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Abstract

The purpose of this paper is to examine the extent to which corporate governance through the board 
performance, impacts the financial performance of selected IT companies in India. The study identifies 
whether there is any significant relationship between the board committee (BC) and composition of board 
(COB) with ROA & ROCE of the selected IT companies. The paper studies the annual reports of top 5 
Indian listed companies on the basis of their net worth as on February 2016, representing the Information 
technology firms (namely, TCS; Infosys; Wipro; HCL Technologies; and Tech Mahindra) in the country 
while constructing a Board Governance Score, that not only advocates the voluntary disclosure of corporate 
governance but its implications on the financial performances while taking the interests of all stakeholders 
involved. The study period considered for the research is one year i.e. from 2014 to 2015. The study shows 
that there is a significant positive relationship between the board governance and financial performance of 
selected IT companies. Both, board committee (BC) and composition of board (COB) have shown positive 
correlation with ROA & ROCE but BC has shown its significant impact also on ROA & ROCE. The study, 
along with the support of large number of literatures clearly indicates that the role of board cannot be 
neglected. The activities of board should be peculiarly watched and managed. The company should not 
try to maintain board size just for the sake of law only but the board size should consist of right amount 
of competent executive and independent directors who can perform their role actively. The relationship 
between corporate governance and financial performance of companies is particularly important from the 
view point of stakeholders. Results revealed that there is heterogeneity in the board operations of different 
companies. Basically the research involves the study period of only one year, i.e., 2015. A further limitation 
lies in the subjective nature of crafting a governance index. Although every effort was made to minimize this 
subjectivity but it cannot be completely removed.
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Introduction
The world has seen many corporate scams and scandals till date which has hampered the trust 

and faith of stakeholders on the governance and controlling mechanism of large organisations. 
Some of Indian MNCs like ‘Satyam’ also have made the investors feel distressful over the 
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depiction of true and fair view of large corporates which ended up into a scam and landed 
nowhere. Companies being the artificial persons cannot do or perform things or activities on 
their own. For lifting the corporate veil, the first authorised and responsible person is the board 
of directors. Board of directors (BOD) of any company can be seen as a very vital element for the 
mechanism and controlling of corporate activities. The BOD consists of two categories of persons 
i.e., outside and inside directors. Directors who are not employees of the corporation (outside 
or independent directors) are considered by some analysts and many institutional investors to 
be the crucial corporate governance contrivance for monitoring managers (Bhagat & Bolton, 
2008). The corporate governance has given a big space and norms regarding board of directors. 
Regulatory bodies around the world have given a special attention and importance to the board 
of directors’ aspects. The company can run their business at profit even without inculcating 
codes of conduct of corporate governance in their business. But to run a company which involves 
various stakeholders, high standards of corporate governance mechanism is required on which 
the stakeholders can trust upon. Many reforms have been taken place to formulate a standard 
corporate governance structure from time to time and as and when need arises and the check on 
corporate scams can be seen as they have minimised. But the public companies are very large 
structured artificial bodies which involve various small and big complex activities which need to 
be governed. 

Every entity has diverse characteristic than the other. Hence, the corporate governance codes 
need some changes and convergence according to entity to entity so that they produce the same 
effect. It will get more difficult in country like India which is still a developing economy. But SEBI 
has done a very commendable job by formulating Clause 49 of the listing agreement for the listed 
companies which implies that, listed company has to fulfil the requirement which has been said 
for. The amendments in Companies Act 2013 of India also comprise of many significant norms 
regarding BOD.

The main objective of any form of business is to maximise profit along with wealth 
maximisation of all its related stakeholders. The company needs to earn profit without 
harming the interest of any party who has his/her interest in that business. The firm’s financial 
performance illustrated by its profitability, need to be magnified through the yacht of corporate 
governance, so as to keep the interest of all stakeholders safe. Shareholder’s interest is majorly 
involved in how any company operates. However, the strategic management functions lie 
in the hand of board of directors. Thus, a proper harmony should be maintained between all 
stakeholders and board of directors. It involves big amount of trust and faith for investing money 
into any company. Modus operandi of any company should be fully disclosed, for shareholders to 
trust any organization. Corporate governance can be seen as an important tool for measuring any 
company’s board efficiency barometer.

