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Dear

I greetall of youwith deep delightand great excitement. [ welcome youto the Sreenarayanaguru
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Sreenarayanaguru Open University was established in September 2020 as a state initiative
for fostering higher education in open and distance mode. We shaped our dreams through a
pathway defined by a dictum ‘access and quality define equity’. It provides all reasons to us for
the celebration of quality in the process of education. I am overwhelmed to let you know that
we have resolved not to become ourselves a reason or cause a reason for the dissemination of
inferior education. It sets the pace as well as the destination. The name of the University centers
around the aura of Sreenarayanaguru, the great renaissance thinker of modern India. His name
is a reminder for us to ensure quality in the delivery of all academic endeavors.

Sreenarayanaguru Open University rests on the practical framework of the popularly known
“blended format”. Learner on distance mode obviously has limitations in getting exposed to
the full potential of classroom learning experience. Our pedagogical basket has three entities
viz Self Learning Material, Classroom Counselling and Virtual modes. This combination is
expected to provide high voltage in learning as well as teaching experiences. Care has been
taken to ensure quality endeavours across all the entities.

The university is committed to provide you stimulating learning experience. The master’s
programme in Commerce is considered to be an academic progression of the bachelor programme
in form and content. It heavily leans on the knowledge level of a normal undergraduate
learner. The discussions on the theories and accounting practices are kept integrated with a
view to ensure cohesiveness in understanding of the learner. The worked out problems and its
procedures constitute the conspicuous identity of the programme. Mathematical knowledge
is enhanced over the modules. We assure you that the university student support services will
closely stay with you for the redressal of your grievances during your studentship.

Feel free to write to us about anything that you feel relevant regarding the academic
programme.Wish you the best.

Regards,
Dr. P.M. Mubarak Pasha 01.11.2023
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Business Ethics

Learning Outcomes

After completion of this unit, the learner will be able to:
+ familiarise the concept of business ethics
+ gain insights into the relevance and impact of business ethics in modern business

+ identify the factors that influence business ethics

Background

Business ethics is a crucial aspect of modern commerce, guiding ethical behavior
in the corporate world. It addresses the need for businesses to operate with integrity,
transparency, and social responsibility, fostering trust among stakeholders. The demand
for business ethics arises from the complexities of societal, economic, and environmen-
tal contexts, necessitating ethical decision making to balance profitability and societal
welfare. Ethical principles stem from religious, philosophical, cultural beliefs, as well
as legal frameworks and industry regulations. Organisational culture, leadership, and
individual values play essential roles in shaping ethical behavior, while external factors
like market competition and stakeholder pressures can also influence it. In this unit, the
significance of ethical conduct, various sources of business ethics, and factors affecting

ethical behavior in business settings are discussed.

Business Ethics, Values, Decision making, Vision, Factors
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1.1.1 Concept of Business Ethics

The word “ethics” is derived from the Greek word “Ethikos”
which means character. Thus, when applied to business, this
means business with character. There is another word, “morali-
ty”” considered a synonym of ethics. The word morality has been
derived from the Latin word “moralis” which means behaviour.
In this way, ethical-moral behaviour pertain to a set of actions
expressed through behaviour. Alternatively, while the character is
relatively internal, behaviour is relatively external, and character
is externalised via behaviour. Character defines an action, where-
as behaviour gives it immediate shape. Without going into the
semantics of character and behaviour, let us try to define the term
ethics. As already mentioned, ethics is a branch of philosophy.

Ethics is a moral perspective on what is morally correct be-
haviour and incorrect behaviour, indicating when our actions are
right and wrong. On the other side, business ethics is the appli-
cation of general ethical principles to business behaviour which
promotes good in society, improves profitability, fosters business
relationships and employee productivity, prevents business from
dishonest practices and protects employees from harmful actions
by their employer.

Business ethics is specifically defined as “the art and discipline
of applying ethical principles to evaluate and resolve complicated
moral challenges”. Business ethics show how profitable and eth-
ical a business can be. The use of ethical principles in business
transactions and the ethical consequences of business are now
being studied with increasing attention. Business ethics, whether
applied at the individual or group level, is the collection of values
or justifications that ought to guide how business is conducted.

According to Cater McNamara, “Business ethics is generally
coming to know what is right or wrong in the workplace and do-
ing what is right. This is in regard to effects of products/services
and in relationship with the stakeholders.”

What flows from the above definitions can be summed up as
that business ethics is the form of applied ethics that applies moral
judgments in the business spheres. It is the application of our un-
derstanding of what is good or bad and right or wrong to that as-
sortment of activities that fall within the realm of business. Thus,
business ethics means the application of moral judgements to de-
cide business matters as right or wrong and fair or unfair. Like
general ethics, business ethics is also normative ethics. Therefore,
as normative ethics, business practices are judged on the basis of
standards set in this regard, i.e., ‘what ought to be done in a given
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¢ Branch of philos-
ophy

¢ Moral perspective

« Collection of values

+ Right and Wrong
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e Rules of conduct

« Pervasive in nature

+ Ethical Influence

+ Employee welfare

situation?’. Business ethics is about applying moral principles to
decisions and actions in the business world. It means determin-
ing what is right or wrong, and fair or unfair, in various business
activities. Just like regular ethics guides us on what is good or
bad in life, business ethics does the same for business matters.
It sets standards for what should be done in different situations.
So, it judges how businesses behave by using clear moral rules
and also offers specific moral guidelines for actual business situ-
ations. Ultimately, business ethics finds a balance between moral
requirements and business interests.

1.1.2 Importance and Need for Business Ethics

In today’s world, conducting business in an ethical way is es-
sential. When businesses behave ethically, it encourages others to
do the same. Ethics is not just important in business; it matters in
all aspects of life. If a society lacks ethics, its businesses are likely
to face problems and may even fail eventually. So, being ethical
is vital for the success and well-being of businesses and society
as a whole.

+ Controls business transgression: Business ethics directly
influence the operations of the business by helping them de-
cide what is wrong and what is right. These ethics set certain
rules and principles to be followed strictly by businesses and
their violation leads to a penalty. Implementation of these
principles ensures that the business does not indulge in any
unfair practices like black marketing, providing misleading
advertisements, fraud in measures and weight, adulteration,
etc.. Through ethical business, better products and services
can be ensured at fair price.

+ Better relation with employees: Employees are an import-
ant part of the business and necessary for the survival of
the business. Business ethics ensures that a business works
for the welfare of its employees working in it. The business
should not only work for the achievement of its objectives
like profit maximisation and higher growth but should also
focus on the people working in it. These ethics ensure that
the business provides better monetary compensation and
good working conditions to its employees, active participa-
tion in decision making, addresses complaints, and provides
promotions as per their progress. This helps in maintaining a
good relationship with employees.

+ Protection of consumer rights: The consumer is termed the
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king of the market and they decide the success or failure of
all businesses. It is important that the business fulfills the
needs of its customers. Business ethics provides principles
for business operations under which it is required to provide
better quality products at reasonable prices. It ensures that
the business provides better customer support and redresses
all complaints. This helps businesses in improving the sat-
isfaction levels of their customers building more trust and
confidence in businessmen who follow ethical principles.

Increase profitability: Business ethics improve the pro-
ductivity and profitability of every business. It sets certain
rules to be followed by every person working with the busi-
ness. Every employee is required to adhere to these rules
and should focus on their duties with sincerity. These eth-
ics ensure that there is no waste of resources, and that every
resource is efficiently utilized. This eventually leads to an
increase in business profit in the long run.

Portrays a good picture of business: Business goodwill has
an important effect on capturing the market. Businesses with
high goodwill are able to attract more customers. By imple-
menting ethics in its operations business aims at providing
better service to the market. Businesses that work ethically
operate at a low-profit base and with honesty. This develops
a better image in front of the public and is easily accepted by
customers with less effort.

Better decision making: Ethics in business helps them in
making timely decisions. It provides certain rules and guide-
lines that every business needs to follow in its operations.
Every decision is taken in light of the moral principles and
social values provided through these ethics. It helps busi-
nesses in deciding what is right and what is wrong.

Protection of society: Ethics can protect society in a better
way than even the legal system of the country does. Where
laws fail, ethics succeed in cases where the government can-
not regulate all the activities that are harmful to society. For
instance, an ethically sound Human Resource Manager settle
can easily settle the problems and agitations of employees
which are very important for the ease of doing business. If
a business does not consider the interests of its society, then
it will harm its survival. Business ethics direct that the busi-
ness should work for the welfare of its society and take part
in various programmes that could make a sound relationship
with the society.

st
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¢ Productivity boost

+ Goodwill impact

¢ Timely decision
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+ CSR commitment

+ Human alignment

¢ Long-term viability
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+ Consumer protec-
tion
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+ Contribution to Corporate Social Responsibility (CSR):

Ethics ensure that a business contributes actively to its cor-
porate social responsibility. Businesses that follow ethical
practices tend to perform more activities related to CSR.

Corresponds to basic human needs: It emphasise that eth-
ical business practices align with fundamental human values
and needs. When businesses operate ethically, they cater to
the human needs such as fair treatment, trust, transparency
and so forth.

Survival and smooth functioning of business: Business
ethics are mandatory for the long term viability and success
of the business. If businessmen do not follow ethical rules,
they will fail in the market. So, it is always better to follow
an appropriate code of conduct to survive in the market and
to achieve reputation, trust, customer loyalty, employee en-

gagement and so forth.

Safeguarding consumer’s rights: Business ethics are neces-
sary to safeguard the rights of the consumers such as the right to
health and safety, the right to be informed, the right to choose, the

==® right to be heard, the right to redress, etc.. It aims to protect and
prioritise the rights and interests of their consumers by offering
product safety, quality, fair price, responsible advertising and so
forth.

CASE STUDY:
COCA COLA BEVERAGES PVT (Ltd.) IN PALAKKAD

Plachimada is a small village in Palakkad district of Ker-
ala. It is situated in Chittur block’s Perumatty Panchayat of
the district. In 2000, this Panchayat gave license to the Hin-
dustan Coca-Cola Beverages Private Limited (HCCBPL)
to manufacture Coca-Cola (Coke) and other products viz.
Fanta, Limca, Thums Up, Sprite, Kinley, etc.. But very soon
due to the contamination of groundwater in that locality by
the chemical waste discharged by the company, local peo-
ple started a small-scale protest against the company. Later,
this protest was supported by the Panchayat authorities. In
a long run, with national as well as international support to
the protest against this multinational company (MNC), this
movement became an icon of other such movements world-
wide leading to permanent shut down of the company later.
This case tells how Coca-Cola — the most popular brand in
the world takes prominent position in a web of legal, strate-
gic and ethical challenges. The above example emphasises
how essential it is to follow ethics in business.

f
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1.1.3 Sources of Ethics

The following are some of the various sources of business eth-
ics:

1. Culture and traditions

Practices that are handed over from generation to generation
become part of societal standards. The other source of business
ethics is the culture and traditions that an individual has to follow

BLOCK - 1

pertaining to certain guidelines prevalent in the society to which
they belong. Culture implies the rules, standards, patterns of be-
haviour, and values that are transmitted from generation to gener-
ation. These are the standard codes of conduct to be followed by

(

¢ Cultural experience

an individual that is permissible and acceptable to the community
to which one belongs from their childhood. Human civilization
is the cumulative cultural experience that an individual passes
through during his lifetime.

ii. Government laws

Sometimes, certain standards are imposed on society through
laws that, over time, are accepted by society and form part of

its ethical system. A law is a code of conduct formulated by the
legal system of the state and is to be followed by an individual
to respect the societal interest. These are the strict rules and pro- @===
cedures that every business should abide by to conform to the

e Legal system

ethical behaviour of each. The major problem with the law is that

all the ethical expectations cannot be covered by the law and es-
pecially with an ever-changing outer environment the law keeps
on changing but often fails to keep pace.

iii. Role models and philosophers

Role models and philosophers serve as vital sources of busi-
ness ethics by offering guiding principles, moral frameworks, and
inspiring examples. Ethical leaders and successful businesses act
as role models, encouraging others to uphold honesty, integrity,

and responsible decision making. Philosophers’ ideas, such as
utilitarianism and virtue ethics, provide a basis for understand-
ing ethical behaviour, helping business leaders navigate compleX gums
moral dilemmas. Ethical codes and standards influenced by phil-

osophical principles set ethical benchmarks for organizations.

¢ Human ethics

Overall, these influences foster a culture of integrity, responsibil-
ity, and sustainable practices, benefiting businesses and society.

iv. Human conscience

Human conscience serves as an internal moral compass, guid-

st
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+ Moral compass

+ Ethical paradigm

+ Internal and exter-
nal factors

+ Foresight

ing individuals and organisations towards ethical decision mak-
ing and responsible behaviour. It prompts individuals to reflect on
the ethical implications of their actions, fosters personal responsi-
bility, and influences employee behaviour. Ethical leaders, driven
by their conscience, set a positive example for others and promote
a culture of trust and integrity. The conscience also plays a role
in driving corporate social responsibility initiatives and helps in
rectifying ethical lapses when they occur.

v. Philosophical system

A philosophical system is a set of viewpoints regarded as re-
liable by a certain organisation or institution. The study of what
is good and bad acts as an important source of ethics. In general,
philosophical ethics is concerned with developing a framework
for determining who or what is morally right or with assessing
frameworks put forth by others.

1.1.4 Factors Influencing Business Ethics

It is a fact that every business depends on society which is
made up of a variety of environmental elements. These extremely
dynamic environmental elements have an impact on the opera-
tions of any business. The actions and decisions, therefore, should
be based on its ethical behaviour which may be related to the
internal or external acts as for a business. These factors of busi-
ness ethics can be classified into internal and external factors, as
discussed below:

1.1.4.1 Internal Factors

Internal factors are related to the business organisation. They
can be controlled up to some extent. Internal factors affecting
business ethics are largely governed by vision, mission, policies,
and company culture.

a) Vision: An organisation which values to charity and social
service on its agenda will always be more particular about its eth-
ical behaviour in decision making. Ethical guidelines and stan-
dards of business must be well designed. A strong ethical vision
reflects the company’s commitment to conducting business with
integrity, transparency, and responsibility. It guides decision mak-
ing processes by emphasising the importance of ethical consider-
ations in all aspects of the organisation’s activities.

b) Psychological factor: The psychological factors within an
organisation, including attitudes, perceptions, and ethical aware-
ness of employees, significantly influence the ethical climate. A
positive ethical climate fosters an environment where employees

8 Business Ethics and Corporate Governance - MCom - SLM - SGOU @
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feel comfortable speaking up about ethical concerns and report-

BLOCK - 1

ing unethical behaviour. On the other hand, a negative ethical cli-
mate can lead to a lack of ethical awareness, resulting in ethical
lapses and misconduct. Business leaders must promote ethical
awareness and encourage an ethical culture to enhance employ-

+ Employee attitude
and perception

ees’ commitment to ethical behaviour.

