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ABSTRACT
Corporate Governance is an emerging and crucial area of modern management due to corporate meltdowns and scams.Corporate Governance is a broad term describing the methods,policies,  structure and process of a company in which the business and affairs of the company are managed and directed. It also eliminates the conflict of ownership and control by separately defining the interest of shareholders and managers.This topic has incited interest since the 90's when a series of corporate collapses like Maxwell,  Enron,Worldcom,  Vivendi, Satyam took place in different parts of the globe and highlighted the misdeeds by the management of the corporations. 
 Kingfisher Airlines Ltd. was owned by the biggest liquor tycoon of India with an ambition to become an industry leader. Growing share in the aviation market, wide number of destinations and numerous awards, depicted a very attractive and innovative picture for the company. However, due to the severe financial crisis faced by the airline the company has no funds to pay the salaries to the employees and is facing several other issues like fuel dues; aircraft lease rental dues, service tax dues and bank arrears. The main repercussion is the bank loan and interest burden which lead the airlines into an accumulated debt and loss pile of Rs.12000 crore. The biggest mistake of Kingfisher was the acquisition of another airline with a different business model. Kingfisher owed an SBI led bank consortium loan to the tune of Rs.7000 crore, and the effects that this led to the Airlines as well as to the other UB Group companies is shocking.This paper describes the downfall of Kingfisher Airlines and the study of the financial health of United Breweries Holdings. 
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 INTRODUCTION

Corporate governance is the technique by which companies are directed and managed, it means carrying the business as per the stakeholders’ desires and  is actually conducted by the board of Directors and the concerned committees for the company’s stakeholder’s benefit. It is all about balancing individual and societal goals, as well as, economic and social goals.Corporate Governance is the interaction between various participants(shareholders, board of directors, and company’s management) in shaping corporation's performance and the way it is proceeding towards. The relationship between the owners and the managers in an organization must be healthy and there should be no conflict between both because the owners must see that the individual's actual performance is according to the standard performance and these dimensions of corporate governance should not be overlooked.
             In modern corporations, the functions/ tasks of owners and managers should be clearly defined, rather than harmonizing.Corporate Governance deals with determining ways to take effective strategic decisions. It gives ultimate authority and complete responsibility to the Board of Directors and in today’s market - oriented economy,   efficiency as well as globalization are significant factors urging corporate governance. Corporate Governance is essential to develop added value to the stakeholders so  which ensures strong and balanced economic development. This also ensures that the interests of all shareholders (majority as well as minority shareholders) are safeguarded and shareholders fully exercise their rights. Corporate governance is the broad term describing the processes, customs, policies, laws and institutions that direct the organizations and corporations in the way they act, administer and control their operations.It works to achieve the goal of the organization and manages the relationship among the stakeholders including the board of directors. Fine corporate governance is an essential standard for establishing the striking investment environment which is needed by competitive companies to gain a strong position in efficient financial markets. Good corporate governance is fundamental to the economies with extensive business backgrounds and also facilitates the success for entrepreneurship. Since corporate governance also provides the framework for attaining a company's objectives, it encompasses practically every sphere of management, from action plans and internal controls to performance measurement and corporate disclosure. Corporate governance is the structure of rules, practices, and processes used to direct and manage a company. A company's board of directors is the primary force influencing corporate Governance. Bad corporate governance can cast doubt on a company's reliability, integrity, and transparency, which can impact its Financial health.