Corporate Governance and SEBI norms 
(Cadbury Report, 1992) defined corporate governance as “the system by which businesses 

are directed and controlled”. Corporate governance is the subjective device by which investors 
to the companies can assure themselves regarding their returns (Shleifer & Vishny, 1997). OECD 
provided a broad description about the meaning of corporate governance from its principles in 
2004. The definition provided by (OECD, 2004) Organization for Economic Co-operation and 
Development, principles is, “Corporate governance includes a set of relationships between a 
company’s management, its board, its shareholders and other stakeholders. Corporate governance 
also provides the arrangement through which the objectives of the company are set, and the 
means of getting those objectives and monitoring performances are determined. Good corporate 
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governance should provide proper incentives for the board and management to achieve those 
objectives which are in the interests of the company and its shareholders and should facilitate 
effective monitoring”. There is a comprehensive accord about the objective of good corporate 
governance i.e. maximizing shareholders’ value without harming anyone’s interest. (SEBI) 
Securities and Exchange Board of India defined corporate governance as, “the objective of good 
corporate governance is to increase the long term value of the company for its shareholders 
and all other interested partners. Corporate governance assimilates financial activity and non-
financial activity of the company to best perform by safeguarding the interests of related parties 
and economy too”. Corporate governance is about ethical code of conducts. Furthermore, ethics is 
some code of values and principles which let a person to choose between right and wrong.

SEBI has introduced the corporate governance code through clause 49 for listed companies. 
The timeline of the development of SEBI corporate governance codes and principles has been laid 
below in Figure 1.

Figure 1. Evolution of Corporate Governance norms

In current amendments, SEBI has incorporated the changes which have been brought in by 
new Companies Act 2013 in Clause 49 of listing agreement. The revised clause 49 of SEBI requires 
that independent director shall review periodically all legitimate compliance reports prepared 
by the company and any necessary steps taken by the company to perform the treatment of any 
blot. The companies which are required to conform to the provisions of the clause 49 of SEBI have 
been put under compulsion to submit a quarterly compliance report to the stock exchange as per 
the revised clause 49. In this paper the study of annual report of selected IT companies has been 
undertaken on the basis of amended SEBI clause 49 after the incorporation of new Companies Act 
2013 provisions.

Significance of the Study
The corporate governance principles provided by SEBI is majorly focused on the board 

governance of any company. From ascertaining board size to its execution involves various 
parameters which companies are required to comply with for both purpose i.e. to be legitimate 
and strives more for company’s growth. From general perception it can be understood that there’s 
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a significant relationship and impact of board is on companies’ performance. How significant 
it will be, is the concern of the study. Companies are owned by shareholders but are managed 
and controlled by board of directors. The Board of Directors of any organisation is a unit that is 
involved in strategic decision making and needs active participation from all the directors who are 
a part of it. The variables relating to board, which are considered to be significantly affecting its 
performance, are undertaken in the study. These variables have been extracted from SEBI clause 
49 of listing agreement. The variables are board size, composition of board, board meeting, board 
committee and disclosure practices.

Board Size
Board of directors basically comprises of executive, non-executive and independent directors. 

It is very important to have appropriate number of directors in board including executive and 
non-executive directors. There are different views on board size of any companies. According to 
some studies, larger board size indicates all required competencies are present in the board (VO & 
Phan, 2013) but some are of the view that larger board size just increases the cost of company by 
paying their remuneration and affects shareholdings inversely. The literature reviews support that 
the optimum board size to be of seven to eight directors for function board effectively. (For sub-
variables, refer Figure 2)

Figure 2. Board size

Composition of Board
The board is composition of various types of directors i.e. dependent and independent. Prior 

study reveals that size of board is irrelevant until it doesn’t account for board independency 
(Dalton, Johnson, & Ellstrand, 1999). The board is to maintain independency by bringing outside 
directors (independent directors) into the board. Independent directors can monitor the acts of 
executive (inside) directors and other key personnel for the protection of stakeholders’ interest. 
Independent directors basically perform the job of keeping a check on executive directors. Thus 
composition of board requires right proportion of dependent and independent directors so as to 
facilitate effective board management (Arosa, Iturralde, & Maseda, 2010). The board member’s 
selection and its related policies should be disclosed to its stakeholders. The competency of the 
directors is also a point, on which attention is required. The director should be selected on the 
basis of his experience, expertise, knowledge and qualification. Just to fulfil the mere quorum to 
please law is not enough. All board members and senior management key personnel shall affirm 
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compliance with the code on an annual basis. A declaration to this effect should be provided in the 
Annual Report of the company, signed by the CEO. (For sub-variables, refer Figure 3).

