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Abstract

Corporate governance has been at the forefront of Indian capital market regulation since the Clause 49 reforms
of 2004, the Companies Act 2013, and SEBI's Listing Obligations and Disclosure Requirements (LODR) Regulations 2015
and their 2024 amendment. Yet empirical evidence on how governance quality translates into firm value in India's promoter-
dominated ownership structure — where promoter groups control 51.8% of aggregate NSE 500 equity as of December 2024
— remains contested. This study employs a balanced panel dataset of 342 NSE-listed companies over 20162025, combining
Tobin's Q and Market-to-Book ratio as firm value measures with a composite Corporate Governance Index (CGI)
constructed from board composition, audit quality, disclosure transparency, and shareholder rights dimensions.

Fixed-effects panel regression with instrumental variable (IV) correction for endogeneity identifies a significant
positive CGI-Tobin's Q relationship ($=0.037, p<0.001), strengthened in the post-2022 BRSR mandatory disclosure period
($=0.044, p<0.001). Board independence and audit committee financial expertise account for 63% of the CGIl-value
relationship. Promoter concentration negatively moderates governance-value coupling (interaction =-0.019, p<0.01), while
foreign portfolio investor ownership positively moderates it (=0.024, p<0.001). SEBI's 2024 LODR amendments —
mandating risk management committee independence and enhanced RPT disclosures — are associated with a measurable
incremental governance premium in early-adopter firms.
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1. Introduction

India's corporate governance landscape in 2024-25 is defined by three concurrent regulatory developments that mark
a new phase of institutional maturation: SEBI's comprehensive LODR amendment circular of June 2024 enhancing RPT
thresholds and board committee independence requirements; the National Financial Reporting Authority's (NFRA) active
enforcement programme — 47 audit firm proceedings initiated in 2023-24 — establishing audit quality oversight as a credible
governance mechanism; and SEBI's mandatory ESG rating provider framework creating structured sustainability governance
infrastructure for the first time. These developments follow a governance reform trajectory that began with the IL&FS collapse
(2018) and accelerated through the Adani-Hindenburg episode (January 2023), which catalysed SEBI's enhanced disclosure
and independent director oversight requirements.

The promoter-controlled ownership structure creates principal-principal conflicts that are the defining governance
challenge of Indian listed companies. As of Q3 FY2025, promoter shareholding in NSE 500 companies averages 51.8%,
compared to 46.3% in 2016, reflecting the trend of promoter equity consolidation through buybacks and open offers. This
concentration trajectory raises the stakes of governance quality differentiation: governance mechanisms that effectively
constrain principal-principal extraction at high promoter concentration levels are the critical value-protection infrastructure for
India's 11 crore retail investors who collectively hold 8.9% of NSE market capitalisation.
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2. Governance Framework and CGI Construction

2.1 Updated CGI Methodology (2024 Framework)

The CGl is updated from prior versions to incorporate SEBI LODR 2024 amendments: Board Structure (independence
ratio, board size, gender diversity 30%+ threshold, ESG committee existence — 0-25); Audit Quality (NFRA-compliant audit
firm, committee expertise, auditor tenure <10 years, non-audit fee ratio — 0-25); Disclosure and Transparency (BRSR core
indicators compliance, RPT disclosure quality, cyber risk disclosure, analyst forecast accuracy — 0-25); Sharcholder Rights
(minority resolution pass rate, dividend consistency, AGM e-voting participation rate, whistleblower policy effectiveness —
0-25). CGI maximum: 100. Scores are coded annually from MCA filings, stock exchange disclosures, and PRIME Database,
with inter-rater k=0.91.

3. Data and Results

3.1 CGI Scores by Firm Category

Table 1 presents CGI dimension scores and Tobin's Q for 342 NSE-listed firms across the 2016-2025 panel. Large
private firms achieve the highest CGI total (76.8), driven by superior audit quality and disclosure scores, while family-
controlled firms show the widest gap between board structure (formal compliance) and shareholder rights (effective minority
protection). Figure 1 visualises the CGI dimension distribution across firm categories, revealing the audit quality convergence
effect of NFRA enforcement across firm types since 2022.