¢) Individual characteristics: The individual characteristics
of'a person depend upon the natural personality traits, past experi-
ence and the value system in the society to which he/she belongs. @
People of different personalities have different approaches to-

wards life, and their ethical behaviour accordingly depends upon

e Personality traits

the dominant part of their personality.

The individual characteristics of a person include:
+ Fairness
+ No discrimination
+ No politics
¢ Mutual help
¢ Concern to society and environment
+ Not to fall prey to short gains
¢ Build trust

+ Set themself as a model integrity

d) Policy statement and programmes: A well-designed and
clearly defined management policy also encourages ethical be-

haviour in the organisation. The management must timely con-
duct the training programmes and workshops in order to develop o
and encourage ethical practices in the organisation. Ethical be-

haviour in the organisation can be conducted and nurtured by re-

e Management
policy

warding good moral conduct and ethical behaviour in the organ-
isation. Other than these, financial and non-financial motivations
such as direct and indirect rewards programmes can be helpful.

e) Measurement and follow-ups: It refers to the process of
assessing and evaluating the ethical performance of an organi-
sation over time. It involves monitoring the implementation of
ethical policies, practices, and standards to ensure that the com-
pany remains true to its ethical commitments. For embedding
the ethical culture in the organisation, timely measurement and
follow-up programs have to be taken up, and depending upon

@ SGOU - SLM - MCom - Business Ethics and Corporate Governance 9
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+ Assessment and
evaluation

+ Guidance
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+ Performance goals

+ Organisational
culture
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the gap analysis the corrective steps can be taken. By regularly
assessing the ethical performance and compliance with ethical
standards, businesses can identify areas of strength and weakness
in their ethical conduct. This process allows them to address po-
tential ethical risks and gaps, make necessary improvements, and
reinforce a culture of ethical behaviour. Measurement and fol-
low-ups serve as a mechanism for accountability, ensuring that
the organisation’s ethical commitments are consistently upheld
and aligned with its ethical vision.

f) Leadership: A good leader not only encourages others
to follow ethical behaviour but also leads by example. Ethical
leadership involves demonstrating integrity, transparency, and
accountability in decision making and actions. When leaders pri-
oritise ethics and lead by example, they create a positive ethical
culture that permeates throughout the organisation. Their com-
mitment to ethical principles fosters trust among employees, cus-
tomers, and other stakeholders, resulting in stronger relationships
and sustainable business success.

g) Targets and budgets: In the present world of competition,
survival of the fittest is the only condition for success. In order to
cope with this cut-throat market competition, the employees work
under pressure of attaining high targets with limited resources.
They work under tremendous pressure to achieve their goals. In
order to achieve their targets, sometimes they keep their morals
and ethics at stake and get indulged into malicious business prac-
tices. Therefore, it can be said that targets and work pressure are
also the factors influencing business ethics.

h) Company culture: Company culture refers to the shared
values, beliefs, norms, and behaviours that characterise an organ-
isation. In an ethical culture, employees are encouraged to act
ethically, building trust with stakeholders and enhancing the or-
ganisation’s reputation. Such a culture promotes compliance with
laws, governance mechanisms, and internal controls. Atmosphere
at the workplace also directly and indirectly responsible for busi-
ness ethics.

It is inclusive of workplace dynamics and also includes:
¢ Internal culture
+ Views of stakeholders
+ Building ethical standards in business

+ Corporate vision
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+ Corporate code of ethics

+ Corporate code of conduct
+ Corporate strategy

+ Business strategy

+ Functional strategy

In a morally corrupt working environment, it becomes chal-
lenging to maintain high ethical standards and morality in be- g le Motivation
haviour. On the other hand, in an ethical working environment,
the employees feel motivated to adhere to their moral values. 1

1.1.4.2 External Factors

External factors affecting business ethics are beyond the con-
trol of any organisation. No individual lives in isolation, all come
from a social background, which consists of values and a brief
system that we get throughout the family, society, culture, etc..
These factors also play a key role in determining the ethical be-
haviour of a person. The following are factors:

a) Society: Being a part of society, every individual draws few
behavioural norms in his/her personality. These sets of values and
beliefs drive a person throughout his/her life and are reflected in
every decision made by the person, be it personal or professional.
The role of ethical values in the society is a great influencer, eg.,
in a society where females are treated at par with men and are
equally empowered, the crime rate against women is less. So, it
can be said that society plays a vital role in shaping the founda-
tions of the ethical behaviour of an individual.

&= '« Community

b) Religion and culture: Religion provides ethical guide-
lines, while cultural norms influence what is considered ethical
behaviour. Respecting religious beliefs and cultural values en- ®== |¢ Tradition
hances business reputation and fosters a responsible and inclu-
sive approach to conducting business.

¢) Government philosophy: Government philosophy signifi-
cantly influences business ethics through its impact on the regu- 1
latory environment, ethical standards, corporate social responsi-
bility (CSR), labour practices, consumer protection, and financial @== |+ Political ideology
ethics. Ethical governments prioritise transparency, fairness, and
social responsibility, shaping a business environment that aligns 1
with societal values and promotes responsible conduct. By enact-
ing policies that foster ethical behaviour, the government plays a
crucial role in building a just, sustainable, and trustworthy econ-

@ SGOU - SLM - MCom - Business Ethics and Corporate Governance 11
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+ Regulatory
environment

+ Data security

« Fair practices

+ Stakeholder
perception
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omy.

d) Regulatory and legislative framework: A law abiding
country’s strong regulatory and legislative framework ensures
ethical practices in the country. Mandatory laws for fair business
practices and strict provisions of punishment for defaulters en-
courage ethical business practice. Laws such as Consumer Pro-
tection Act, 1986, Standards of Weights and Measures Act of
1956, Competition Act of 2002 and Companies Act, 2013 ensure
fair business and protect the rights of consumers and investors.

e) Technology: It presents ethical challenges related to data
privacy and security, transparency in sourcing and supply chains,
cybersecurity, and job displacement through automation. Ethical
considerations arise in digital marketing and advertising, ensur-
ing fairness in artificial intelligence, and responsibly managing
electronic waste. Businesses must embrace technology responsi-
bly, prioritising data privacy, transparency, fairness, and environ-
mental responsibility to build trust with stakeholders and foster a
sustainable and ethical business environment.

f) Competition: Tremendous competition in the market has
compelled the business organisations to adopt fair business prac-
tices. Good business policies generate goodwill for the firm in the
long run and help the firm in not only surviving but to face com-
petition. In the situation of monopoly or oligopoly, consumers
have no choice or limited choices. In such situations, the business
firms exploit consumers and indulge into unfair business practic-
es, whereas in a competitive market consumers have wide choic-
es to make. In a situation like this, the consumer prefers a brand
whose reputation is good in the market and this encourages the
business firms to act ethically for enjoying goodwill in the long
run.

g) Public perception of law: Public perception of law is also
one of the determinants of ethical behaviour of the business firms.
In a place where people think that there is no harm in being un-
ethical, they can do whatever suits their interest and get away
with it very easily; chances of unethical conduct are very high.
People know that they can get indulged into unfair means, mali-
cious activities and take advantage of loopholes in the judiciary
system. On the other hand, if people feel that being unethical in
their conduct may attract unnecessary legal consequences, their
ethical conduct naturally improves.

h) Role of ethical values in society: It is very significant to
see how society reacts to unethical behaviour. In a tolerant society
where success and fame are of prime importance, ethics take a
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back seat. But where the ethical and moral values are also equal- ——
ly significant for social reputation, business organisations prefer
growth with ethical conduct. @ ¢ Moral values

Summarised Overview

Ethics is the branch of philosophy that deals with studying the principles relating to
right and wrong conduct. Business ethics refers to the system of moral principles and
rules of conduct applied to business. Businesses make use of the resources of the society
and therefore they must contribute something in return to the society. Ethics ensure that a
business contributes actively to its corporate social responsibility. A business following
ethics is influenced by a number of factors that are external and internal to the busi-
ness such as Personal Code of Ethics, Legislation, Leadership, Government Rules and
Regulations, Ethical Code of the Company, Social Pressures and Ethical Climate of the
Industry. Complying with an ethical code of conduct helps businesses in their long-run
growth and survival.

Self-assessment Questions

1. What do you mean by the term Business Ethics?

2. State the importance of Business Ethics.

3. Explain the various elements of Business Ethics?

4. What are the sources of Business Ethics?

5. Explain the various factors influencing Business Ethics?

6. Explain how legal laws and rules affect business ethics.

7. Business ethics helps to improve profitability of a business. Elucidate.

8. Mention some of the individual traits that affect business ethics.

@ SGOU - SLM - MCom - Business Ethics and Corporate Governance 13

................



BLOCK -1

Assignments

. Visit two businesses, one led by an entrepreneur of the first generation and the other

by someone with a business background. Do businesses need to adhere to ethics?
Contrast and compare the two perspectives on corporate ethics.

Explain the relationship between ethical business practices and Corporate Social
Responsibility followed by firms.

Visit a firm near your locality and list out any three ethical practices followed by
the firm.

Discuss what are the ethical issues that business faces today? Discuss them with
suitable examples.

Meet a prosperous businessperson. Inquire from them about the moral standards
they uphold in their business. Ask if ethical behaviour helps or hurts business. In
that case, how? What ethical business practises would they like other businesspeo-
ple to advise them on?
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Space for Learner Engagement for Objective Questions

Learners are encouraged to develop objective questions based on the content in the
paragraph as a sign of their comprehension of the content. The Learners may reflect on the
recap bullets and relate their understanding with the narrative in order to frame objective
questions from the given text. The University expects that 1 - 2 questions are developed for
each paragraph. The space given below can be used for listing the questions.
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Theories of Ethics

Learning Outcomes

After completion of this unit, the learner will be able to:
+ fair idea about various ethical theories and approaches developed by philosophers

+ applicability and critical appraisal of some of the theories of ethicsldentify the fac-
tors that influence business ethics

+ identify the impact of ethical theories in modern business environment

Background

Business ethics is a crucial field exploring the moral principles guiding business
practices and decisions. The study of theories of business ethics provides frameworks
for ethical decision making. Understanding the theories enables future business leaders
to make informed and principled decisions, fostering a socially responsible business
environment. Business ethics encourages companies to strike a balance between profit-
ability and ethical conduct, fostering sustainable practices and responsible interactions
with stakeholders.

The theories of business ethics provide valuable insights into the complex realm of
moral decision making within the corporate context. By integrating these theories into
their approach, businesses can create a positive impact on society and enhance their
reputation as ethical and socially conscious entities. Knowledge on these theories helps
to develop a strong ethical foundation in the learners, thereby equipping to navigate the
challenges of the modern business world with integrity and wisdom.

Economic theory, Deontological theory, Utilitarianism, Gandhian approach
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1.2.1 Theories of Business Ethics

It will be important to first comprehend the basis of business
ethics theories before we analyse the theories themselves. The
fundamental foundation of a study of business ethics is the view-
point that is taken into account. Accordingly, three different lenses
or perspectives—descriptive, analytical, and normative ethics—
are used to study business ethics, or as it is sometimes called,
ethical behaviour in business.

Descriptive ethics: Descriptive ethics is defined as the presen-
tation of the actual ethical behaviour of an individual or members
of a business organisation. It is used when one just wants to know
and understand the course of ethical behaviour. It is important to
mention that no interpretation is made concerning why the given
course of ethical behaviour took place.

Analytical ethics: Analytical ethics can be described as un-
derstanding the reasons behind a course of ethical behaviour that

took place. In other words, analytical ethics answers the quEstion g

of how an ethical behaviour took place. Unlike descriptive ethics,
analytical ethics also studies the motive behind ethical behaviour
of the individual or organisation whichever be the case. Thus,
analytical ethics helps determine the legality of ethical behaviour.

Normative ethics: As the term itself denotes, normative ethics
can be described as a prescribed course of action that the ethi-
cal behaviour will take place accordingly. This deals with what
and how one should conduct in future. Thus, being a prospective
course of action, normative ethics enables members of an organ-
isation to address probable ethical issues well before they take
place. ‘Code of Ethics’ as prepared and practiced by some busi-
ness organisations such as Johnson and Johnson helps organisa-
tional members follow normative ethical behaviour by following
the acceptable and avoiding the unacceptable behaviours.

The question of what makes business ethical is best answered
by the theories of business ethics. All theories of business ethics
have customarily been coming under the two broad groups called
Teleological Theories and Deontological Theories. Teleological
theories, also known as consequentialist theories, focus on the
outcomes or consequences of actions to determine their ethical
nature. Deontological theories prioritise the inherent nature of ac-
tions rather than their outcomes and propose that certain actions
are inherently right or wrong, regardless of their consequences.

1.2.1.1 Friedman’s Economic Theory

Milton Friedman, an American economist, came up with an

st
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economic theory in 1970. The theory, which appeared in the New
York Times in 1970, suggested the idea of shareholder primacy
and the belief that the sole social responsibility of businesses is to
maximise profits for their shareholders. Friedman Doctrine also
notes that shareholders must make key business decisions or, an
outsider must not make decisions that can affect the shareholders.

Friedman doctrine and social responsibility

As per the theory, a company has no social responsibility unless
the shareholders decide so. The theory states that the authority to
determine social responsibility should rest with the shareholders,
not the managers or executives. Also, it is the shareholders who
must decide on using the company’s resources for social purpos-
es. Social responsibility, such as offering social amenities, is usu-
ally capital intensive. Thus, they impact the financial resources of
a firm. Hence, it is the shareholders who get to decide how to use
financial resources. According to Friedman, it must not be made
mandatory for a company to take up social responsibilities. In-
stead, the final decision should rest with the shareholders. Along
with social responsibility, this theory also covers many other cru-
cial topics, such as the role of directors, appraisal and measure-
ment, compensation, and more.

Influence of Friedman doctrine

Since its introduction, several companies have been following
the theory. Every business school book state that the goal of a
company is to maximise shareholder value. Most businesses cur-
rently work to maximise the shareholder value rather than focus
on Corporate Social Responsibility (CSR). Such companies have
a goal to increase profits because this is what matters most to
the shareholders. Also, when allocating resources, the executives
of such firms give preference to maximising shareholder value.
Over the years, several studies, researchers, and experts have also
confirmed the influence of this theory in dictating the company’s
operation.

Criticism

Friedman Doctrine is hugely popular and relevant even after
50 years of its inception. However, it has got criticism as well.
From the perspective of society, this theory is individualistic.
Those against the theory believe it lacks on almost every front, be
it financial, economic, legal, moral, or social.