Figure 3. Composition of Board

Board Meeting
The board shall meet at least four times a year, with a time gap of maximum four months 

between any two meetings. As per the past literature, companies that conducted more frequent 
board meeting have shown a positive sign of performance (Kajananthan, 2012). The number of 
times the board meets; they will discuss upon agendas relating to company’s operation and 
performance. (For sub-variables, refer Figure 4)

Figure 4. Frequency of Board Meeting

Board Committee
The board committees include various committees under which various members of board of 

directors carry out specified programs or functions dispensed by the board. The Board of Directors 
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has delegated certain important roles and responsibilities to Board Committees. These committees 
can be, Audit Committee; Nomination and Remuneration Committee; Risk committee; Corporate 
Social Responsibility (CSR) Committee (Hayes, Mehran, & Schaefer, 2005); and Stakeholders 
Relationship Committee and so on. The research paper will study the impact of board committees 
on financial performance of companies. The study relating to board committee will focus on the 
number of committees; compliance of committees with SEBI clause and Companies Act 2013; 
audit committee board composition and its effectiveness; remuneration to the directors; board 
committees meeting and quorum; CSR committee involvement. In recent days, the review of 
literature suggests that the role of board committee has been increased and is affecting companies’ 
performance significantly. The audit committee performs the role of checking the compliances 
stated by law has been prompted and stimulated by the company (Aldamen, Duncan, Kelly, 
McNamara, & Nagel, 2012). (For sub-variables, refer Figure 5).

Figure 5. Board committees

Disclosure
This is one of the very important pillars of corporate governance. Listed companies are bound 

to show their true and fair view of financial and non-financial activities to their stakeholders (Byun, 
Lee, & Park, 2012). A strong disclosure system is an essential feature of market-based monitoring 
of corporate conduct and is vital to the ability of shareholders to exercise their voting rights 
effectively.  In countries with large and active equity markets depicts that disclosure of full financial 
and material non-financial activities is required for inducing the behaviour of companies and for 
investors protection. A strong disclosure principle can provide benefit in attracting capital and 
preserve confidence in capital markets (HKSA, 2001). Stakeholders require access to regular, reliable 
and comparable information in sufficient amount of details for them to assess the management of 
company and derive a decision about firm’s valuation, and voting rights of shares. Insufficient or 
unclear information may hinder the ability of markets to function, may surge the cost of capital and 
result in a deplorable distribution of resources. (For sub-variables, refer Figure 6)
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Figure 6. Disclosure activity of sample firms

Literature Review
Various review of literature has been gone through with, so as to acquaint with the 

significant relationship of corporate governance basically focusing on board of directors with 
financial performance of the MNCs. Majority of the past study advocates that there is significant 
relationship between corporate governance and financial performance of the companies.

No. Researcher Samples CG Measures Remarks/Results

1. (Fauzi & Locke, 2012) 79 firms 
Board size, Board Committee and 
Ownership structure with Tobin’s 
Q and ROA

Significant

2. (Mitton, 2004) 365 firms CGI with ROE Positive Significant

3. (Connelly, Limpaphayoma, 
& Nagarajan, 2008)

CG index of Family 
owned firms CGI with ROCE Positive

4. (Klein, 1998) Board Committee with ROI Positive Significant

5. (Black, Jang, & Kim, 2006) 515 companies CG rating and Tobin’s Q Positive

6. (Bauer, Gunster, & Otten, 
2004) 250 firms Deminor ratings of CG with Firms 

Performance Positive

7. (Paul, Ebelechukwu, & 
Yakubu, 2015) 23 Microfinance banks Composition of board committee, 

Board composition with ROA Not Significant

8. (Varshney, Kaul, & Vasal, 
2012) 105 Companies CG index with EVA Positive

9. (Kajananthan, 2012) 11 banking companies Board committee, Board size, 
Board meeting with ROA Positive Significant

10. (Black, 2001) 21 Russian firms CG rankings and Tobin’s Q Positive correlation
11. (Jansson & Olaison, 2010) 1304 Swedish Firms CG and Stock re-purchases Positive

12. (Mande, Park, & Son, 2012) Governance indices of 
3,195 Firms BOD and Equity Preference Positive Significant

(Continued...)
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13. (Hassan, 2012)
Governance reporting 
indices of 95 
corporations

Disclosure Significant

14. (Byun, Lee, & Park, 2012) 590 companies BOD, Disclosure with ROE Positive
15. (Patel & Dallas, 2002) 859 firms CGS and Tobin’s Q Positive Significant

16. (Agarwal & Knoeber, 1996) 500 Firms 
Independent Directors & Tobin’s 
Q Negative

Dependent Directors & Tobin’s Q Positive
17. (Klapper & Love, 2004) 374 firms Tobin’s’ Q Positive

18. (Durnev & Kim, 2005) CLSA Governance 
index, 2002 CG and Market Value Positive

19. (Wintoki, Linck, & Jeffry, 
2012)