Fig. 1 CGI Dimension Scores by Firm Category B MSE-Listed Companies (2024 Assassment)
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Fig. 1 CGI Dimension Scores by Firm Category — NSE 500 Companies (Updated 2024 Assessment, n=342)

Table 1. CGI Scores and Tobin's Q by Firm Category (342 NSE-Listed Firms, 2016-2025)

Large Private 19.8 20.6 19.2 17.2 76.8 2.51
(n=104)

Mid-Cap Private 16.4 17.8 16.2 15.4 65.8 1.94
(n=93)

PSU (n=68) 14.9 17.1 18.1 12.4 62.5 1.18

www.ijmem.com Page | 54



International Journal of Modern Engineering and Management | [JMEM
ISSN No: 3048-8230
Volume 3 Issue 3 March- 2026

Family-Controlled 15.3 16.1 14.6 13.9 59.9 1.72
(n=77)
Overall (n=342) 16.9 17.9 17.0 14.9 66.7 1.89

4. Regression Results and Moderation Analysis

4.1 Fixed-Effects and IV Estimates

The fixed-effects model estimates CGI-Tobin's Q coefficient at f=0.037 per CGI point (p<0.001), with the IV-
corrected estimate at $=0.031 (p<0.001), confirming causality direction. The post-BRSR period (FY2023 onwards) shows a
significantly strengthened coefficient (f=0.044, p<0.001), attributable to regulatory credibility amplifying the market's
valuation of governance quality signals, consistent with findings from the ESG literature on mandatory disclosure effects. The
NFRA enforcement period (post-2022) accounts for 26% of the audit quality dimension's contribution to the overall CGI
premium, isolating enforcement quality as a distinct governance-value driver.

Figure 2 illustrates the moderation analysis: the governance-value relationship is significantly steeper at low promoter
concentration, confirming that independent governance mechanisms generate the highest valuation premium when promoter
discipline is weakest. Conversely, FPI ownership amplifies governance translation at all promoter concentration levels,
consistent with FPIs' ESG screening mandates and active engagement practices.

Fig. 2 CGI Score vs Tobin's QB Maoderation by Promoter Concentration (n=312 Firms)
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Fig. 2 CGI Score vs Tobin's Q — Moderation by Promoter Concentration (n=342, 20162025 Panel)

5. Discussion

SEBI's June 2024 LODR amendments — particularly the mandatory risk management committee with at least one
independent director, enhanced materiality thresholds for RPT board approval, and ESG committee requirement for the top
1,000 listed entities — represent the most substantive governance reform since the Companies Act 2013. Early-adopter firms
(those implementing LODR 2024 provisions ahead of the mandatory timeline) show incremental CGI improvements of 4.2
points on average, associated with a Tobin's Q premium of 0.16 ($=0.044x4.2+compliance signalling effect), suggesting that
proactive governance adoption generates abnormal returns above the baseline CGI-value relationship.
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The PSU governance-value decoupling (insignificant 3=0.08) persists despite improving CGI scores, attributable to
the dual-objective principal structure that makes state-owned enterprise governance fundamentally different from private
governance theory. SEBI's 2023 circular mandating independent selection committees for PSU board appointments — partially
addressing the ACC nomination bottleneck — may begin to show measurable valuation effects in the 2026-27 fiscal as
independent director quality improves and appointment processes become less politically mediated.

6. Conclusion

Panel evidence from 342 NSE-listed firms (2016-2025) confirms that governance quality positively predicts firm
value ($=0.037 per CGI point), strengthened to f=0.044 in the post-BRSR mandatory period. Board structure and audit quality
— now reinforced by NFRA enforcement — drive 63% of the governance premium. SEBI's 2024 LODR amendments, NFRA
enforcement credibility, and BRSR mandatory framework collectively represent a governance infrastructure maturing toward
the institutional quality necessary to generate reliable governance-value transmission across India's promoter-dominated capital
market.
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