The critics argue that this theory gives importance to the share-
holders and neglects the society. They believe that along with the
shareholders, a company also needs a community to be success-
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ful. It is because a company uses the resources of the communi-
ty and eventually sells its products to the community. Moreover,
the goodwill that a company creates in the community helps it to
be successful. Thus, an entity has a responsibility towards soci-
ety as well. Moreover, the Friedman Doctrine has also received
criticism for enriching a few corporations at the expense of the
community. Other criticisms include pressure from shareholder
activists and management burnout to increase the profits for the
shareholders. Many argue that maximising shareholders’ value
is the root cause of most evils currently plaguing society. These
evils are racial inequality, economic inequality, hostile takeovers,
climate change etc.

Another criticism is that this theory does not cover the conse-
quences of executives bending the law to maximise shareholder
value. As per the theory, a company must operate within the law
to make profits for the shareholders. However, there are several
cases where executives bypass or bend the rules to make more
profit. Companies still closely follow Friedman Doctrine and
believe that maximising returns for the shareholders will benefit
society as well. Things, however, are slowly changing. The Busi-
ness Roundtable, a group of CEOs of top companies, recently
reached a consensus on doing away with the sole focus on the
shareholders. Instead, they agree to make decisions that benefit
all the stakeholders.

1.2.1.2 Kant’s Deontological Theory

This theory is developed by Kant, which emphasised a single
principle of duty and duty only. Kant’s (1959) argument is that to
act in right way, one must act from duty. He begins with an argu-
ment that the highest good must be both good in itself, and good
without qualification. It is a prominent ethical framework that
focuses on the inherent nature of actions and emphasises the im-
portance of moral principles and duties. Kant’s theory is ground-
ed in the concept of the categorical imperative, which provides
a universal moral principle for guiding ethical decision making.
Influenced by Pufendorf (1691), Kant agreed that we have moral
duties to ourselves and others, such as developing one’s talents
and keeping our promises to others. However, Kant argued that
there is a more foundational principle of duty that one ought to
do and others that we ought not to do merely by virtue of being
rational. Kent asserted that moral law that is to be abided by all
rational human beings.

In business ethics, Kant’s Deontological Theory provides a
framework for evaluating the moral dimensions of actions and
decisions. Business leaders and employees are encouraged to act
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ethically by following universal moral principles and respecting
the rights and dignity of all stakeholders, including customers,
employees, suppliers, and the community. Kantian ethics can
guide businesses to prioritise honesty, fairness, and integrity in
their dealings and to make decisions based on moral duty rather
than pursuing self-interest or short-term gains.

Kantian Duty-based ethics can be illustrated with an example
used by Kant himself as follows:

“A man finds himself forced by need to borrow money. He
knows well that he will not be able to repay it, he also sees that
nothing will be loaned to him if he does not firmly promise to
repay it at a certain time. He desires to make a fake promise to
make use of another man merely as a means to an end which the
latter does not likewise hold. For the man whom I want to use
for my own purposes by such a promise cannot possibly coincide
with my way of action. The person who was deceived by the false
promise was tricked into doing something that he or she would
not have consented to had all the facts been known. Even if the
debt is ultimately paid, it does not change the fact that one person
imposed his will on another and treated him simply as a means to
an end (Kant 1959).”

Considering Kant’s view of duty, the issue is what ought this
man to do morally? One way to address to this issue is considering
the consequences of borrowing money and not borrowing money.
For example, if he borrows money with a false promise to pay, it
will relieve him from a financial problem and will benefit him in
pursuing his pursuit (s). If he does not borrow money following
moral reasoning not to make a false promise to repay, he will have
to face financial problems and, in turn, undergo hardships in life.
Kant resolves this issue with his own turgid statement which he
nomenclatures ‘categorical imperative’. Kant’s Categorical Im-
peratives are universal ethical principles that everyone should fol-
low, like not lying, cheating, or harming others. He says that we
should act only according to rules that we would want everyone
to follow. Kant believes that doing the right thing is more import-
ant than the results, and we should act out of a sense of duty. His
main idea is that we can know what is right or wrong by following
a principle of duty and treating others how we would want to be
treated.

Criticism against Kant’s theory

Some ethicists have raised two major objections against the
Kant’s theory of duty and that lead many to reject it:

Unlike the proportionality that comes out of the utility princi-




ple, the categorical imperative yields only absolute. Actions ei-
ther pass or fail with no allowance for a “grey area”. For example,
lying is always wrong even the “polite lie”.

Moral dilemmas happen when our duties clash, and there is
no easy way to solve them. Conflicting duties may force us to do
things that cannot all be done at once, and not doing any of them
can still be morally wrong.

1.2.1.3 Mill and Bentham’s Utilitarianism Theory

According to the Ultilitarian philosophy, business decisions
should be based on what the people benefit from it. It is one of
the business ethics ideas that is probably open to a wide range
of interpretations. What ought a person to do is a practical topic
that utilitarianism aims to address. The answer is that one should
perform activities in a way that maximises happiness or pleasure
and minimises unhappiness and hardships. Mill and Bentham
have differences in their thinking. Bentham’s work opens with
a statement of the principle of utility. Mill rejects it being purely
quantitative measurement of utility.

Utilitarianism appears to be a simple theory because it consists
of only one evaluative principle: Do what produces the best con-
sequences. However, the theory is complex because we cannot
understand that single principle unless we know (at least) three
things:

a) What things are good and bad?
b) Who’s good from whom we should aim to maximise; and

¢) Whether actions, policies, etc. are made right or wrong by
their actual consequences.

Jeremy Bentham spent much of his life criticising the exist-
ing laws and supporting legal changes to make society better. He
also wrote a lot about legal philosophy. In his writings, he argued
against the idea that concepts like freedom and rights exist inde-
pendently of a government’s authority. This led him to develop
an early version of what we now call ‘legal positivism.” Despite
these criticisms, he believed that if we consistently apply his mor-
al principles, it will help us understand and justify the rules and
systems that govern our society, like politics, laws, and social
structures.

Mill defines utilitarianism as a theory based on the principle
that “actions are right in proportion as they tend to promote hap-
piness and the reverse of happiness resulting from wrong deeds.”
According to Mill, contentment is the combination of pleasure
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and the absence of suffering. He also contends that enjoyment can
vary in both quality and quantity and that higher-order pleasures
should be given greater weight than lower-order pleasures. Addi-
tionally, Mill contends that happiness should include people’s ac-
complishment of their objectives and ends, such as leading mor-
al lives. Mill argues that utilitarianism coincides with “natural”
sentiments that originate from humans’ social nature. Therefore,
if society adopted utilitarianism as its guiding ethic, individuals
would logically internalise these principles as morally obligatory.
According to Mill, people only want happiness and that is the
only foundation for morality. He provides evidence to support
this assertion by demonstrating how all other things that people
desire are either way to achieve happiness or are part of the con-
cept of happiness. The sense of justice is actually based on utility,
and rights only exist because they are required for human enjoy-
ment, according to Mill, who goes into great detail about this.

Criticisms

Critics of utilitarianism argue that the theory focuses only on
consequences and ignores motives and intentions when judging
actions. They say it does not adequately protect individual rights
and that not everything can be measured using the same standard.
Happiness, according to critics, is more complex than what the
theory suggests. In response to these criticisms, John Stuart Mill
tried to create a more detailed moral theory that considered differ-
ent qualities of pleasure and recognized that some pleasures are
more valuable than others, not just based on their intensity and
duration. People often criticize Bentham’s theory that happiness
is the only valuable thing in life. They argue that life is more than
just finding a balance between pleasure and suffering. Mill, on
the other hand, understood that not all pleasures are the same;
some are more valuable and desirable, regardless of how intense
or long-lasting they are.

1.2.1.4 Gandhian Approach in Management and Trust-
eeship

Trusteeship is a socio-economic philosophy developed by Ma-
hatma Gandbhi as a part of his non-violent revolution. It is a con-
cept where a person voluntarily gives up or renounces his right
to the money earned by him and dedicates it to the welfare of the
poor section of society. The Gandhian approach promotes non-
violence and ethical behaviour in all aspects of management and
leadership. Leaders are encouraged to resolve conflicts peacefully
and treat their employees and stakeholders with respect and fair-
ness.

Gandhi firmly believed that every bourgeoisie being human




being had an element of goodness in him. Therefore, when they
feel that without the labour of the poor, it would not be possible
for them to earn money, the capitalist would act only as a trustee
for the poor. They will then keep all the surplus money or money
in trust for the welfare of the poor thereby establishing economic
equality in society.

Gandhi described trusteeship as, “Suppose I have brought a
fair amount of money by way of inheritance or through trade and
industry. I must know that all that wealth is not mine. The rest
of my property belongs to the community and should be used
for the welfare of the community.” Mahatma Gandhi used it as
a powerful tool to remove economic and social inequality and
eventually establish peace in society. Gandhi had no doubts about
its enduring value. He said, “My doctrine of trusteeship is not
temporary, certainly no camouflage. I believe it will survive all
other principles. Behind it is the acceptance of philosophy and
religion”. He used trusteeship as a tool to establish economic and
social equality. In fact, Gandhi said that his trusteeship was a gift
from India to the world. A trustee is someone who holds assets in
trust for the benefit of others and is legally and ethically bound to
manage the trust in a responsible and productive manner for the
benefit of the trust’s beneficiaries. The trustee can have a share
of the trust’s profits like other beneficiaries. The trustee cannot
leave his assets to the public other than to his children as heirs.
Gandhi thought that the idea of ownership was basically a form of
violence. So, if the capitalists or rich people feel that their surplus
wealth is not really their wealth and if they voluntarily put their
surplus wealth in trust then it will certainly guarantee social and
economic equality. Gandhi wanted the capitalists to become the
trustees of the nation by running their business honestly for the
welfare of the people.

¢ The rules, systems, and procedures of the organisation that
governs its operation must reflect the principles of trustee-
ship. The need for a moral foundation for business arises
from three areas:

+ The state establishes and defends corporations, and its goal is
to advance society’s interests.

¢ A group of people makes up the corporation as a whole. If
people have moral standards and, in the perspective of so-
ciety, it is vital that a corporation should also have moral
standards

Businesses engage in a variety of activities that have an ef-
fect on people’s lives through the products and services they buy
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and sell. They must therefore behave in a way that society would
deem appropriate, which may go beyond acting only to further
their own financial interests.

Features of trusteeship
The salient features of trusteeship are:

a) Socio-economic philosophy: Trusteeship is a socio-eco-
nomic philosophy, which provided a means by which the wealthy
would be the trustees of the trust that looked after the welfare of
the people in general. Trusteeship provides a means to transform
the current capitalist system of society into an egalitarian one.

b) Economic equality: Gandhi used trusteeship as a powerful
tool to establish lasting peace in society by removing economic
and social inequalities. He did not believe in the capture of pow-
er but believed in the accumulation of power for many. He be-
lieved that the concept of ownership or capitalism itself contained
a form of violence. He believed in equal distribution of wealth.
Therefore, he used trusteeship as a tool to remove social and eco-
nomic inequalities from the society.

¢) Bridges the gap between rich and poor: Trusteeship tries
to bridge the gap between rich and poor. Economic equality is
the main key to the non-violent movement. That is why Gandhi
wants to end capitalism, not capitalists. He invites the capitalist
to be the trustee.

d) Enhancing the welfare of the poor: It tries to change the
attitude of the capitalist. Because without the labour and coopera-
tion of the poor section of society, it would not be possible for the
capitalist to accumulate wealth. Therefore, they should voluntari-
ly surrender their excess assets and place it in trust for the welfare
of the working class and poor.

e) Trusteeship includes non-material possessions: Gand-
hi’s trusteeship included not only a physical source of wealth and
power, but also non-material possessions such as special talents
that certain individuals possess. Gandhi believed that every per-
son has some talent or ability, but we exploit that talent or ability
for personal gain in the belief that we own the talent. But Gandhi
said that we do not have talent, but we have been appointed as
trustees by God and hence we should use talent to help others
who are less fortunate or talented.

The concept of trusteeship comes from the ideas of
non-violence and non-possession. For Gandhi, non-vio-
lence is the greatest virtue. This positive attitude inspired
Gandhi to think about the concept of trusteeship. It is true




that one cannot earn extra money without exploiting the
labour of others. Exploitation is a form of violence. A true
believer of non-violence can never exploit the labour of
others for more money. Centralisation of power creates so-
cial and economic inequalities in the society. But Gandhi
did not believe that evil could be removed from society by
transferring concentrated ownership from the individual to
the state. So, he offered trusteeship as an option.

Trusteeship based on non-violence is nothing but the eth-
ical idea of non-possession. It also means being detached
from worldly things, living an honest life and avoiding
greed. Gandhi was deeply influenced by this moral idea and
hence he developed the concept of trusteeship. He thought
that complete non-possession is impossible since the body
is possessed. But one must differentiate between needs and
wants, minimising one’s desires. Gandhi believed that God
never creates more than what is desperately needed at the
moment. Hence, to possess something, more than what we
need, is against the fundamental law of nature.

Principles of trusteeship

Gandhian Principles of Trusteeship are discussed in following
main points:

+ Reduce inequalities: This concept tries to reduce inequali-
ties. It tries to reduce the gap between the rich and poor. It
tries to reduce exploitation.

+ Change of attitude of businessmen: According to Mahat-
ma Gandhi, businessmen should change their attitude. They
have no moral right to accumulate unlimited wealth while
most of their countrymen live in poverty and misery. Each
businessman should take enough wealth to live honourably.
He should distribute the remaining wealth back to the soci-
ety. Gandhi advised the rich businessmen to voluntarily sur-
render their surplus wealth. If not done so, the poor masses
may revolt (fight) one day and plunder their entire wealth by
force.

¢ Social pressure: People must put social pressure on busi-
nessmen to follow the principle of trusteeship. They should
boycott (not purchase) the products of those who do not
practice trusteeship.

+ Legal pressure: If voluntary measures and social pressure
do not work, legal pressure must be put on the businessmen
to follow the principle of trusteeship.

&
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+ Socialism: This concept gives more importance to socialism.
That is, society is given much more importance than an in-
dividual. So, the wealth of the society should be distributed
equitably to all its members.

+ Consider social needs: Businessmen should produce only
those goods and services which are useful for all members
of the society. They should not produce goods and services,
which are used only by a few individuals.

+ Equal distribution of wealth: According to Gandhiji, all the
wealth of the society should be distributed equitably. There
should not be concentration of wealth in few hands.

+ Earn money by hard work: A person should earn his liv-
ing by doing hard work. Earning money without doing hard
work is just like stealing.

+ No right to private ownership: This concept does not give
the right to private ownership except when it is necessary.

+ Government regulation: The Government should regulate
trusteeship. No individual should be allowed to use his wealth
for selfish satisfaction or against the interest of society.

Limitations of principles of trusteeship

+ This concept is not relevant in today’s competitive business
world because every businessman tries to earn maximum
profits and accumulate huge wealth.

+ It demotivates the hardworking businessmen. The business-
men will lose their creativity, and they will become lazy. This
will slow down the economic development of the country.

+ This concept is based on the concept of socialism. However,
today socialism is out-dated.