Generalized Method 
of Moments (GMM) 
estimator of 5000 firms

Board Structure with Firm 
performance No Correlation

20. (Enya, Miller, & Yang, 2011)
51 Public and 130 
Private Insurance 
Companies

Board size, Board Structure and 
Tobin’s Q Positive Significant

21. (Bhagat & Black, 2002) Large American Public 
Companies Outside Directors and Tobin’s Q Not Significant

22. (Bhagat & Bolton, 2008) GIF and BCF Indices Board size, board composition 
and Tobin’s Q, ROA Positive Significant

23. (Hermalin & Weisbach, 
1988) 142 firms

Hiring of outside director after 
firms’ Poor returns Positive

Firing of inside director after 
firms’ poor returns Positive

24. (Aldamen, Duncan, Kelly, 
McNamara, & Nagel, 2012) 120 firms Audit committee with ROA Significant

25. (Hayes, Mehran, & Schaefer, 
2005) 509 firms Board committee with ROE Positive

26. (VO & Phan, 2013) 77 firms Board size with ROA Negative

27. (Arosa, Iturralde, & Maseda, 
2010) 369 firms Board Composition with ROA Positive

Research Gap
Review of literature suggests that earlier research works relating to board of directors have 

been done in a systematic way in the field of management. On one hand, some authors are of the 
view that composition of board does not affect or negatively affect firm’s financial performance 
significantly (Paul, Ebelechukwu, & Yakubu, 2015; Agarwal & Knoeber, 1996; VO & Phan, 
2013), whereas on other hand, some authors are advocating that composition of board of the 
company’s affect the firm’s financial performance significantly (Arosa, Iturralde, & Maseda, 2010;  
Kajananthan, 2012;  and Aldamen, Duncan, Kelly, McNamara, & Nagel, 2012). Board committee, 
as another variable, has shown consistently positive significance in the past literatures. Also, 
there are very few literatures available in context to Indian IT companies incorporating new 
amended SEBI clause 49, (2014) corporate governance codes. The amended SEBI clause 49, 2014 
has integrated some major changes regarding board of directors which had been brought in 
Companies Act, 2013. So, there arises a need for its study in detail and interpret it in context of 
amended corporate governance codes.

Research Objectives
The purpose of this study was - 

1. To ascertain the impact of composition of board and board committee on ROA and ROCE  
of selected MNCs.

2. To examine the impact of effective board governance on financial performance of selected 
MNCs.
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Statement of Hypotheses
The following Null hypotheses were stated for the study

H01  There is no significant impact of composition of board on ROCE of selected IT MNCs.

H02  There is no significant impact of composition of board on ROA of selected IT MNCs.

H03  There is no significant impact of board committee on ROCE of selected IT MNCs.

H04  There is no significant impact of board committee on ROA of selected IT MNCs.

H05  There is no significant impact of BGS on firms performance of selected IT MNCs.

Research Methodology

Research Design
To achieve the objectives of this study, the correlation, regression and Anova study research 

design is used to investigate the significant relationships and causal effect of board size, board 
meeting, board committee, board composition and disclosure practices as independent variables 
with return on assets and return on capital employed as the dependent variable. Also the same 
approach is employed in finding the causal effect relationship of board governance score with 
MNCs financial performance.

Data Collection and Study Period
With the huge involvement of IT companies in every sectors of business, the concerned 

research paper undertakes the study of top 5 India based Information Technology MNCs on 
the basis of their net worth. The selected MNCs are namely as; TCS; Infosys; Wipro; HCL 
Technologies; Tech Mahindra. The data for the study has gathered from the annual reports of the 
selected MNCs for the period of 2014 to 2015. The paper is confined to study for only one year 
because companies’ started practicing new amended SEBI clause 49 from 2014 onwards which 
encapsulate some of important provisions of Companies Act, 2013.

Concepts and Measurements of Variables in the Study
The dependent variable is the MNCs’ financial performance, which is to be measured by ROA 

and ROCE (Connelly, Limpaphayoma & Nagarajan, 2008). ROA and ROCE is an accounting-
based performance measure and is included for robustness (Fauzi & Locke, 2012). The explanatory 
variables are the board size, composition of board, board meeting, board committee and 
disclosure, which has been extracted from the various 28 sub variables, summed up under the 
respective board explanatory variables heads (Patel & Dallas, 2002).