 LITERATURE REVIEW

 The concept of corporate governance has been in existence for a long time but it was formalised in the UK in the early 1990s.It all started with Cadbury Committee Report (1992) which was a committee formed in the UK due to a large spate of financial scams and corporate failures in the 1980s. It was formed by the London Stock Exchange, the Financial Reporting Council and the accountancy professionals. The main aim of the committee was to discuss financial aspects of Corporate Governance. This report was followed by Greenbury Report (1995) which was a study on Directors remuneration; Hampel Report (1998) was a committee on Corporate Governance and Turnbull Report (1999) which talked about obligations of directors.At the above context most of the Asian countries did not have any legislation regarding corporate governance neither were they planning to move towards any in this area. In 1997, the world witnessed what came to be known as the South East Asian financial crisis when all the ASEAN countries ranging from Thailand to South Korea faced an economic crisis which led to declaration of economic growth in the area. Ample  of research work has been done to find out the reasons that led to this crisis. It was thought that there was a relationship between corporate governance and the South-East Asian crisis. Did the crisis expose corporate governance problems, or did corporate governance problems trigger the onset of the crisis? This was one of the prime questions in front of the researchers.
        Modern research works mentioned that lack of transparency and independent management were one of the reasons for the Asian crisis whereas some of the articles mentioned that the crisis exposed such problems and organisations like the IMF stressed on having good governance practices to prevent it in future. After the crisis, there was an emergence of the Korea SE Act and Commercial code in 1999, the Code of Corporate Governance in India in 1999 and similar developments on this front in other Asian countries. In India’s case also, in 1999 SEBI constituted a committee under Kumar Mangalam Birla to recommend corporate governance measures to be followed by Indian companies. SEBI felt a need to regularise the disclosures by the companies in the wake of scams like MS Shoes etc. The committee came out with a report in 2000 but it was not implemented immediately.                           The recommendations were considered to be too strict in the Indian context. But after the Enron scam in 2002, another committee was formed under Narayan Murthy (2003) to come up with concrete measures to implement corporate governance. The recommendations of these two committees took the form of Clause 49 of the listing agreement and finally implemented in 2006.Afsharipour (2009) states that India's reform efforts have demonstrated that while corporate governance rules may converge on a formal level with Anglo- American corporate governance norms, local characteristics tend to prevent reforms from being more than merely formal. India's inability to effectively implement and enforce its extensive new rules corroborates the argument that comprehensive convergence is limited, and that the transmission of ideas from one system to another is highly complex and difficult, requiring political, social and institutional changes that cannot be made easily.


KINGFISHER AIRLINES

HISTORICAL BACKGROUND

“ We have broken the shackles of conservative socialism. The growing
middle classes want the kind of standard of living you enjoy in the West. So what I'm selling is a lifestyle”. 
                                                                          - Dr.Vijay Mallya - 

Kingfisher Airlines is an airline group based in India and a subsidiary of United Breweries Group.  The group headed by Dr. Vijay Mallya is a flamboyant businessman having interests in beverage alcohol, aviation infrastructure, real estate and fertilizer among others.The airline started commercial operations in 9 May 2005 with a fleet of four new Airbus A320 - m200s operating a flight from Mumbai to Delhi. Until December 2011, Kingfisher Airlines had the second largest share in India’s domestic air travel market. Ever since the airline commenced operations in 2005, it has reported losses. The acquisition of loss-making Bangalore-based Air Deccan in 2007 made matters worse. The merger was made to save operating cost and to give brand value to the loss-making Air Deccan. An initial name change to Deccan followed by Kingfisher Red, and promotion as the domestic budget kingfisher airline failed to stem losses and Kingfisher suffered huge losses through three consecutive years. The company raised $100 million by various debt instruments including GDRs in 2009. In the second quarter of 2009-10, Kingfisher reported losses of Rs. 419.77 crores. Despite huge losses, it forayed into the highly competitive international market by announcing flight to Europe in 2010. That also did not impact the operating losses. On 15 November 2011 the airline released poor financial results, indicating that it was “drowning in high-interest debt and losing money”. The chairman of the Kingfisher Mr. Vijay Mallya indicated that the solution was for the government to reduce fuel and other taxes. The matter became worse with the non-payment of service tax to the government collected from the customers; default in clearing airport charges; failure to deposit tax deducted at source(TDS); non-payment of salary to staff; and bouncing of cheques etc. This resulted in frequent strikes of the staff; sick-leaves and nonreporting of pilots; cancellation of flights and prosecution of the company including criminal cases against the chairman of the kingfisher Mr. Vijay Mallya. The Company somehow managed to stay afoot with fresh debt packages by public sector banks and personal guarantee of Mr. Mallya who had deep connections with the politician and bureaucrats.
         In view of these predicaments, Vijay Mallya appealed to the government for a bailout, but was refused the same. DGCA suspended its flying license on 20thDecember 2012, and the airline had to shut down its operations.


CAUSES OF DOWNFALL 

UNSOUND FINANCIAL MODEL

 Mallya’s financial model was faulty based on pledging one company or the other from the UB Group as guarantee/ collateral. Raising Debts domestically for the airlines industry with low operating profits is a counterproductive and risky proposition. Ineffective Strategies: Frequent changes in the focus left the travellers confused and losing their interest in the brand. The airline was launched as all economy class with food and entertainment system, later on, the focus was shifted to luxury business class. Both brands looked similar and had a similar service Kingfisher Red became neither full service nor low cost. Expansion of business without proper planning: Kingfisher airlines acquired the Air Deccan for the sake of expansion. For acquiring an international flight license there is a requirement of at least 5 years of domestic experience. Mallya acquired Air Deccan to get the international route license but never tried to syndicate these two airlines. 