¢ This concept is not accepted by shareholders who invest
their money to earn the highest dividend. Businessmen feel
that the welfare of society is not their responsibility. It is the
responsibility of the Government.

+ This concept is against capitalism. Today, capitalism is prov-
ing very successful all over the world. Poverty levels are
very low in capitalist countries when compared to the pover-
ty statistics of socialist nations.
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Summarised Overview

Many theories have attempted to describe what is “good” and “wrong.” The present
unit dealt with various theories of ethics. Friedman’s doctrine emphasised on maximis-
ing returns for the shareholders that benefit society as well. The guiding premise of utili-
tarianism is the greatest good for the greatest number of people. No action is good or bad
in and of itself, according to Kant; what matters is the intention behind the action. He has
given more weight to obligations. He has put forth the universalist, anti-consequentialist
principle of universalism. Trusteeship, in Mahatma Gandhi’s view, is founded on equali-
ty in the distribution of income and wealth. Gandhi wanted the capitalists to become the
trustees of the nation by running their businesses honestly for the welfare of the people.
He supported everyone’s welfare.

Self-assessment Questions

1. Write a short note on Friedman’s Economic theory.

2. Explain briefly the concept of Kant’s Deontological theory.

3. What are the rules of Deontology?

4. Explain Utilitarianism theory.

5. State the features of trusteeship.

6. What are principles of trusteeship?

7. Explain Gandhian Approach in Management and Trusteeship.

8. What are the criticisms raised against Friedman’s Economic Theory?

Assignments

1. Compare and contrast the various theories of ethics that you have learned in this
unit.

2. Write a short note on any three theories of ethics other than the theories explain in
this unit.

3. Business Ethics is basically a Western concept. Would you agree? Substantiate your
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4. Visit a business organisation following ethical practices. Collect all relevant and re-
quired information about its business practices. Then, find out which theory of busi-
ness ethics applies to it. Suggest how the organisation can be yet more ethical.

5. From two groups, each of which had 4-5 people. Each team should write a thorough
report on the moral standards observed by a corporation. In front of the class, both
groups show their work while the teacher is discussing corporate ethics. Draw
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Space for Learner Engagement for Objective Questions

Learners are encouraged to develop objective questions based on the content in the
paragraph as a sign of their comprehension of the content. The Learners may reflect on the
recap bullets and relate their understanding with the narrative in order to frame objective
questions from the given text. The University expects that 1 - 2 questions are developed for
each paragraph. The space given below can be used for listing the questions.
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Ethical Decision Making

Learning Outcomes

After completion of this unit, the learner will be able to:
¢ define ethical decision making
+ identify the factors that affect ethical decision making in business
+ discuss the process involved in ethical decision making

+ know the difficulties related to ethical decision making in business

Background

Business ethics is a crucial aspect of organisational conduct, guiding decision making
and behaviour in the dynamic and interconnected corporate world. Ethical models for
making business decisions offer systematic approaches to address ethical challenges.
Ethical decision making involves thoughtful assessments based on moral principles, so-
cietal norms, and potential consequences, often navigating areas of conflicting interests.
However, difficulties in ethical decision making emerge due to time constraints, conflict-
ing interests, and global complexities. In this unit, factors that affect while taking ethical
decisions, various models associated with it, and difficulties in taking ethical decisions
are discussed. By understanding the connections between ethical decision-making, mod-
els, and difficulties, learners gain valuable insights to make responsible choices that
align with organisational values and promote a positive ethical culture in the corporate
world.

Moral intensity, Decision making, Organisational culture, Stages, Determinants,
Models
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2.1.1 Ethical Decision Making in Business

In both personal and professional settings, we often encoun-
ter situations where the available options are equally undesirable,
leading to ethical dilemmas. To navigate such situations, we rely
on normative concepts like egoism, net utility, justice, and the
right to carefully consider all the available information before
making an ethical choice. Our main focus is usually on poten-
tial outcomes, but we may also take into account factors such
as rights, relationships, and justice. While we are well-versed in
using these ethical frameworks, we may not always fully under-
stand why we were educated to approach dilemmas in this way or
why we initially perceived them as ethical challenges. When the
decisions we make only impact our personal lives, the process is
relatively straightforward because the consequences are limited,
and we do not have to answer to anyone else.

However, when it comes to business and professional deci-
sions, the complexity increases significantly as they can have
far-reaching effects on society. In such cases, the decision maker
must justify the guidelines and principles they followed in arriv-
ing at their choice. This justification is necessary because these
decisions can affect a broader spectrum of stakeholders, and the

® decision maker’s accountability becomes more critical. The goal

of the descriptive theory of ethical decision making provides a
solution to this. According to Andrew Crane, a descriptive ethical
theory is one that explains what influences the process and results
of ethical decisions as well as how they are actually made in busi-
ness. Two features result from this, are given in the figure 2.1.1

Factors Affecting Ethical Ethical Decision Making
Decision Making Process
Recognition of
moral issues
Board culture and social ik
factors

e Making moral judgment
Organisational factors Iy

Personal factors
Situational factors
(a) issue related

(b) context related 4
Engage in a moral
behaviour

Establishing a moral
intention to act

Fig. 2.1.1 Outcomes of Ethical Decision Making




2.1.2 Stages in Ethical Decision Making

The framework put forward by James Rest is the widely used
conceptual framework to explain the first question. This model
has four stages in sequential order as follows:

+ Recognize a moral issue.
+ Make some kind of moral judgment on it.
¢ Express the intention to act upon it.

¢ Act accordingly.

i) Recognition of a moral issue: The starting point of ethi-
cal decision making is the recognition of the existence of ethical
decision making at the time of decision making. If the decision
maker does not consider any moral issue in his/her decision, the
question of ethical decision making does not arise. For example,
suppose a poor patient is coming to a doctor for consultation who
believes that surgery is the only panacea for the illness and he
can only recommend the surgery to the patient, the question of
ethical decision making does not arise. On the other hand, if the
doctor thinks that some medicines can be administered initially
and if the medicine cannot cure the illness, and then recommends
surgery, a moral issue arises as to whether one must first recom-
mend some medicine and if it cannot cure the illness, then suggest
surgery or straight away go for a surgery.

ii) Make a moral judgment: The next step in ethical deci-
sion making is making a moral judgment about the issue. While
making such a judgment, one must be unbiased, impartial, and
objective. The personal ethics of the decision maker also plays
a significant role in making a moral judgment. One must have
his/her own reasoning about it. In the previous example, he/she
should not consider the economic benefits of the decision. As a
professional, he/she should think in terms of professional ethics
as to whether to immediately go for surgery or try some medi-
cines, and if not able to cure, then go for the surgery. If the medi-
cine can cure the illness, then a lot of sufferings on the part of the
patient for undergoing surgery can be avoided.

iii) Establish a moral intention to act upon the judgment:
The third step in an ethical decision making process is showing
the commitment that the decision maker is really interested in
acting with a moral judgment. His/her personal virtues such as in-
tegrity, trust, justice and equity, honesty, etc. are the driving forc-
es for making an intention to act upon the judgment. Consistency
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on the part of the decision maker is also essential in this respect.
Consistency refers to making similar judgments in repeated cases.

iv) Act up on it: The last and final step in decision making is
that he/she has to act according to his/her judgment. At this stage
too, the decision maker may be influenced by many factors such
as societal acceptance of his/her decision, peer group acceptance,
and superior’s acceptance.

2.1.3 Factors Influencing Ethical Decision Making

Evidences are available to believe that a host of factors influ-
ence making ethical decision in organisations. Researchers have
classified these factors into two broad categories:

2.1.3.1 Individual Factors

People are different from each other, and these differences can
affect how they act when faced with ethical problems. When em-
ployees join a company, their unique traits can influence how they
think and behave in ethical situations. Some may seem more eth-
ical, but it’s not just about being “good” or “bad” people.” It is
not as simple as saying some employees are just naturally more
ethical. Instead, there are many factors at play, including individ-
ual characteristics, that influence how employees handle ethical
issues.

Researchers have identified certain personal traits that play a
role in shaping how people make ethical decisions.

¢+ Moral education and upbringing: The values instilled
during childhood and moral education received at home and
in schools can significantly impact how individuals approach
ethical dilemmas in their professional lives.

+ Personal interests and incentives: Self-interest and finan-
cial incentives can affect ethical decision-making. When in-
dividuals are motivated primarily by personal gain, they may
compromise ethical principles to achieve their goals.

+ Emotional intelligence: The ability to understand and man-
age emotions can impact ethical decision making. High emo-
tional intelligence may lead individuals to consider the feel-
ings and perspectives of others in their ethical deliberations.

+ Family and societal expectations: Indian society places
significant importance on family values and expectations.
Individuals may consider the impact of their decisions on
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2.1.

their family’s reputation and societal standing, leading them
to prioritise ethical behaviour.

Ethical judgment: The ability to assess the rightness or
wrongness of a particular action is crucial for ethical deci-
sion-making. Individuals may differ in their ability to reason
through complex ethical situations and consider the potential
consequences of their actions.

Ethical awareness: Some individuals may be more ethical-
ly aware and sensitive to ethical issues than others. Being
aware of ethical considerations is essential for recognizing
potential dilemmas and making ethically sound decisions.

Attitude: An individual’s attitude refers to their overall pre-
disposition or evaluation of certain ideas, objects, or situa-
tions. Attitudes can shape how individuals approach ethical
dilemmas in the business context. Those with a positive atti-
tude towards ethics are more likely to prioritise ethical con-
siderations in their decision making. They may value integ-
rity, honesty, and fairness and are inclined to make choices
aligned with these ethical principles. Individuals with a neg-
ative attitude towards ethics may be more willing to compro-
mise on ethical standards. They might prioritise self-interest
or short-term gains over long-term ethical implications.

Education: Education and learning experiences influence
ethical decision-making by shaping an individual’s under-
standing of ethics and providing them with the tools to navi-
gate complex moral issues. It is generally believed that edu-
cation opens and enlarges one’s horizons of knowledge and
wisdom. Moreover, the type and level of education acquired
by someone influence one’s analytical and rationalising abil-
ity of things and happenings. There is generally a positive
relationship between the type and level of education.

3.2 Situational Factors

Though we have just examined in the preceding section how

the
face

individual factors influence one’s decision making when
d with ethical problems. But, in reality, as we see, people do

not make judgements in business simply based on their individual
characteristics.

A situation may have two types of factors influencing ethical

deci

L.
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sion making:

Issue-related factors
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II. Context-related factors

The major factors included in these two types of categories
with their likely influences on ethical decision making are dis-
cussed in more detail in the following sections.

1. Issue-related factors

Both the types of processes one follows and the decision one
makes greatly depend on the type of issue it is that one is dealing
with. For example, the issues which will be perceived as relative-
ly insignificant may invite limited ethical consideration in making
the decision. On the other hand, the issues which are perceived
as more serious and intense in an ethical level may necessitate
more serious and deeper consideration and even quite different
approach to deal with them.

Issue-related factors relate either to moral intensity or moral
framing of the ethical issue one is confronted with. A brief discus-
sion on each of them follows in seriatim.

Moral intensity: Moral intensity as a notion was initially pro-
posed by Thomas Jones. It is just a way of using an ethical deci-
sion making model to incorporate the relative importance of the
ethical issue to consider its influence on the decision.

Research studies suggest that the moral intensity of an ethical
issue depends on the following six factors:

+ Magnitude of consequences: This refers to the expected
sum of harms or benefits for those affected by the particular
decision or action. Obviously, an ethical issue will be con-
sidered more intensively if its consequences are quite sig-
nificant.

+ Social consensus: This is the degree to which society is in
the agreement or otherwise over the decision taken or action
taken.

+ Probability of effect: This refers to the probability that the
consequences of the action-be harm or benefits-are actually
going to occur.

+ Temporal immediacy: This is concerned with the speed with
which the consequences are likely to take years to show their
effect, the decision maker may perceive the moral intensity
at a much low level. The long-term effects of smoking may
be one example.




+ Proximity: This refers to the feeling of closeness the deci-
sion maker has for those who would be affected by his/her
decision.

+ Concentration of effect: This is the extent to which the con-
sequences of one’s action or decision are concentrated heav-
ily on a few or sparsely on many.

Moral framing: Moral framing refers to the way in which
ethical issues or dilemmas are presented to individuals, affecting
how they interpret and respond to the situation. The framing of
a moral dilemma can influence people’s perceptions of right and
wrong, the seriousness of the issue, and the potential consequenc-
es of their actions. For example, a student of M.B.A. tells to your
teacher, you have prepared the assignment by cutting and pasting
some material from the internet. “You will agree, this may sound
quite innocuous to the teacher. Now imagine, instead you say to
your teacher, ‘I plagiarised material from the internet’, or ‘I stole
some material from another student’s material.” Expectedly, this
would give the teacher an altogether different impression involv-
ing deeper moral issues about the student’s action. Thus, it is now
clear that the way moral or ethical issues are framed also has a
bearing on ethical decision making.

II. Context-related factors

The context here means the organisational context in which an
employee works. The organisational context includes the factors
like reward system, bureaucracy, organisational norms and cul-
ture. For these factors, some people also use the term ‘organisa-
tional factors.’

Some important ones are discussed subsequently.

+ Reward system: There is considerable research evidence
available to believe that ethical decision making is influenced
by the reward system that operates in the organisation. The
existence of reward system in place in the organisation to
reward ones who do things ethically and award punishment
who follow unethical practices in doing their works also in-
fluences ethical decision making in the workplace.

¢ Authority: In practice do not just do what gets rewarded.
The fact of the matter remains that employees many times
do what they are told by their superiors to do. It is also pos-
sible that the superiors do not direct directly the employee to
do something unethical, but their directives to the employee
do not leave any option for employee but to do things in an
unethical manner.
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For example, a professor in a management institute asks his
Fellow Programme in Management (FPM) scholar to evaluate
three hundred answer scripts of undergraduate level in three
days, not giving the FPM scholar time to even read all the
answer scripts. As a results the answer scripts would not be
evaluated rightly and students may resort to lodge complain
against such unfair evaluation. Because subordinates observe
and emulate their superior’ behaviour, if the superiors them-
selves do ethical and questionable behaviour, the subordinates
are also influenced by such behaviour of their superiors.

+ Organisational culture: It refers to the values, norms, be-
liefs, and traditions shared by the majority of the organi-
sational members. Because organisational culture has its
bearing on ethical decision making, it has, therefore, been
frequently included in developing models of ethical decision
making. Evidences available suggest that the way employees
become socialised into organisational culture influences their
perception of what is ‘right’ or ‘wrong’. Employees make
decisions when confronted with ethical problems. For exam-
ple, the US energy giant Enron over the period developed a
culture of dishonesty that culminated in the downfall of the
firm in 2001. In India, Tata Group has developed a culture of
honesty and it improves its ethical decision making. Here is
one such instance. Once a junior-level manager submitted a
false Travelling Allowance (TA) bill, Ratan Tata dismissed
him from the job.