Table 1: Measurements of variables

Variables Charts Definitions Measurements

Dependent Variables

ROA (Figure 6) Return on Assets

ROCE (Figure 6) Return on Capital Employed

FP (Figure 6) Financial Performance FP = Average of (ROA + ROCE)

Explanatory Variables

(Continued...)
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BS (Figure 1) Board Size The weighting in the construction of 
index is at the scale of 10, based on 
subjective judgments.
(For easy and clear understanding the Score 
has been depicted with the help of Chart in 
the paper)

COB (Figure 2) Composition of Board

BM (Figure 3) Board Meeting

BC (Figure 4) Board Committee

DIS (Figure 5) Disclosure

BGS Board Governance Score

Control Variable

Firm Size Firm Size Book Value of total assets as displayed

Result and Analysis
The Figures 2 to 6, of independent variables with their sub variable indices are given above 

under the heading significance of study. The Figure 6 shows the return on assets, return on capital 
employed and aggregate of both, as the barometer for the financial performance of the said IT 
companies (TCS; Infosys; Wipro; HCL Tech; Tech Mahindra.). The indices of all dependent and 
independent variables have been depicted through the charts for easy understanding. The Figure 6 
of ROA, ROCE and financial performance is given aside showing indices for dependent variables.

Figure 7. Financial Performance of Sample Firms

This section is consisting of basically four parts which are as:

• Correlation of dependent variable with independent variable.

• Regression, ANOVA result with ROA as dependent variable and COB & BC  as indepen-
dent variable.

• Regression, ANOVA result with ROCE as dependent variable and COB & BC as indepen-
dent variable.

• Regression, ANOVA result with BGS  as dependent variable and FP  as independent vari-
able.

Correlation result of ROCE, ROA and FP with Independent Variables
The correlation of Financial Performance and Return on Assets with independent variable of 

BS and BM  is negatively correlated at -0.061, -0.016, -0.032 and -0.040 respectively while BC and 
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DIS  correlation is positive at 0.885, 0.922, 0.893 and 0.948 points respectively and all are significant 
at 0.05. Also the correlation of ROCE with independent variable DIS is positively correlated at 
0.900 and is significant at 0.05 whereas COB and BC is just positively correlated but not significant. 
No correlation has been found between ROCE and BM. There has been found a strong correlation 
(0.948) between two independent variables i.e. DIS and BC which is above 0.7 that leads to multi 
co-linearity (See Table 2 below). Therefore, the independent variable DIS is removed from the 
study. Also robustness checks were further conducted to check for any multi-collinearity problem 
between other two independent variables, i.e., COB and BC have performed cross check upon two 
independent variables i.e. COB and BC.

Table 2: Correlations of ROCE, ROA and FP with Independent Variables

BS COB BM BC DIS EBGS ROCE ROA FP

BS 1

COB .612 1

BM .134 .491 1

BC .196 .320 -.367 1

DIS .250 .578 -.134 .948* 1

BGS .802 .764 -.071 .681 .757 1

ROCE -.079 .352 .000 .874 .900* .434 1

ROA -.032 .451 -.040 .893* .948* .521 .983** 1

FP -.061 .392 -.016 .885* .922* .469 .997** .994** 1

*. Correlation is significant at the 0.05 level (2-tailed).

**. Correlation is significant at the 0.01 level (2-tailed).

From Table 3, under co-linearity statistics section, it indicates that the tolerance value is 
0.873 which is more than 0.10 and variable influence factor (VIF) value is 1.145 which is very less 
than 10.0. Therefore, it is found that there is no multi co-linearity between the two independent 
variables i.e. composition of board (COB) and board committee (BC). So from here the COB and 
BC, both independent variables are kept reserved for further study.

Table 3: Coefficients of Regression (ROCE as dependent & COB and BC as Independent)

Model

Unstandardized 
Coefficients

Standardized 
Coefficients

t Sig.

95.0% Confidence 
Interval for B

Correlations
Collinearity 

Statistics

B
Std. 

Error
Beta

Lower 
Bound

Upper 
Bound

Zero-
order

Partial Part
Toler-
ance

VIF

(Constant)
COB
BC

-26.890 26.733 -1.006 .420 -141.914 88.134

-1.581 2.759 -.185 -.573 .624 -13.454 10.292 .155 -.376 -.173 .873 1.145

8.800 2.980 .954 2.953 .098 -4.022 21.622 .888 .902 .891 .873 1.145

a. Dependent Variable: ROCE

Regression Results on Return on Assets (ROA) as Dependent Variables
COB with ROA. Tables 3A & 4A state the Analysis of Variance (ANOVA) of the variables. 

With F values as 0.200 (sig 0.685) and 17.325 (sig 0.025) respectively for COB and BC with ROA, 
it clearly shows that there is no significant relationship between the (dependent variable) ROA 
and COB (independent variable) whereas the BC (independent variable) shows a significant 
relationship with ROA (dependent variable).
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Table 3A : ANOVA (ROA as dependent variable & COB as Independent)

Model Sum of Squares df Mean Square F Sig.

