona fide should get 

additional protection all these measures are required to make governance effective. 

 

Auditors are also crucial in the detection and prevention of fraud by giving independent 

assurance on financial statements. The audit failures in major frauds like Satyam have raised a 

serious question about the independence and accountability of auditors. Although reforms such 

as auditor rotation and increased liability seek to solve those problems, the effectiveness of 

their application will be felt if there is a comprehensive enforcement and professional ethics 

system. 

 

Whistleblower Protection and Corporate Ethics 

Whistleblower mechanisms are well known as the best option for preventing corporate fraud. 

The Companies Act, 2013, mandates certain companies to establish vigil mechanisms to 

provide employees and directors a platform for reporting their concerns. SEBI regulations also 

give protection to whistleblowers in listed companies, which is quite limited. 
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Notwithstanding these provisions, whistleblower protection in India is not yet sufficient. Fear 

of vengeance, lack of anonymity, and limited trust in enforcement agencies inhibit would-be 

whistleblowers from speaking out. For enhancing fraud prevention, it is essential to strengthen 

the legal protection, guarantee confidentiality, and cultivate a culture that appreciates ethical 

reporting.9 

 

The ethics of a corporation and its organizational culture are of great importance when it comes 

to the effectiveness of governance mechanisms. Thus, organizations that give more emphasis 

on short-term profits rather than ethical behavior are more likely to engage in fraudulent 

practices. Leadership should be encouraged to integrate ethical values in their day-to-day 

actions, and this also should be imparted through training programmes and incentive structures 

for a sustainable corporate governance system. 

 

Regulatory Coordination and Enforcement Challenges 

From a regulatory and enforcement perspective, one of the primary concerns in India is this 

coordination issue only. It is quite common that corporate frauds also involve the contravention 

of two or more statutes, which are investigated by SEBI, SFIO, ED, RBI, and CBI. Overlapping 

jurisdiction and fragmented enforcement may result in duplication, delay, and an inconsistent 

system.10 

 

Delays in investigation and prosecution do not help increase the deterrence capacity of the law. 

According to statistics, corporate fraud cases are, on average, resolved by courts within several 

years; meanwhile, evidence may vanish, and public interest will drop. Improved institutional 

capacity, better information sharing, and clear jurisdictional protocols must be there for 

effective enforcement. 

 

Preventive Governance and Risk-Based Regulation 

It is important to effect the shift from reactive enforcement to preventive governance so as to 

take care of contemporary corporate risks. Regulation that is based on risks centers on 

identifying high-risk sectors, entities, and transactions, which will enable the regulator to se 

their resources more effectively. Continual monitoring, stress testing, a nd early warning 

systems can help in the process of detecting governance missteps long before they grow into 

                                                      
9 N. Narayanan v. Adjudicating Officer, Sec. & Exch. Bd. of India, (2013) 12 S.C.C. 152 (India). 
10 SEBI v. Kanaiyalal Baldevbhai Patel, (2017) 15 S.C.C. 1 (India). 
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large-scale frauds. 

 

ESG considerations alongside the incorporation of environmental, social, and governance 

factors in corporate regulation can provide a further step to make companies more accountable. 

Long-term sustainability, stakeholder engagement, a nd ethical conduct are at the forefront of 

ESG frameworks, and they transform corporate behavior into alignment with society's 

objectives.11 

 

Conclusion 

Corporate governance and fraud prevention are the bedrock for the trust, stability, and 

sustainability of corporate entities in India. Despite a well-developed legal regime in India, one 

finds law-abiding corporates indulging in fraudulent activities, bringing out this glaring 

discrepancy between law on books and actions on the ground. Governance failures in major 

corporate scams have shown that it is not enough to just comply formally without effective 

enforcement, ethical leadership, and institutional accountability. 

 

Judicial interventions and regulatory reforms, which are also referred to as policies, have made 

the legal regime tougher, though there is still an issue in the efficiency of board independence, 

auditor accountability, protection to whistleblowers, and in the coordination of regulators that 

affect fraud prevention. Dealing with these challenges calls for a comprehensive solution that 

includes sound legal enforcement, governance pro-activeness, innovation in technology, and 

ethical corporate culture. 

 

An evolution to long-term (preventive), principles-based regulation with dynamic institutions 

and involvement of stakeholders is a prerequisite for rebuilding investor confidence and 

ensuring sustainable growth of the corporations. India will be able to effectively prevent 

corporate fraud and completely utilise its corporate governance framework only by following 

such an integrated, forward-looking approach. 
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