+ National culture: Like organisational culture, the culture of
the nation where the organisation is located also influences
the decisions the employees make when faced with ethical
problems. It is worth mentioning that we are discussing about
the influence of the culture of the nation where decision is
made not of the individual characteristics of the employee
regardless of his/her nationality. Evidences are available to
believe that the notion of right and wrong varies from nation
to nation, or say, from culture to culture.

2.1.4 Ethical Models for Making Business Deci-
sions

Making good ethical decisions necessitates a trained sensitiv-
ity to ethical issues as well as a practiced method for exploring
the ethical aspects of a decision and weighing the factors that
should influence our choice of action. It is critical to have a model
for making ethical decisions. When we practice the model on a
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regular basis, it becomes so familiar that we can follow it without 1
consulting the specific steps. There are seven fundamental ethical + Ethical decision
models or principles that can be used for ethical business decision = models

making. I

Consequence-based model (Utilitarianism or Consequen-
tialist Principle)

According to this principle, a policy or action is ethically good
or correct if it produces a huge quantity of goods for the greatest + Benefit exceeds
number of people. This principle can be interpreted in a variety cost
of ways. According to one interpretation, the benefit of the policy
should outweigh the cost. In other words, a policy is good if it
generates net benefits.

Another school of thought holds that a policy is morally justi-
fiable if it provides more benefit to each individual and also this
benefit exceeds the net benefit of an alternative policy. In the nine-
teenth century, Jeremy Bentham and John Stuart Mill popularised
this principle. They are the founders of the utilitarian school of
thought. Despite its many limitations, the utilitarian principle has
long been used and remains a popular principle in public policy.
In the context of this principle, a minor moral lapse or aberration
(cost) like bribery is justifiable if it brings greater benefit to soci-
ety. Suppose Mr. Martin bribes a government official to get a per- = | ¢ Benefit oriented
mit to continue the production of soldiers’ uniforms in his factory
where 100 poor people are working. Is it morally wrong to bribe
an official? The utilitarian principle will tell us that it is morally
right to bribe the official in this case because in this action Martin
has been able to save a family of 100 workers from starving. Con-
sequentialism emphasises the outcomes or consequences of an
action rather than the action itself. A business decision is morally
acceptable if it benefits the public at large and that benefit out-
weighs the cost. It is instructive to note that in the case of ethical
business decisions, the social gain must outweigh the personal
gain, and the desired end must be accomplished efficiently.

Duty-based Model (Universalism or Kantianism)

This principle states that all people should be treated with dig- 1
nity. It states that a person or company has certain universal du-
ties to protect the welfare or needs of others. It is perfectly ethical @e==d | ¢ Dignity
to assist these individuals and meet their legitimate basic needs.
As a result, it is a firm’s right and ethical decision to protect its 1
employees from coercion, force, abuse, or any other type of harm
in the workplace.

Another criterion for universalism is that the action or deci-
sion is acceptable to all parties involved and that other rational
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humans would make the same decision in the same situation. The
principle emphasises Immanuel Kant’s idea that duty-based ac-
tion is ethically correct. However, as Mahatma Gandhi pointed
out, the duty to be performed must be morally correct and per-
forming unethical duties is morally wrong.

Rights-based model

Duties are analogous to rights. According to the theory of
rights, it is ethically correct to make a decision or implement a
policy that ensures legitimate rights to people who do not have
them. Rights violations must be avoided, and legitimate rights
must be established or restored. Rights are entitlements, and some
are fundamental in nature, such as the right to live, the right to
free expression, the right to security, the right to property, and so
on.

There are numerous types of rights, such as moral rights, le-
gal rights, property rights, contractual rights, and so on. While
the state protects legal rights, society is responsible for protecting
moral rights. As a result, the corporate sector must intervene and
make appropriate decisions in this regard.

Justice-based model

The term justice can be interpreted in a variety of ways, some
of which are discussed below:

+ Justice is an ethical action in which everyone is treated fairly
and consistently according to some legal or ethical standard.

+ Justice also implies a policy or decision that treats all equals
equally. Because no two people are equal in every way, jus-
tice requires that equity, rather than absolute equality, be the
guiding principle. As a result, the tax rate on a middle-in-
come person is lower than that of wealthy person.

This is due to the fact that the marginal utility of money dif-
fers between these two groups of people. The concept of justice
includes distributive justice (fair distribution of benefits and bur-
den), procedural justice (fair method of making a deal, agreement,
or contract), retributive justice (correct punishment in accordance
with the harm or injury done) and compensatory justice (fair
compensation to someone for the harm or injury done in the past).

Virtue-based model

Any decision or action is justified if it promotes virtues such as
honesty, integrity, sincerity, self-control, fairness, sacrifice, trust,
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and truthfulness. Virtue is a type of personality trait that makes a
person wise and helpful for the optimal development of his per-
sonality in such a way that he/she not only develops himself/her-
self but also contributes to social and humanitarian development.
There are numerous advantages to virtue (external effects). A vir-
tuous man is an ethical man, and any decision made to cultivate
human virtues is an ethical decision.

An ethical decision needs to be consistent with certain ideals
of virtue. The decision maker must exhibit, exercise, develop, or
encourage a morally virtuous character. All good decisions must
encourage virtues and discourage vices of any form.

Common good model

An ethical business decision is one that contributes positively
to the maximisation of social welfare or benefits for all because
it improves the common good and benefits all. Common goods
are goods that can be used by anyone, regardless of their person-
al status or position. These goods could be charitable hospitals,
roads, street lights, public security systems, and so on. All per-
sons are not required to pay equally or at all for the use of such
goods. Those who do not pay are known as free riders, and they
can enjoy the benefits of such goods as well. Common goods are
benefits that can be provided in a specific region, area, or state.

Care-based model

Care-based ethics is perhaps the best of all ethical models. It
says that the interlocking social and personal relationship is the
basis of all ethical actions. A decision is ethical which is based on
care, compassion, and love.

It is ethical to care for all those we love and who require our
compassion, love, kindness, and mercy. This primarily includes
our immediate relatives and family members. The care-based
model is also extended to include those in society who require
care and compassion. Financial assistance or physical care may
be provided. Corporate Social Responsibility includes care-based
ethics. The model also includes caring for people who are not
related to us. They may be unknown and strangers to us, but they
deserve our compassion and care. Care ethics goes beyond the
boundaries of narrowly defined relationships urging us to be more
humane and inclusive in character.

2.1.5 Difficulties in Ethical Decision Making

There are several obstacles in the making and implementation
of ethical business decisions. Some of the major constraints are
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listed as under:

a.

The ethical organisational culture may be completely ab-
sent, or the company may not take ethical decision making
seriously at all.

In order to justify their intentions, antagonistic interests
frequently use incompatible ethical arguments. For ex-
ample, animal rights activists may argue against slaughter
while poultry farmers argue that raising food animals pro-
vides societal benefits.

The manager may lack an ethical orientation, and his up-
bringing and family history may be incompatible with eth-
ical culture.

Some ethical standards vary with the passage of time. Do-
nations to political parties were forbidden earlier but it is
allowed now. Similarly, certain bribes and payments are
accepted practices in Asian, African, and Latin Americans
countries but are not regarded as ethical in the US.

The business may be solely concerned with the principle of
profit maximisation.

Knowledge about the consequences of an action is limited.
One of the principles of decision making is utilitarianism.
This implies that if an act results in good, it is taken as mor-
ally acceptable. But in an uncertain situation, the results of
an Act cannot be accurately predicted.

Ethical dilemmas in the manager’s or shareholders’ minds
may have gone unaddressed. It is because material consid-
erations always take precedence over ethical concerns.

Shareholders and investors may object to the company’s
ethical culture. Some may be in favour, but the majority
may not want such a culture to flourish.

There may be no history or precedent of ethical predispo-
sition in the company. It receives no encouragement or in-
centive to be ethical when studying the company’s history.

The organisation may be unconcerned about business eth-
ics, and ethical leadership may be lacking. There is no pro-
active effort to make the company more ethical.

In many cases, there may be a lack of suitable opportuni-
ties, timing, or financial ability to participate in an ethical
programme. The desire may be present, but the right op-
portunities may be lacking.




Often good and evil exist simultaneously. For instance, the
production and sale of a certain medication has been associated
with harmful side effects for some patients, leading to adverse
health outcomes. However, the same medication has also proven
to be life-saving for many others, providing them with signifi-
cant relief from their medical conditions. While efforts should be
made to minimise the occurrence of evil, it is challenging to com-
pletely eliminate it.

2.1.6 Framework for Making Good Ethical Deci-
sions in Business

Making an ethical decision is a difficult and time-consuming
task. Different ethical issues and problems may necessitate dif-
ferent solutions. Not all ethical issues are equally important in
business management. Similarly, not all ethical issues are equally
compelling. Regardless of the different nature and dimensions of
ethical issues, it is necessary to have a framework with which
to properly address many types of ethical decision making. This
section attempts to discuss a general framework for ethical deci-
sion making in business. It may be useful to business managers
as a decision making guideline. The framework outlined below
assumes that the organisation has a moral culture and the moral
will to solve ethical problems. The framework is explained using
a point-by-point approach. The following are the ten points to
consider when making ethical-decisions.

¢ Study the case thoroughly and seriously to become intimate-
ly acquainted with the ethical issues that must be resolved.
The case could be about internal management and working
conditions for all employees, or about the possibility of hir-
ing a disabled person. The ethical issues in these two cases
are distinct, and the manager should examine each case sep-
arately in order to appreciate its many facets. It is not enough
to simply read the files; it is also necessary to study the cases.

+ Consider the problems of ethical significance, its importance
to the firm and the industry, and its priority in the scheme of
your business agenda. To contextualise the case that requires
a solution, one should also examine the company’s goals
and objectives (mission and vision). A green signal is given
when there is no fundamental conflict between the compa-
ny’s goals and the ethical solution required.

At this point, the solution to the case in terms of the most ap-
propriate ethical model must be considered. The model of rights,
of care, or of fairness and justice may be relevant. For example,
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if there is unfair gender discrimination and women workers are
not paid the same as men despite equal productivity, this is a clear
case of injustice and discrimination. The manager should apply
the principle of justice and fairness. The model that is to be ap-
plied must be consistent with the company’s ethical culture, com-
mitment and ethical base.

At this point, the manager should investigate the feasibility of
the solution in terms of available resources. If the solution is fea-
sible, he should proceed with the case.

It is now necessary to present the completed ethical action or
decision to senior officers and those whose approval is required.
The manager should instil in them the significance of the case and
its far-reaching implications.

At this point, it is critical to understand the case’s dual im-
plications. First, what are the consequences of not resolving this
ethical issue? This can be examined in terms of legal action, rep-
utational harm, litigation costs, and so on. Second, what are the
consequences if this case is resolved ethically? All of these fac-
tors must be discussed by the manager with the Board of Man-
agement.

It is advisable to consider all possible and feasible alternatives.
Some of these may be relevant in the short run, while others may
be relevant in the long run. However, the implications may dif-
fer. Knowledge of alternative approaches to achieving the ethical
goal is extremely beneficial for the manager in making policy ad-
justments and accommodations. Some alternative solutions may
be discussed in open meetings to gather feedback and general
agreement. It is also necessary to resolve any legal issues that are
impeding an ethical solution.

Some proposed ethical solutions to problems may contain mor-
al dilemmas, conflicts, and contradictions. These can be either in-
ternal or external. These should be resolved amicably, and some-
times a trade-off between two options is required. A company’s
long-run and short-run objectives are frequently at odds. In this
type of situation, a compromise or a conciliatory approach based
on cooperation may be beneficial. For example, a firm’s profit
maximisation objective is in conflict with its welfare maximis-
ation objective. In this case, a policy compromise that achieves
some of both of these objectives will be a welcome decision.

When all problems have been resolved and the deck has been
cleared, it is time to make a firm decision with the confidence
of all those who matter. However, if everyone has faith in the
manager and something goes wrong by chance, he/she may be
excused.
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Once an ethical decision has been made, it should be imple- .
mented as soon as possible. Justice is denied when it is delayed.
More time may imply greater expense and sacrifice, as well as
increased uncertainty.

+ Implimentation

Summarised Overview

A good intention is required for ethical business decision making. It should come
from the heart rather than the head. It is instructive to note that some business concerns
are fundamentally moral, while others are immoral or amoral. Ethical decision mak-
ing, individual factors, and organisational values all become extremely important. If the
company has a value-oriented corporate culture and a strong ethical stance, as evidenced
by its mission and vision statements, the process of making ethical decisions becomes
relatively simple. If the ethical foundation or intensity is strong, the ethical superstruc-
ture will sprawl and expand.

Personal predisposition, like ethical intensity, is an important deterministic factor in
ethical decision making. Elderly employees, female workers, workers’ educational lev-
els, and the volume of corporate profit are all positively correlated to ethical decision
making in this context. If the corporate sector is founded on ethically sound rules, those
rules can help guide ethical decision making. Personal values such as a sense of duty,
good citizenship, a desire for fairness and justice, and concern for others can make it
easier to make ethical decisions.

Self-assessment Questions

1. What do you mean by ethical decision making?

2. Explain the stages in ethical decision making.

3. What are the individual factors affect ethical decision making?
4. What is morality-based management?

5. Briefly explain the difficulties related to ethical decision making.
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6. Explain Utilitarianism or Consequentialist Principle
7. Evaluate the term ‘Duty-based Model’
8. Write a short note on the factors affecting ethical decision making.

9. What is virtue —based model?

Assignments

1. Explain the ethical principles that you can follow in common for ethical decision
making if you run a pharmaceutical company.

2. How can you overcome the dilemmas of ethical decision making? Discuss.

3. Decision making depends on the corporate culture and ethical base or intensity. Do
you agree with the statement? Give reasons in support of your answer.

4. Discuss a suitable framework for ethical decision making in business. What are the
most important issues to be tackled in the process?
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Space for Learner Engagement for Objective Questions

Learners are encouraged to develop objective questions based on the content in the
paragraph as a sign of their comprehension of the content. The Learners may reflect on the
recap bullets and relate their understanding with the narrative in order to frame objective
questions from the given text. The University expects that 1 - 2 questions are developed for
each paragraph. The space given below can be used for listing the questions.