Regression 
Residual 
Total

7.389 1 7.389 .200 .685b

111.046 3 37.015

118.435 4

a. Dependent Variable: ROA

b. Predictors: (Constant), COB

Table 3B : Coefficients of Regression (ROA as dependent variable & COB as Independent)

Model Unstandardized Coefficients Standardized 
Coefficients

t Sig.

B Std. Error Beta

(Constant) 
COB

9.849 23.749 .415 .706

1.357 3.038 .250 .447 .685

a. Dependent Variable: ROA

BC with ROA. Tables 3B & 4B show the results of the coefficient estimates. Composition of 
board (COB) has a coefficient of 0.250 (sig 0.685) and the board committees (BC) has a coefficient of 
0.923 (sig 0.025). These indicate that BC is contributing in predicting having a positive relationship 
with the dependant variable (ROA) significant at 0.05 and COB is also having positive relationship 
but not significant.

Table 4A : ANOVA (ROA as dependent variable & BC as Independent)

Model Sum of 
Squares

df Mean 
Square

F Sig.

Regression
Residual
Total

100.954 1 100.954 17.325 .025b

17.481 3 5.827

118.435 4

a. Dependent Variable: ROA

b. Predictors: (Constant), BC

Table 4B : Coefficients of Regression (ROA as dependent variable & BC as Independent)

Model Unstandardized 
Coefficients

Standardized 
Coefficients

t Sig.

B Std. Error Beta

(Constant)
BC

-25.424 11.060 -2.299 .105

5.418 1.302 .923 4.162 .025

a. Dependent Variable: ROA

Therefore, the present study accepts the null hypothesis, H02 and rejects the null hypothesis 
H04.

COB with ROCE. Table 5A & 6A states the Analysis of Variance (ANOVA) of the variables. 
With F values as 0.074 (sig 0.804) and 11.153 (sig 0.044) respectively for COB and BC with ROCE, 



27

Volume 1  Issue 1   2016

Amity Journal of Corporate Governance

AJCG

ADMAA

it clearly shows that there is no significant relationship between the (dependent variable) ROCE 
and COB (independent variable) whereas the BC (independent variable) shows a relationship with 
ROCE (dependent variable) significant at 0.05.

Table 5A : ANOVA (ROCE as dependent variable & COB as Independent)

Model Sum of 
Squares

df Mean 
Square

F Sig.

Regression
Residual
Total

7.019 1 7.019 .074 .804b

285.840 3 95.280

292.860 4

a. Dependent Variable: ROCE

b. Predictors: (Constant), COB

Table 5B : Coefficients (ROCE as dependent variable & COB as Independent)

Model Unstandardized 
Coefficients

Standardized 
Coefficients

t Sig.

B Std. Error Beta

(Constant)
COB

24.972 38.103 .655 .559

1.323 4.874 .155 .271 .804

Dependent Variable: ROCE 

BC with ROCE. Table 5B & 6B shows the results of the standardised coefficient estimates. 
Composition of Board (COB) has a coefficient of 0.155 (sig 0.804) and the Board Committee (BC) 
has a coefficient of 0.888 (sig 0.044). These indicate that BC is having positive relationship with the 
dependant variable (ROCE) significant at 0.05 whereas COB is also having positive relationship 
but not significant.

Table 6A : ANOVA (ROCE as dependent variable & BC as Independent)

Model Sum of 
Squares

df Mean Square F Sig.

Regression
Residual
Total

230.783 1 230.783 11.153 .044b

62.077 3 20.692

292.860 4

a. Dependent Variable: ROCE

b. Predictors: (Constant), BC

Table 6B : Coefficients (ROCE as dependent variable & BC as Independent)

Model Unstandardized 
Coefficients

Standardized 
Coefficients

t Sig.

B Std. 
Error

Beta

(Constant)
BC

-34.024 20.841 -1.633 .201

8.192 2.453 .888 3.340 .044

a. Dependent Variable: ROCE
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Therefore, the present study accepts the null hypothesis H01 and rejects the null hypothesis H03.

Regression Results on Financial Performance (FP) as Dependent Variables and Board 
Governance Score (BGS)

According to the Table 7 of Model Summary, Adjusted R square is 0.339. It means, there is 
a 33.9% of the prediction can be contributed through independent variable (effective board 
governance) for the dependent variable (firm performance). However, the table shows that there is 
no significant relationship between FP and BGS.

Table 7: Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate

.710a .504 .339 5.66679

a. Predictors: (Constant), BGS

b. Dependent Variable: FP

Table 7A : ANOVA (FP as dependent variable & BGS as Independent)

Model Sum of Squares df Mean Square F Sig.