CORPORATE GOVERNANCE

 Kingfisher was marred by poor corporate governance since its inception. Mallya is flamboyant in nature and tends to behave like Richard Branson of Virgin Group. He floated the airlines as a gift to his son. Both son and father lacked experience in airlines and with an ineffective board of directors, they run the lines at their whims and fancies. High Operational Cost and economic crash: Airlines Industry has very high operational costs compared to any industry owing to high airports charges/fees for landing and parking, frequent changes in aircraft fuels which are dictated by international national crude oil rates, heavy taxes, high maintenance cost of aircrafts and hefty salaries for pilots and other staff.

 UNETHICAL CONDUCT

There was frequent change in the top level management of Kingfisher Airlines .Mr. VIJAY never took serious interest in day to day operations. Kingfisher was a gift to Siddharth Mallya (son of Vijay Mallya) by his father on his birthday. Siddharth Mallya did not have the maturity to run the airlines business because he was too busy in making the kingfisher calendar.





 HIGH OPERATION COST

Operation costs of the Airline industry are very high as compared to any other industry. KFA had to buy the licenses for the routes it wanted to fly. The company had to invest huge amounts in aircraft maintenance and the salaries for the employees were very high.



 LACK OF PROPER MANAGEMENT

The board of directors were constituted to meet the legal requirements but was dominated by the chairman and the managing Director Mallya who failed to give strategic direction to KFA and failed in his duties that could have roped in Mr Gopinath. (EX founder of Air Deccan) as CEO of the kingfisher airlines to benefit from his experience of running a successful airline which could make KFA into a profitable business.

 AUDITORS OBJECTIONS

The Management and Audit committee didn’t pay attention to audit objections raised by the auditors in September 2011. The auditors had raised questions of accounting methods used by airlines to calculate cost of maintenance and repairs of aircraft .According to them ,they were not in accordance with generally accepted accounting standards prevalent inIndia.

 EXECUTIVE COMPENSATION

As per report of India ,today KFA ‘s CEO Sanjay Aggarwal was the second highest paid among all his peers at UB group and among countries three listed airlines in March 2012.The kingfisher employees were probably much better paid as per remuneration details provided in their annual reports despite the fact that the airline was facing tough situations. Aftermath:- The CEO of KFA resigned in February 2014,Mallya was arrested in London on April 18,2017, but we granted bail .His extradition is still under way.


 COMMON GOVERNANCE PROBLEMS NOTICED IN THE WORLD

Existence and operating inefficiency of internal controls, ineffectiveness of the board of directors, weak regulation or inappropriate workings in internal and external audit may lead to corporate problems. The governance failure which causes shutdown of company may be classified into some broad categories:-

FLAWS IN  INTERNAL CONTROL

Internal control mechanisms within an organization provide checks and balances to ensure adherence to the legal requirements, to prevent fraud and to ensure governance in the interest of the stakeholders. Breakdowns in the internal control system made the companies vulnerable to pressures and problems which eventually collapsed. Some instances of internal control failures are cited as follows:-
WorldCom documents indicated that the company's executive knew as early as in 2000 that the accounting treatment was improper. Internal auditors are an early line of defence against accounting errors and accounting frauds. One question regarding WorldCom is why it took more than a year for the company's internal auditors to discover the misclassification; arguably considering the amount of cost being capitalised and on the impact on the net income and assets, this has been caught earlier. The audit committee of Satyam failed in its duty to act on a whistle blower's expose. As per the investigations of SFIO on 18, December 2008, two days after Satyam board met and decided to acquire two group firms - Maytas Infra Ltd. And Maytas properties Ltd. - independent directors Krishna palepu received an anonymous email by an alias, Joseph Abraham.

FLAWS IN EXTERNAL AUDIT

The corporate failures appearing one after other question the utility and efficacy of the external audit process. In almost all such cases either the auditors applied faulty audit techniques or were negligent in performing their duties or had a conflict of interest. This may be illustrated as under :-

INADEQUATE REGULATORY MECHANISM

Regulatory  framework is designed to strengthen corporate governance by requiring compliance with the rules and regulations. Weakening the regulatory mechanism which may arise from oversight of the regulator or poor implementation of the rules or conflict of interest can compound corporate problems and speed up the collapses. This evidently happened in the BCCI, which can compound corporate problems and speed up the collapses. This evidently happened in BCCI, ENRON, WorldCom, parmalat, Tyco and others. The regulators
could not detect the faulty accounting techniques and valuation methods being adopted by the failed companies. The lenders also failed to monitor their borrowers and relied on forged documents especially in the case of Parmalat. In most of these cases, lenders failed to keep the leverage of their borrowers within manageable limits. The disclosure requirements in many cases of corporate failures were found to be inadequate.