52 Business Ethics and Corporate Governance - MCom - SLM - SGOU

H ¥
\



SGOU - SLM - MCom - Business Ethics and Corporate Governance



Managing Ethics

Learning Outcomes

After completion of this unit, the learner will be able to:
¢ define the term code of ethics
¢ identify the benefit of a code of ethics
¢ gain insights on the setting up of ethics committee

+ explain the laws enforcing ethical conduct

Background

In the corporate world, ethics is essential for responsible behaviour. Businesses em-
ploy three key components to ensure ethical conduct: codes of ethics, ethics commit-
tees, and laws enforcing ethical conduct. The codes of ethics act as moral compasses,
outlining values and guiding employees’ ethical decision-making. Ethics committees
serve as vigilant overseers, ensuring compliance with ethical standards and reviewing
potential ethical issues. Meanwhile, laws enforcing ethical conduct establish boundaries
and consequences for unethical behavior, promoting accountability and adherence to
ethical principles. Integrating these components results in a well-managed organization,
sailing with integrity, trust, and sustainability. Stakeholders trust the company’s ethical
navigation, leading to success and a positive impact on society. Through these mecha-
nisms, businesses create a culture of ethical responsibility, contributing to a better and
more sustainable corporate environment.

Code of ethics, Principles, Ethics committee, Laws enforcing ethical conduct

54 Business Ethics and Corporate Governance - MCom - SLM - SGOU @

................



2.2.1 Code of Ethics

A code of ethics is a set of rules or guides intended to establish
moral standards and decent behaviour in those who practice it.
Individuals may adopt a code of ethics for their personal moral-
ity, while companies and government organisations use them to
guide the behaviour of their members/ employees. The code of
ethics is the heart and soul of a company. It paints a picture of
how employees, customers, partners, and suppliers can expect to
be treated as a result. In other words, the code of ethics is a com-
munication tool that informs internal and external stakeholders
about what is valued by a particular organisation, its employees,
and its management.

A code of ethics lays down ‘do’s’ and ‘don’ts’. The code of eth-
ics shows the company’s commitment to ensuring the ethical be-
haviour of its employees. It specifies how an employee should act
in general and in specific situations and describes the behaviour
which is socially acceptable and responsible. A code of ethics
serves as a practical guide to ethically acceptable behaviour. A
code of ethics helps employees in promoting high ethical stan-
dards. Higher standards of behaviour and personal integrity will
help them in gaining the trust and confidence of stakeholders. A
code of ethics may be included in the annual report as an exhibit
by the organisation. They can also post the code on its website
and provide copies free of charge upon request.

A code of ethics cannot be easily created. In order to ensure
that the code of ethics is effective, the organisation must define
its significant guiding values, design behavioural standards, as-
sess the existing procedures, and establish systems and processes.
The creation of a code should ideally be a collaborative effort
between boards of directors and top management to discuss and
settle on key principles, roles, responsibilities, expectations, and
behavioural standards.

The code of ethics establishes a set of fundamental principles
that can be used to govern operational requirements (what must
be done) and prohibitions (what should not be done). It is based
on a set of fundamental beliefs and values. Employees that are
subjected to the code must learn it, absorb it, and apply it to sit-
uations that aren’t directly addressed in the code. Once the ideas
have been transmitted and illustrated, organisations expect them
to be applied in every context, and failure to do so may result in
disciplinary action.
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+ What is right
or worng

+ Promotes morality
in the workplace

« Effective code of
ethics develop-
ment

+ Fundamental
principles
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2.2.2 Business Code of Ethics

As a branch of ‘Applied Ethics’, business ethics attempts to
apply theoretical ethics to the business. It examines the ethical
principles and problems that may arise in the business environ-
ment. Business Ethics helps the business organisation to stand
on the strong pillars of integrity, fairness, and trust. Demand for
ethical business is increasing since most business organisations
opted to implement a code of ethics:

+ To define the framework of acceptable behaviour.
+ To follow high standards of practice.

« To create benchmarks for self-evaluation.

+ Applied ethics in ¢ To enhance the sense of community.

business — ) ) o
+ To create transparency in business activities.

+ To foster higher standards of business ethics.

¢ To comply with government laws and norms.
The code should include the following key areas:

1. The purpose and value of the business: The vision and
mission of the organisation should be kept always in consider-
ation while creating the code. The products and services offered

—e by the company, production, and financial goals should be kept
in the mind.

+ Alignment with or-
ganisational vision
and mission

2. Stakeholders: Shareholders, Customers, Employees, and
Suppliers are integral parts of the organisation.

+ Employee welfare, working conditions, equal opportunities,
harassment issues, and retirement plans should be mentioned.

§ , ] ¢ Maximisation of returns to shareholders is the basic purpose
+ Relation with stake- £ busi Whil Kine th de of ethi Hict

holders @ of any business. While making the code of ethics, conflicts

may arise while dealing with this purpose. The protection of

I the investments and the timely returns on the investment are

always needed.

+ Every business organisation knows the importance of cus-
tomer satisfaction. The promises about fair pricing, quality,
and after-sales service made to the customers should always
be kept.
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+ The payments to the supplier should always be on time. No
excess hospitality or bride should be accepted or given.

3. Society, government, and environment: Compliance with o__

the laws and social norms should be maintained. The company’s
activities should always be environment-friendly.

4. Implementation process: It is always important that the
code is implemented properly. It should be seen that the code is
reached and understood properly by all. Awareness campaigns
and training programs should be run if required.

5. Scope for feedback: Feedback is always necessary for the

improvement and evaluation of the code. At least an annual re- g

port should be given to the board members. A review procedure
should be created to update the code.

2.2.3 Contents of a Code of Ethics

Code of ethics is like a ‘Golden Rule’ of the company, it is,
therefore, required to be as much clear and comprehensive learn-
ing. What should be the contents or subject matter to come within
the fold of code of ethics may vary from organisation to organi-
sation depending upon the nature and size of business activities.
Hence, there has so far not been a common code of ethics fol-
lowed across the organisations. The reason for this is not difficult
to seek. Code of ethics has been an evolutionary phenomenon
likely to change along in business context. General Electric (GE),
for example, published its 2007 Citizenship Report, called “In-
vesting in a Sustainable Future”. Various areas include corporate
governance, compliance, public policy, environment, health and
safety, globalisation, community customers, products and ser-
vices, suppliers, investors, and employees.

Likewise, different organisational thinkers have suggested dif-
ferent sets of contents to be covered within the fold of organisa-
tional code of ethics. For example, the code of ethics of JCPenney
considered as one of the first corporate code of ethics included the
following seven idea in its code of ethics to:

+ Serve the public, to the extent possible, to its complete sat-
isfaction.

+ Ask a fair remuneration for the service we render to custom-
ers.

+ Do all in our power and within our control to pack the cus-
tomer’s price full of value, quality, and satisfaction.
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¢ Legal and environ-
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+ Dynamic

+ Key elements of a
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¢ Trust and credibility

+ Overall well-being

+ Fair and equitable
treatment

+ Expertise

+ Continue to train ourselves and our associates to improve
upon our job so that the services we render to our customers
be performed more and more intelligently.

+ Give emphasis on human development on continuous basis
in our business.

¢ Make men and women partner in the rewards the business
earns.

+ Examine and test every policy, method, and act of the busi-
ness: “Does it square with what is right just?’.

Similarly, the following four ideals/values to be incorporated
in an organisation’s code of ethics:

* Integrity: Integrity refers to the adherence to moral and
ethical principles, honesty, and consistency in behaviour. In an
organisation’s code of ethics, integrity emphasises the importance
of maintaining trust and credibility by being truthful, transparent,
and accountable in all business dealings. It means acting ethi-
cally, even when no one is watching, and upholding high moral
standards in decision making and interactions with stakeholders.

»  Utility: Utility, in the context of ethics, is the concept of
maximising overall well-being or happiness for the greatest num-
ber of people. It involves considering the consequences of actions
and making choices that result in the most favourable outcomes
for all stakeholders. In the code of ethics, the principle of utility
encourages decision makers to take into account the impact of
their choices on employees, customers, the community, and other
stakeholders to promote overall welfare.

e Justice: Justice refers to the fair and equitable treatment
of individuals and the distribution of resources and opportunities.
In the code of ethics, the principle of justice emphasises the im-
portance of treating all stakeholders with fairness, impartiality,
and respect. It means avoiding discrimination, favouritism, and
any form of unfair advantage while promoting equal access to
opportunities and resources.

e Competence: Competence relates to the possession of
the necessary skills, knowledge, and expertise to perform du-
ties and responsibilities effectively. In the code of ethics, com-
petence underscores the commitment to continuous professional
development, maintaining up-to-date knowledge, and delivering
high-quality products or services. It means ensuring that employ-
ees are adequately trained and equipped to fulfill their roles com-
petently and responsibly.
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2.2.4 Essential Components of the Code of Ethics

Based on available experience, a good code of ethics needs to
include the following essential components in it:

* Relevancy: A good code of ethics must have statements
that are very relevant to clarify employees’ desired behaviour in
the organisation. For this to happen, the code of ethics should be
derived from the organisation’s core values, which, in turn, must
be derived from the core purpose and broad mission of the organ-
isation. It must also align with the values of the founder or top
level-management of the organisation.

e Core values: The code of ethics should not include solely
compliance documents or rulebooks; it should also address issues
relating to legal and regulatory matters. The code of ethics also
communicates the importance of ethical behaviour and the organ-
isation’s core values and their role in running an organisation in
an effective and righteous manner.

* Plain language: A code of ethics should be crafted and
drafted in simple and plain language that the parties know and un-
derstand. Ethical standards should clearly be laid down and com-
municated to the members to enable them to know what ‘can’ and
cannot be done by an employee in a given situation would be vir-
tually impossible. In such a situation, employees must be allowed
to apply their personal wisdom and judgment in conformity with
the ethical standards of the organisation.

*  Specific directions: In matters and situations where the
temptation to behave unethically is more and strong, the code of
ethics must provide specific directions and guidelines about how
to behave ethically. For example, if bribery is unacceptable in an
organisation, then the code of ethics must clearly describe sit-
uations that would be considered unethical in the organisation.
Offering a bribe to a public official or bribing an employee of
a customer firm may be examples of unethical behaviour. Thus,
specifying what an employee must do when he/she confronts with
ethical uncertainties, encounters ethical dilemmas, or when he/
she is pressured into committing unethical conduct, must be the
essential component of a code of ethics. The code of ethics must
also be benchmarked with the code of ethics of best practice com-
panies in the world on a continual basis.

2.2.5 Ethics Committee

Companies’ aims, visions, strategies, and values, all influence
their code of ethics. Corporate codes provide direction for the
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+ Pervasive

+ Value system

+ Identification of
flaws

60 Business Ethics and Corporate Governance - MCom - SLM - SGOU @

business in making ethical decisions. Codes of ethics must be liv-
ing documents that are respected at all levels. Members of the
board and senior executives must set an example for the behaviour
they demand from others. Ethical breaches by top-level managers
can be wrongly seen as silently accepting similar misconduct at
lower levels. Before demanding equivalent integrity from peo-
ple at lower levels, senior management must hold themselves to
the highest standards of conduct. Companies should establish a
committee of independent non-executive directors in charge of
ensuring that the company has processes in place to ensure staff
compliance with the code of ethics.

Corporate governance in organisations all over the world plan
for the creation of internal committees, which are often composed
of members who are independent. The risk management, audit,
remuneration, and nominating committees are the ones that are
most frequently employed. Companies that are more aware of the
need to foster an ethical culture have started to form committees
for this purpose while reaffirming the values of social responsi-
bility and sustainability. The rise in ethics committees is a sign
of the board’s aim to encourage morally responsible behaviour
and implement activities to raise corporate social responsibility
awareness among all members of the organisation. Therefore, it
is anticipated that the presence of social and ethics committees
will have a favourable impact on corporate governance, and many
researchers endorse this idea. The social and ethics committee’s
primary responsibility is to evaluate and make recommendations
to the management and board of directors regarding goals, poli-
cies, and procedures that are in the best interests of the business
and help it uphold its commitment to high standards of morality
and integrity, legal compliance, and integrated corporate respon-
sibility.

2.2.6 Functions of the Ethics Committee

+ Review of the definitions of standards and procedures

The Committee should examine the organisation’s areas of op-
eration, particularly those that necessitate a clear set of ethical
standards and procedures. After the completion of the review, if
any flaws are identified, the ethics committee should take mea-
sures to revise the guidelines, that is, assign the revision to an ap-
propriate member, including the development of a formal system
for disseminating standards and procedures to employees. Em-
ployees should be able to understand and embrace the ethical pro-
gramme. The ethics committee may advise upper management on
how to reinforce the organisation’s policies.




+ Facilitate compliance

Overall compliance is the duty of the ethics committee. When
it comes to interpretations of the organisation’s standards and
processes, the ethics committee should be the final resort. If in-
consistencies are discovered, the committee should offer recom-
mendations to improve the existing compliance measures. Regu-
lar follow-ups should also be conducted to verify that compliance
recommendations are understood and adopted.

+ Due diligence of prospective employees

When applicants and employees are considered for positions
of discretionary responsibility, their background investigation
should be done. Placing violators in such positions may bring
risk. The ethics committee should also define how it is going to
balance the rights of applicants and workers against organisation-
al needs.

+ Oversight of communication and training of ethics pro-
gram

Methods and channels for disseminating ethical norms and
procedures should be defined by the ethics committee. This in-
cludes distributing materials to ensure that all employees are
aware of and accept the organisation’s ethical norms. Frequent
training sessions should be arranged to ensure that established
norms are understood. The ethics committee should seek advice
from stakeholders on how standards and procedures should be
created and implemented.

+ Monitor and audit compliance

The ethics committee should design techniques for regular
evaluation and assessment to ensure that the organisations goals,
objectives, and strategies do not contradict with its ethical stan-
dards and procedures. The ethics committee should create mecha-
nisms that monitor, audit, and demonstrate workers’ adherence to
published standards and procedures on a continuous basis. There
should also be certain measures in place to ensure that internal
controls are effective and reliable.

+ Enforcement of disciplinary mechanism

Do not apply different standards to different employees based
on their position or performance. Discipline rules should be in
place to ensure that violations of standards are dealt with con-
sistently. There should be provisions for those who neglect and
violate standards.
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+ Diminish future
breaches

+ Impact of economic
liberalisation on
Indian business

+ Commitment

+ Definition and ori-
gin of contracts

+ Analysis and follow-up

The ethics committee should be able to identify the cause of
the violation. It is important to systematically apply those lessons
learned from previous violations to lessen the chance of similar
future violations.

2.2.6 Laws Enforcing Ethical Conduct

During the last three decades since the economic liberalisa-
tion was initiated in India there has been a significant increase in
the corporate form of business establishments. The removal of
several licensing hurdles, the financial market reforms especial-
ly capital market reforms, the introduction of modern technolo-
gy-based trading, strengthening of the regulatory system of the
capital market has increased the confidence of the retail investors
and foreign and domestic institutional investors and they are not
hesitating to invest their savings in the Indian capital market. The
primary market and secondary market reforms have imposed the
profitability, the liquidity and the transparency in the capital mar-
ket investment and reduced risk in it. Some of the key legal and
regulatory measures are as follows:

Some of the key legal and regulatory measures are as follows:

2.2.6.1 Indian Contract Act, 1872

In our daily life we make a lot of agreements to satisfy our
needs and interests. We must engage in many transaction pro-
cesses that may lead to a promise by one person and acceptance
by the other. If a promise and acceptance are made to establish a
legal connection, the resultant agreement is referred to as a con-
tract.