Regression
Residual
Total

98.059 1 98.059 3.054 .179b

96.338 3 32.113

194.396 4

a. Dependent Variable: FP

b. Predictors: (Constant), BGS

Table 7B : Coefficients (FP as dependent variable & BGS as Independent)

Model
Unstandardized Coefficients

Standardized 
Coefficients t Sig.

B Std. Error Beta

(Constant)
BGS

-22.820 29.091 -.784 .490

6.464 3.699 .710 1.747 .179

a. Dependent Variable: FP

Table 7B shows the results of the coefficient estimates. Board Governance Score (BGS) 
has a coefficient of 0.710. This means BGS variable has made the strong contribution to explain 
the outcome. The significance value of the predictor is more than 0.05. These means BGS is not 
making a significant unique contribution to the prediction of the outcome (Financial Performance). 
Therefore, the present study accepts the null hypothesis H05.

Hypotheses Testing Results
Summary of the data analysis is given below through the hypotheses testing.

Table 9 :  Hypotheses Testing

S. No. Hypotheses Result

H01 There is no significant impact of Composition of Board on ROCE of Selected IT MNCs. Accepted

H02 There is no significant impact of Composition of Board on ROA of Selected IT MNCs. Accepted

(Continued...)
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H03 There is no significant impact of Board Committee on ROCE of Selected IT MNCs. Rejected

H04 There is no significant impact of Board Committee on ROA of Selected IT MNCs. Rejected

H05 There is no significant impact of BGS on Firms Performance of Selected IT MNCs. Accepted

Note: All are significant at 0.05 level.

Findings

Statistical results summarised
The study found positive correlation between the dependent and independent variables. 

BC, COB are positively correlated with ROA at 0.893 and 0.451 respectively. BC and COB are 
positively correlated with ROCE at 0.874 and 0.352 respectively. BGS and FP also shows a positive 
correlation between them with 0.469.

BC has portrayed his significant impact on ROA & ROCE with the p value of 0.25 & 0.44 and 
with F-test result of 17.325 & 11.153 respectively. Whereas COB has revealed his insignificant 
impact on ROA & ROCE with the p value of 0.685 & 0.804 and with F-test result of 0.200 & 0.074 
respectively. The study shows that there is no significant impact of BGS on FP. 

Theoretical interpretation
As per the statistical observations, the study shows that composition of board is positively 

correlated but not as a significant variable (Predictor) to the (ROA) and ROCE of the selected IT 
companies. Nevertheless, literature review suggests the same about the relationship and identifies 
a significant implication of COB on financial performance of selected IT companies (Fauzi & 
Locke, 2012), (Wintoki, Linck, & Jeffry, 2012). Here the cause for this effect can be visualised as 
though the selected firms have carried somewhat even level of competencies in their board 
(Paul, Ebelechukwu, & Yakubu, 2015). This indicates that all selected listed IT companies are 
strictly following Clause 49 provisions. It is also because all the selected IT companies are top 5 
listed companies on the basis of their net worth. So it is mandatory for them to fulfil the entire 
prescribed requirement. This paradigm also has been observed by (Black, 2001) in his study.

Further, the study shows that board committee is positively significant to the ROA and ROCE. 
Here BC turns out to be a good forecaster for the ROA and ROCE of the firm. The company 
with more number of efficient working committee having right proportion of executive and 
independent director in it has depicted more ROA and ROCE (Klein, 1998). The role of executive 
directors in the composition of board committee has been considered as crucially significant. The 
present study advocates that complete independency in board committees will not lead corporates 
to operate it as efficiently as involvement of an executive director will make (Agarwal & Knoeber, 
1996).

The study does not find a significant relationship between board governance scores and 
financial performance. The study also reveals that almost all selected top five IT companies are 
disclosing their corporate governance report in accordance with prescribed SEBI clause 49 of 
listing agreement, but Infosys leads among these companies by adopting a distinguish approach 
for its CG report disclosure in its annual return. The role of executive directors has been 
considered crucial as they are the whole time active directors who invest his time and intelligence 
for putting a company to distinctive heights. At the same time independent directors are also 
equivalently important to keep check on executive directors’ role and also to take company 
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to new heights with their competencies. A balanced proportion of independent directors are 
indispensably required for the efficient and effective operation and control of the board.