FAILURE OF THE BOARD OF DIRECTORS
  
Failure of board of directors is the most common governance failure noticed in various corporate failures whether it is ENRON or SATYAM. The failure of the board in corporate collapse occurred for a variety of reasons - Inappropriate skills of BOD, Lack of strength of board, Conflict of interest,Unwillingness of the board to challenge the dominating CEO. Some evidence are as follows:-
The board of directors of BCCI was virtually not-existent as the company was managed by its founder and CEO and general managers of the bank at different locations were reporting directly to them. On paper ENRON had a model board of directors comprising predominantly outsiders with the significant ownership stakes and a talented audit copy. Collapse of Enron may be construed as a failure of corporate governance, in particular the board of directors of Enron.
World Com had a board of directors consisting of 11 directors, eight of whom were independent. The Board failed to fulfil its basic responsibility. The board failed to act or ignored accounting irregularities besetting the company more than 12 month before the company ultimately collapsed. There was no effective board oversight on account of the board under the influence and control of the promoter-cum-chairman of parmalat.

DOMINATING DISHONEST CEO

Corporate governance hinges on an appropriate balance of accountability between the board of directors and the executive led by the CEO. When there is imbalance with the CEO taking a dominating role and uses this position to pursue his/her greediness, the result
inevitably is corporate failure as happened in the series of collapses which took place one after the another since the turn of this century. The COSO report of 2010 states that CEOs are involved in 72% of the 347alleged cases of fraudulent financial reporting listed with SEC during 1998-2007 periods. The report indicates that in most major cases of fraudulent financial reporting the CEO's of the companies are the main instigators and it is a planned initiative. The motivations of frauds range from the desire to meet the financial expectations, to expropriating the funds, and include diversion of funds for family concern, empire building, hide worsening business situation, increase executive compensation and improve chances of gaining debt and equity funding.In the case of the BCCI ,it was managed by its founder Abedi and the CEO Naqvi. 248 managers and general managers of the bank at different locations were reporting directly to them. Similarly Maxwell was a physically imposing and domineering individual who ran his companies as his personal fiefdom. Similarly, the founder of Satyam Ramalinga Raju had unquestioned control over the company. He built up his clout in the company and outside by showing fabulous results and floating success stories. The numerous awards conferred to Mr.Raju. He misapplied his dominance by cooking the books of Satyam for a number of years and attempting to divert the funds of the company.


FAILURE OF BUSINESS STRATEGY

The prime responsibility of the board is to formulate corporate strategies in the best interest of the shareholders and other stakeholders. The Board of the failed companies blundered in formulating strategies and policies in the interest of the companies. In most cases the strategies were not clear being based on the whims and fancies of the founders or over dominating CEO in complete disregard to the rights of shareholders. The policies were excessively focused on short term profit and share prices. The strategies were not in consonance with the resources and capacity of the company giving rise to excessive risk -taking which could not be controlled and ultimately led to the collapse of the company.

CONCLUSION

Corporate Governance has gained importance to the modern management in the light of corporate misdeeds by the higher executives and collapse of reputed and sound financial corporations among the globe.
        Kingfisher is one of the leading and successful airlines in India. The reason behind the downfall of the airline is mentioned above and there are many other factors which are also the reason behind the downfall of the Kingfisher airline. The organizational structure is mainly the major concern in the Kingfisher airlines. In starting the kingfisher is at its peak at that time period is the best time to expand the business but due to the huge benefits the staff and pilots and the expenses is also become more and more and to successfully manage it many talented person are required, no doubt they have experienced staff and luxurious treatment they give to the passengers but to organize the whole staff and the airline only Vijay Mallya is having the direct control on it and this occurs misunderstanding
 The company has sunk deeper into debt. Even after being restructured and slashed, its debts exceed Rs 7,000 crore.. Apart from liquor company UB Holdings, he owns stakes in the cricket team Royal Challengers, Bangalore; the Kolkata football teams Mohun Bagan and East Bengal; and the Formula 1 team Force India. Indeed, UB Holdings itself is reported to have provided bank guarantees of over Rs 16,000crore to the banks.If Dr. Mallya will not sacrifice his other assets for Kingfisher, then he cannot ask others to sacrifice their financial interests for him.  
       If a business is to be successful the main focus should be on creating an efficient work - frame, taking appropriate decisions, establishing a healthy competitive environment, improving quality of service and steeding in unity to find solutions to problems.
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