Concept of contract

Concept of Contract the word ‘Contract’ is derived from the
Latin word “Contracturn” which means “drawn together”. Sim-
ply, the contract is an agreement enforceable by law. It is an
agreement between two or more parties. The parties are bound by
such agreement. To understand the concept of contract better, it is
essential for us to understand the meaning of “agreement” and the
differences and similarities between the two terms, “agreement”
and “contract”.

An agreement occurs when two or more people concur to ac-
complish the same thing in the same way. Every agreement is the
consequence of one party (the proposer) making an offer, and the
other party (the acceptor) accepting the offer. As a result, a con-
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tract requires that both parties make reciprocal guarantees that P e—
they will carry out the agreement’s terms. It might or might not + Agreement and
result in a legal duty. A contract is formed if it results in a binding @ legal commitment
legal commitment. Each party to such an agreement is obligated
by law to carry out the promise made by the higher in such a sit-
uation.

As aresult, an agreement and a contract have both distinctions
and similarities. In conclusion, while all agreements are agree-
ments, not all agreements are contracts. As a result, any prom-
ise or group of promises that serve as reciprocal compensation
constitute an agreement. Reciprocal pledges are those that serve
as either full or partial consideration for one another. A contract
that is not enforceable by law is said to be null, or not to exist. A
contract is an arrangement that is legally binding. A contract is
voidable if it can only be enforced by law at the request of one
or more of the parties, but not at the request of the other party or
parties. A contract that ceases to be enforceable by law becomes
void when it ceases to be enforceable.

+ Agreement
O enforceable by
law

The following are examples of contracts: A agreed to paint a
picture for B, and B promised to pay 55000 to A. This agreement
is a contract. A promised to sell his house for 15000000, and B
accepted to buy the house for the said amount. This agreement is
a contract. All agreements are contracts if they are made by the
free consent of parties competent to contract, for a lawful consid-
eration and with a lawful object and are not expressly declared to
be void by law. For example, any agreement made with an infant,
or an insane person or a person of unsound mind cannot be called
a contract.

Features of Indian Contract Act

¢ There should be an offer by one party and acceptance by the
other

¢ They should be free consent by the parties

¢ Consideration must be lawful and fair

+ Consideration should not be illegal or immoral
+ Parties should be competent to contract

¢ Communication of the proposal should be complete

2.2.6.2 Indian Partnership Act, 1932
In the year 1932, the Indian Partnership Act was passed. Be-
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fore the passage of this Act, Sections 239 to 266 of Chapter XI of
the Indian Contract Act of 1872 included the provisions pertain-
ing to partnerships. The need for a new partnership act aroused
as the English Partnership Act, 1890, on which the Act is mostly
based, incorporated only the minimal amendments required for
Indian conditions. Section 4 defines the term ‘partnership’ as the
relationship between persons who have agreed to share the prof-
its of a business carried on by all or any of them acting for all.
The term ‘partners’ is defined as persons, who have entered into
a partnership with one another and are called individual partners.
A ‘firm’ is a collective of partners. The ‘firm name’ is the name
under which the business is carried on.

The following are the essential ingredients for the constitution
of a partnership:

¢ There should be an agreement between the parties.
¢ The agreement must be to share the profits of the business.

+ The business must be carried on by all or any of them acting
for all.

¢ The agreement need not be in writing. It may be oral. It may
be expressed or implied.

2.2.6.3 Factories Act, 1948

There are several legislations that regulate the conditions of
employment, work environment, and other welfare requirements
of certain specific industries. The Factories Act, of 1948 was en-
acted to regulate the working conditions in factories. In short, the
Act is meant to provide protection to the workers from being ex-
ploited by greedy business establishments and it also provides for
the improvement of working conditions within the factory prem-
ises.

The main object of the Factories Act, of 1948 is to ensure ad-
equate safety measures and to promote the health and welfare of
the workers employed in factories. The Act also makes provisions
regarding the employment of women and young persons (includ-
ing children and adolescents), annual leave with wages, etc.. The
Act extends to the whole of India including Jammu and Kash-
mir and covers all manufacturing processes and establishments
falling within the definition of ‘factory’ as defined under Section
2(m) of the Act. Unless otherwise provided it is also applicable to
factories belonging to Central/State Governments. (Section 116).

The Factories Act includes the following protection to the em-
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ployees:

+ Protection of the health of the workers in the working envi-
ronment

+ Safety of the workers
+ Welfare of the workers
+ Annual leave with wages

¢ Ventilation and temperature, lighting, drinking water, la-
trines, and urinals

+ Removal of accumulated dirt and refuse on floors, benches
of workroom, staircases, and passages and effective disposal.

2.2.6.4 Consumer Protection Act, 2019

The Indian government passed the Consumer Protection Act,
2019 to address issues connected to consumer rights violations,
unfair business practises, deceptive advertising, and other situ-
ations that are detrimental to consumers’ rights. Due to the ad-
vancement of technology and the sharp rise in the purchase and
sale of products and services online over the past several years,
the Parliament intended the Act to include provisions for e-con-
sumers. By establishing Consumer Protection Councils to resolve
disputes should they occur and to give adequate compensation to
consumers in the event that their rights have been violated, the
Act aims to better protect the rights and interests of consumers.
Additionally, it offers quick and efficient handling of customer
concerns through alternative dispute resolution procedures. The
Act also encourages consumer education to inform consumers of
their rights, obligations, and options for resolving complaints.

Objectives of Consumer Protection Act, 2019

The main objective of the Act is to protect the interests of the
consumers and to establish a stable and strong mechanism for the
settlement of consumer disputes. The Act aims to:

+ Protect against the marketing of products that are hazardous
to life and property.

+ Inform about the quality, potency, quantity, standard, purity,
and price of goods to safeguard the consumers against unfair
trade practices.

+ Establish Consumer Protection Councils for protecting the
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rights and interests of the consumers.

Assure, wherever possible, access to an authority of goods at
competitive prices.

Seek redressal against unfair trade practices or unscrupulous
exploitation of consumers.

Protect the consumers by appointing authorities for timely
and sufficient administration and settlement of consumers’
disputes.

Lay down the penalties for offences committed under the
Act.

Hear and ensure that consumers’ welfare will receive due
consideration at appropriate forums in case any problem or
dispute arises.

Provide consumer education, so that the consumers are able
to be aware of their rights.

Provide speedy and effective disposal of consumer com-
plaints through alternate dispute resolution mechanisms.

Consumer rights under Consumer Protection Act

The right of a consumer to be protected from the marketing
of goods and services that are hazardous and detrimental to
life and property.

The right of a consumer to be protected against unfair trade
practices by being aware of the quality, quantity, potency,
purity, standard and price of goods, products or services.

The right of a consumer to have access to a variety of goods,
services and products at competitive prices.

The right to seek redressal at respective forums against un-
fair and restrictive trade practices.

The right to receive adequate compensation or consideration
from respective consumer forums in case they have been
wronged by the seller.

The right to receive consumer education.




2.2.6.5 Companies Act, 2013

The new Companies Act of 2013 overcome most of the defi-
ciencies in the Indian Companies Act 1956. This is considered
to be a major reform in independent India to bring about good
governance in Indian corporate sector. This Act simplified and
liberalised the formation and administration of company and
set norms for its governance. The Companies Act, 2013, which
was created to contain all of India’s corporate regulations, aims
to safeguard the interests of all parties involved in a company’s
business through its provisions. 469 sections total, distributed
across 29 chapters, make up the new Act, which also has sev-
en schedules attached to it. In order to make the new Act more
efficient and compact, up to 188 parts of the previous law (The
Companies Act, 1956) have been eliminated.

The new company legislation takes a progressive stance, giv-
ing the Central Government the authority to create regulations for
businesses and making any violation of such regulations subject
to a fine. To bring the law in line with international standards, as
many as 16 revisions have been made, rectifying problems with
the rules relating to winding up, board resolutions, bail condi-
tions, and utilisation of unclaimed dividends. This historic law
will have huge effects and is expected to fundamentally alter how
corporations operate in India. Among other things, it will raise
the bar for corporate governance, make Corporate Social Respon-
sibility (CSR) spending mandatory, support gender equality on
corporate boards, permit class action lawsuits, and completely re-
structure the way businesses are run and regulated in the nation.
Corporate Governance under the new Companies Act 2013 has
broadened its meaning and scope. It includes among other things
a complete module for fixing the liability on the corporate entity.
It is prescriptive to the companies rather than recommendatory in
nature.

The major provisions relating to corporate governance intro-
duced in the new Company Law can be broadly grouped in to
eight group namely:

¢ Increased reporting standards

*

Higher auditing accountability

*

Risk management

*

Emphasis on investor protection

*

Composition of director board members and their responsi-
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bilities
¢ Board committees
+ Inclusive Corporate Social Responsibility

¢ Compulsory whistle-blower mechanism

2.2.6.6 Competition Act, 2002

The Competition Act, 2002 is an Indian legislation that aims to
promote fair competition and prevent practices that have an ad-
verse impact on competition in the Indian market. It was enacted
to replace the Monopolies and Restrictive Trade Practices Act,
1969, and came into effect on May 20, 2009.

The Government of India created the National Competition
Policy with the goal of achieving the highest possible levels of
economic development, entrepreneurship, employment, and liv-
ing standards for its people. It also aims to protect economic rights
for just, equitable, inclusive, and sustainable social and economic
development, advance economic democracy, and support good
governance by outlawing rent-seeking behaviours. An essential
piece of legislation to advance the National Competition Policy
is the Competition Act of 2002, as revised by the Competition
(Amendment) Act of 2007. The Act provides, keeping in view the
economic development of the country, for the establishment of
a commission, known as the Competition Commission of India
(CCD.

Competition commission: Aim and objectives

The commission aims to establish a robust competition envi-
ronment through:

¢ Proactive engagement with all stakeholders, including con-
sumers, industry, government, and international jurisdic-

tions.

+ Being a knowledge-intensive organisation with high compe-
tence levels.

¢ Professionalism, transparency, resolve, and wisdom in en-
forcement.

¢ Curb practices have an adverse effect on competition.

+ Promote the interest of consumers and ensure the freedom of
trade carried on by other participants in markets in India, and




for matters connected therewith or incidental thereto.

2.2.6.7 The Environment (Protection) Act (EPA), 1986

In 1986, the Environment Protection Act (EPA) was passed. It
encompasses the entirety of India, including Jammu and Kashmir.
According to some, EPA is an “umbrella” law that was passed
to give the federal government a framework for coordinating the
efforts of numerous federal and state agencies under earlier laws
like the Water Act and the Air Act, among others.

The Act aims to address concerns related to the environment,
which includes water, air, land, people, other animals, plants, mi-
croorganisms, and properties, as well as its protection and im-
provement. It gives the Central Government the authority to start
initiatives to safeguard and enhance environmental quality, man-
age and lessen pollution from all sources, and forbid or impose
restrictions on the location and/or use of any industrial facility for
environmental reasons. In 1991, the Act was modified.

Measures to protect the environment

The Act gives the Central Government the authority to enact
regulations that it determines are necessary for environmental
protection, improvement of the quality of the environment, and
the prevention, control, and reduction of environmental pollution.

Such regulations may address all or some of the following is-
sues:

¢ The standards of quality of air, water, or soil for various ar-
eas and purposes.

¢ The maximum allowable limits of concentration of various
environmental pollutants (including noise) for different ar-
eas.

¢ The procedures and safeguards for the handling of hazardous
substances.

¢ The prohibition and restriction on the handling of hazardous
substances in different areas.

¢ The prohibition and restriction on the location of industries
and carrying on processes and operations in different areas.

¢ The procedures and safeguards for the prevention of acci-
dents that may cause environmental pollution and for provid-
ing remedial measures for such accidents.

st
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Summarised Overview

A code of ethics is a set of principles that outlines the values and conduct expect-
ed from individuals within an organisation, providing a framework for ethical decision
making. It covers honesty, integrity, fairness, respect, confidentiality, and compliance
with laws. Ethics committees oversee ethical issues in business activities. They ensure
alignment with ethical standards and legal regulations. Laws Enforcing Ethical Conduct
are legal regulations that businesses must adhere to, covering various areas like consum-
er protection, labour practices, and data privacy. Complying with these laws, having a
clear code of ethics, and an ethics committee are vital for maintaining an ethical culture
and responsible business operations.

Self-assessment Questions

1. What do you mean by code of ethics?
2. What are the contents of code of ethics?
3. Explain Indian Contract Act 1872.

4. Write a short note on ethics committee.

5. What are the key areas that are to be considered while developing the code of eth-
ics?

6. Briefly explain the history and development of Competition Act.
7. List the essential components of the code of ethics.

8. There are numerous laws enforcing ethical conduct. Explain.

Assignments

1. Prepare notes on the code of ethics followed by any five Indian companies.
2. Write a short note on the Satyam Computer Services scandal.

3. Present a case study based on ethics and ethical values. Discuss the importance of
ethics in our life.
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Space for Learner Engagement for Objective Questions

Learners are encouraged to develop objective questions based on the content in the
paragraph as a sign of their comprehension of the content. The Learners may reflect on the
recap bullets and relate their understanding with the narrative in order to frame objective
questions from the given text. The University expects that 1 - 2 questions are developed for
each paragraph. The space given below can be used for listing the questions.
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Corporate Governance

Learning Outcomes

Upon finishing this unit, the learner will achieve the following objectives:
+ grasp the concept and significance of corporate governance

+ gain familiarity with the scope of corporate governance on both national and inter-
national levels

+ comprehend the objectives, definition, principles, and importance of corporate gov-
ernance, as well as its relation to competition

+ recognise the primary concerns and key issues in corporate governance

+ acquire knowledge about the essential steps for organisational success and the crit-
ical factors contributing to it

+ develop an understanding of the repercussions of weak governance within organi-
sations

+ be able to explain the term “whistle-blowing” and its significance in the context of
corporate governance

Background

The Greek philosopher Aristotle once observed, “It is preferable for a city to be gov-
erned by a decent man than by good rules.” In fact, statesman-style leadership is vastly
preferable to that of politicians. Aristotle was simply stressing the need for a morally
admirable system of government run by committed leaders. The distinction between a
statesman and a politician is, in fact, important. A statesman considers the next genera-
tion, whereas a politician considers the next election. In general, a politician nowadays
is more like Rhett Butler from Gone with the Wind, who doesn’t “give a damn” about
anything that affects the people. Unfortunately, there are more politicians than states-

men in the world today. But in order to maintain daily operations, establish a stable
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and sustainable rate of economic growth, expand human capability, uphold fairness and

justice, reduce poverty and hunger, and move people from a state of necessity to one of

freedom, excellent governance is necessary. There are several contexts in which gover-

nance interacts. But for the purposes of our analysis, we shall simply pay attention to the

moral dilemmas raised by the associated topics. An attempt will also be made in this unit

to discuss corporate governance.