Conclusion
The study entails a favourable retort in the light of past review of literature, that there is a 

substantial impact of board governance on financial performance of the selected companies. It has 
been observed that almost all selected companies have disclosed and practised their corporate 
governance codes but the way of such implementation is different from each other. In regard to 
this aspect, Infosys excels in CG practising as compared to other companies. Presently, many of 
the companies are framing Infosys corporate governance practices as their benchmark. The other 
four companies also have their own way of practising corporate governance. Apart from showing 
mandatory provision laid down in clause 49 of SEBI, the company has also focused on disclosing 
most of the non-mandatory provisions. The study also expresses that there is a confident 
relationship of composition of board (COB) and board committee (BC) with return on assets 
(ROA) and return on capital employed (ROCE) both interchangeably. But only board committee 
(BC) has established significant relationship with ROA and ROCE showing its significant impact 
on financial performance (FP) variables. Thus, it can be believed that board governance index and 
board committee as a whole have a significant impact on financial performance of companies. 
So the role of board cannot be neglected. Most of the literature study suggests that COB also has 
significant impact on financial performance of companies. For COB, findings of this paper differ 
because of the subjective nature of crafting a governance index. (Marston & Shrive, 1991) argue 
that subjectivity cannot be removed completely, when crafting disclosure indices. The board 
size also needs to be brought into attention. The board size with one-half independent directors 
in it is considered more efficient. And the company with more number of executive directors has 
greater performance rating than other companies. Thus a right proportion of directors in board 
are considered more practicable comprising of eminent dependent & independent directors and, 
simultaneously complying with the law also.

Study Implications
The above study in line with the various literatures specifies that the role of board cannot be 

neglected. The board basically comprises of two types of directors, independent and dependent 
directors, further this can be classified into executive, non-executive and independent non-
executive directors. The SEBI in his Clause 49 and also according to Companies Act 2013 of 
India has stated certain norms and regulation regarding the corporate governance which 
encompasses the involvement of board of directors. The various literatures suggest that though 
there is no standard parameter of board governance for the effective performance of companies, 
appropriate proportion of independent directors is necessitated for good corporate governance 
as also suggested by the review of literatures. As observed, in some cases, dependent directors 
conduct business more efficiently and in some other cases independent directors are found as 
the key factor for the efficient performance of the companies (Agarwal & Knoeber, 1996). The 
reason for this could be that, each IT company is different from each other, by way of compliance 
of corporate governance. This also indicates that the governance of companies does not have to 
be regulated by law, but can be left to the hand of the market (Chhaochharia & Laeven, 2008; 
MacNeil & Li, 2006). 

Moreover, from the study, it is observed that the board committee (BC) and disclosure 
(DIS) have shown strongly positive relationship with financial performance (FP) of the selected 
IT companies, which depicts that almost all, except Tech Mahindra, are doing well with their 
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board committees and disclosure practices. The sample companies (especially Infosys) are setting 
standards for other listed companies to follow the practices of maintaining right amount and right 
proportion of committees and full disclosure. Just mere to fulfilling the corporate governance 
practices for the sake of regulation is totally not enough. The firms voluntarily need to think 
on this and practise a good corporate governance along with the eminently fulfilment of legal 
formalities.

An important aspect (variable) of corporate governance has been found constantly weaker 
for the prediction of financial performance and that variable is Composition of Board (Paul, 
Ebelechukwu, & Yakubu, 2015; Arosa, Iturralde, & Maseda, 2010). Again it has been seen that 
most number of companies are just fulfilling the quorum of maintaining right proportion of BOD, 
but they may neglect maintaining the relevant proficiencies at the board, independency of board, 
sufficient representation of shareholders. The IT companies indispensably need to focus on these 
observations also and disclose it with proper space and matter (Arosa, Iturralde, & Maseda, 2010). 

Limitations of the Study
The major limitation of the study is the selection of sample size i.e., only top five Information 

Technology companies on the basis of net worth, namely – TCS; Infosys; Wipro; HCL 
Technologies; Tech Mahindra. The results drawn from the analysis of performance of selected 
companies cannot be hold true for all the IT industry. The second important limitation of the 
study lies in the subjective nature of crafting a governance index. Though it has taken a very good 
care of while ranking but subjective nature of CG index cannot be taken as exact figures. The 
third limitation of the study is time period covered. The time period covered under study is not 
sufficient enough to judge the causal effect of board of directors on financial performance in IT 
companies. 

Scope for Further Research

In spite of the above limitations, it would be very interesting to conduct another study 
within the same area of research, with the incorporation of more companies and industries, 
which will give more integrated result to the topic and better utility to the interested parties and 
management. Further longer period can be taken to analyse the board performance in context to 
financial performance of Information Technology companies. A study incorporating many other 
components and variables of board of directors will be interesting to find out the impact of board 
performance of companies on its financial performance. A comparative study also can be done 
among the various business industries.
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