Financial reporting, Risk management, Corporate scandals, Whistle blowing, Tech-

nology and information

+ Rules, practice and
process

+ Evolution of

companies

¢ Origin —0

chartered —g

3.1.1 History and Development of Corporate Gov-
ernance

Corporate governance refers to the system of rules, practices,
and processes by which a company is directed and controlled. It
involves balancing the interests of a company’s many stakehold-
ers, such as shareholders, management, customers, suppliers, fi-
nanciers, government, and the community. The goal of corporate
governance is to ensure that a company’s management acts in the
best interests of all stakeholders, maintaining transparency, ac-
countability, and integrity in their decision-making.

It is very difficult to trace the accurate origin of corporate gov-
ernance. In the academic literature, the term corporate governance
seems to have been first used by Richard Ells in 1960 to denote
‘the structure and functioning of a corporate polity’. In order to
study the evolution of corporate governance, it is very essential
to have a clear understanding of the two terms -corporate and
governance.

To explore the international market and for the expansion of
trade and commerce The East India Company, Hudson’s Bay
Company, Levant Company and many other such major chartered
companies were launched in the 16™ and 17" century around the
world. Such corporations were owned, governed and controlled
by a few powerful families. The East India Company was one
of such giant corporations which was established in 1600. The
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company with 125 shareholders and £72000 capital was governed
by royal charter of Queen Elizabeth-I. England witnessed an in-
dustrial revolution in the 17" century and the term corporation
is the product of the same industrial revolutionary process. The
rapid industrialisation developed a factor system that gave am-
ple employment opportunities in urban areas. This migration and
concentration of population in urban areas paved the way for the
development of a new class in the society, who depended on the
factory job for their livelihood.

The industrial revolution and the industrialisation process
across the globe changed the scenario drastically. Industrialisa-
tion commanded the huge capital demand for the new giant cor-
porations, particularly in the rail and road industry. In order to
cater such demand, the new corporate ownership structure was
developed. Now, these giant corporations were treated as separate
legal entity, whose ownership was separate from the management
and was transferable too. In this system share capital of the firm
was split into small denominations and the ownership was distrib-
uted widely among the large number of shareholders. The liabili-
ty of the shareholders was limited up to the number of shares held
to raise the capital fund publicly. With the key features such as
limited liability, transferable became very popular and created the
market for trading the shares, whereby people holding shares of
a particular company started buying and selling their ownership
rights for a better price or premium. It has also become a way to
express the pleasure of dissatisfaction with the management deci-
sions and performance, which gave birth to the ‘agency problem’.
Due to growing significance of the corporations, markets for the
exchange of shares opened in New York and some European cap-
ital cities.

The advent of the 19" century witnessed World War I and II.
These world wars affecting international trade and all the big econ-
omies were adversely affected by the slowdown in trade. The big
European countries and the big economies were the worst hit by
that economic recession. The cold war between USA and USSR
flared it as a period of mistrust and doubt, where international
peace and prosperity were at stake. The United States of America
was the only country that was neither affected nor destroyed due
to the World War as none of the battles were fought on their home
grounds. On the other hand, their economy became even more
prosperous during the post-World War period. As a result, inter-
national investors were allured to the United States of America.

The period between the 1970s and 1980s witnessed many reg-
ulatory reforms in corporate governance but the focus was mainly
on American corporations. After the United States corporate gov-
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ernance came on the priority list of many developed and develop-
ing countries and Britain was the pioneer in it. In the early 1990s,
the Japanese and German corporations gave a tough competition
to the US corporations as a result the faith in the most trusted
US economy got a jolt. In order to survive the market pressure
and competition, the US corporate executives focused more on
short-term gain strategies at the cost of long-run benefits, whereas
the Japanese and the German corporate were not handicapped by
the ‘Time Horizon’ as their corporate governance regime were
focused on long-term relational investment. The end of the 19th
century and the beginning of the 20th century unfolded many fi-
nancial scams such as Enron, WorldCom, Parmalat and others,
which raised eyebrows on the credibility of the corporate gov-
ernance system and heated up the discussion on efficient mar-
kets. These markets must operate within the parameters set by
legal regulatory authorities of the nation and must be capable of
defining and dividing the authority and responsibility within the
organisation. There was a need felt for developing corporate gov-
ernance mechanisms so that its impact on the economic efficiency
of the market can be evaluated.

In order to achieve an efficient code of good governance, many
committees and regulatory frameworks were incorporated. The
countries differ in their topography, demography, cultures, be-
liefs, value systems, socio-economic parameters, state of trade
and commerce development and legal and regulatory environ-
ment. The stage of economic development is also not the same
for all countries. In such a diverse scenario where every country
is unique in its nature and characteristics and has its own sets of
needs and requirements a uniform code of corporate governance
cannot be applied. In this situation there is a need to design cus-
tomised corporate governance that cannot be applied. In this situ-
ation there is a need to design a customised corporate governance
code for every country depending on its nature and requirements
rather than simply adopting an imported uniform code. Corpo-
rates shall not be compelled to adopt an incompatible imported
corporate governance code as this may cost them adversely affect
their performance. In order to overcome the challenges of the di-
versity of needs of the financial sector, ownership structure and
the business practices of different economies, it is wise to have
a separate corporate governance code which suits the diversified
needs of each country.

Since the 1990s, in the different parts of the world several cor-
porate guidelines and regulations have been made so far:

+ Cadbury Committee Report (1992)
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+ CalPERS-Global Corporate Governance Principles (1996)
+ Market Specific Principles-UK and France (1997)

+ TIAA-CREF-Policy Statement on Corporate Governance
(September 1997)

+ Business Roundtable-Statement on Corporate Governance
(September 1997)

¢ Hampel Report on Corporate Governance-UK (January
1998)

¢ Core Principles and Guidelines — USA (April 1998)
¢ The Sarbanes-Oxley Act-USA (August 2002)

¢ The Higgs Report-UK (January 2003)

3.1.2 Corporate Governance in Global

The United States witnessed rapid economic growth follow-
ing World War II, which had a significant influence on the devel-
opment of corporate governance. Businesses were booming and
expanding quickly. The Securities and Exchange Commission
(SEC) brought corporate governance to the forefront when it ad-
opted a position on official reforms to corporate governance in

the 1970s.
Table 3.1.1
Stages of development of corporate governance in USA.
Years | Commission/Act/
Developments
Report
Provides specific provisions
The Foreign Corrupt regarding the establishment,
1977 : maintenance, and revi f
Practices Act 5 view o
systems of internal control.
197 US Securities Prescr.lbed rngndatory
Exchange reporting on internal
Commission financial controls.
To 1dentify the main causes
of misrepresentation
1985 Treadway in financial reports and
Commission to recommend ways of
reducing incidence thereof.
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1987

The need for a proper
control environment,
independent audit
committees and an objective
internal audit function

and called for published
reports on the effectiveness

The Treadway Report | of internal control. The

Commission also requested
the sponsoring organisations
to develop an integrated set
of internal control criteria

to enable companies to
improve their controls.

1992

The Commiuttee of
Sponsoring Organisations
of the Treadway

COSO issued Internal | Commission (COSO)

Control — Integrated

Framework.

issued Internal Control-
Integrated Framework.

It is a framework to help
businesses and other entities
assess and enhance their
internal control systems

Table 3.1.2

Stages of development of corporate governance in UK

Years | Commission/Act/
Developments
Report
1992 | Cadbury Report The  Committee on  the

Financial Aspects of Corporate
Governance under the
chairmanship of Sir Adrian
Cadbury was set up in May
1991 by the Financial Reporting
Council, the Stock Exchange,
and the accountancy profession
in response to the concern about
standards of financial reporting
and accountability, particularly
in light of the BCCI and Maxwell
cases. The Committee submitted
its report in December 1992 and
developed a set of principles
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of good corporate governance
which were incorporated into the
London Stock Exchange (LSE)’s
Listing Rules. It also introduced
the principle of ‘comply or
explain’. It made the following
three basic recommendations:

e The CEO and Chairman
of companies should be
separated;

e Boards should have at
least three non-executive
directors, two of whom
should have no financial
or personal ties to
executives; and

e Each board should have
an audit committee
composed of non-
executive directors.

1995

Greenbury Report

The Confederation of British
Industry constituted a group
under the chairmanship of Sir
Richard Greenbury to make
recommendations on Directors’
Remuneration.  The  group
submitted its report in 1995, its
major findings were as under:

e Constitution of a Remun-

eration Committee
comprising of Non-
Executive Directors

e Responsibility of this
committee indetermining
the remuneration of CEO
and executive directors

e Responsibility of the
committee indetermining
the remuneration policy.

e Level of disclosure to
shareholders regarding
the remuneration of
directors.

e Remuneration should be
linked more explicitly to
performance.

\GuRy
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These findings were incorporated
in the Code of Best Practice
on Directors’ Remuneration
of the Report. The majority
of the recommendations were
incorporated in the Listing Rules
of the London Stock Exchange.

1995 | Hampel Report The Hampel Committee was
set up in November 1995 to
promote high standards of
corporate governance both to
protect investors and preserve
and enhance the standing of
companies listed on the London
Stock Exchange.
The Committee:

e Developed the Cadbury

Report
e Recommended that:
o The auditors

should report on
internal  control
privately to the

directors.
+ the directors
maintain and

review all (and
not just financial)
controls.

¢ Companies that
do not already
have an internal
audit  function,
should from time
to time, review
their need for
one

3.1.3 Evolution of Corporate Governance in India

Corporate governance in India has transformed from a lax
and opaque system before liberalization to a robust and transpar-
ent framework during the post-liberalization period. Corporate
governance regulations during the pre-liberalization were weak
which led to limited shareholder protection, inadequate disclosure
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and corporate malpractices. However, in tune with the economic
reforms, the existing corporate regulations were strengthened by
enhancing disclosure requirements, and by establishing of regu-
latory bodies like SEBI. Measures such as independent directors,
audit committees, and codes of conduct enhanced transparency
and accountability. Let’s have a detailed discussion of about the
evolution.

3.1.3.1 Governance in Pre-liberalisation Period

During the pre-liberalization period in India, which refers to
the time before the economic reforms of the early 1990s, cor-
porate governance was characterized by a relatively weak regu-
latory environment and a lack of robust oversight mechanisms.
The governance framework during this era was marked by limit-
ed transparency, inadequate shareholder protection, and minimal
disclosure requirements.

1. Companies Act, 1956

The Companies Act, 1956 was a crucial legislation governing
corporate governance in the pre-liberalization period. It provid-
ed the legal framework for the incorporation, management, and
regulation of companies in India. The Act outlined provisions re-
lated to the formation, operations, and dissolution of companies,
including rules regarding the issuance and transfer of shares, ap-
pointment of directors, and maintenance of books and accounts.
However, it should be noted that the Act had limited provisions
concerning transparency, shareholder rights, and corporate dis-
closure requirements, which contributed to a less stringent gover-
nance framework.

2. Securities Contract Regulation Act, 1956

The Securities Contract Regulation Act (SCRA) of 1956 aimed
to regulate securities markets in India. It primarily focused on
the regulation of stock exchanges, defining their roles, responsi-
bilities, and operations. The SCRA covered areas such as stock
exchange membership, trading rules, settlement procedures, and
listing requirements. However, it did not comprehensively ad-
dress broader corporate governance issues, such as shareholder
protection, financial reporting, or disclosure obligations, which
left gaps in the governance framework during the pre-liberaliza-
tion era.

3. Factories Act, 1948

The Factories Act of 1948 was not directly focused on cor-
porate governance but played a significant role in ensuring the
welfare and safety of workers in industrial establishments. It laid

st
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down provisions regarding working hours, leave entitlements,
health and safety measures, and welfare facilities for workers.
Although it primarily addressed labour rights and workplace con-
ditions, it indirectly influenced corporate governance by empha-
sizing the well-being of employees within companies.

4. Industrial Policy Resolution, 1956

The Industrial Policy Resolution of 1956 was a policy doc-
ument that outlined the government’s approach to industrial
development in India. It emphasized a mixed economy with a
dominant role for the public sector and aimed to promote indus-
trial growth while maintaining social justice. While the resolution
set the stage for state intervention in economic affairs, it did not
specifically address corporate governance practices or provide
detailed guidelines for ensuring transparency, accountability, or
shareholder protection. It mainly focused on industrial develop-
ment strategies and the role of the public sector in economic plan-
ning.

The pre-liberalization period in India was marked by a limit-
ed regulatory framework concerning corporate governance. The
Companies Act of 1956 provided a basic legal structure for com-
panies, but it lacked comprehensive provisions for transparency
and shareholder protection. The SCRA primarily focused on reg-
ulating stock exchanges, and the Factories Act of 1948 addressed
labour rights but not governance issues. The Industrial Policy
Resolution of 1956 emphasized state intervention in the economy
but did not explicitly tackle governance matters. These factors
contributed to a relatively lax and opaque corporate governance
environment in India during this period.

3.1.3.2 Governance in Post-liberalisation Period

During the post-liberalization period in India, corporate gov-
ernance witnessed significant changes and reforms, reflecting a
shift towards a more robust and transparent framework. The liber-
alisation of the Indian economy, which began in the early 1990s,
brought about economic reforms, deregulation, and an increased
focus on attracting foreign investment. This period marked a
turning point in corporate governance practices, as the country
recognised the need to strengthen regulatory oversight, enhance
transparency, and protect shareholder rights. Some of the key as-
pects during this period are as follows:

1. Securities and Exchange Board of India (SEBI) Act 1992

The establishment of the Securities and Exchange Board of In-
dia (SEBI) in 1992 marked a crucial milestone in the evolution of
corporate governance. SEBI became the primary regulatory body
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overseeing securities markets and played a key role in formulating

and enforcing corporate governance norms. It introduced various ]
regulations and guidelines to ensure fair practices, transparency, + Ensuring fair
and accountability among listed companies. - practices
2. Confederation of Indian Industry (CII) Initiatives |
In 1998, the Confederation of Indian Industry (CII) launched
its voluntary corporate governance code, emphasizing the princi- 1
ples of transparency, accountability, and ethical conduct. The CII « Responsible
code aimed to raise governance standards and promote respon- @ | business
sible business practices among its member companies. The CII practices
took the lead in developing a code of corporate governance, titled 1

the “Desirable Corporate Governance Code,” which was released
in April 1998.

3. Clause 49

In 1999, the Birla Committee, headed by Kumar Mangalam
Birla, was formed to recommend improvements to corporate gov-
ernance practices. One of its key recommendations led to the in-
troduction of Clause 49 in the listing agreement of stock exchang-
es. Clause 49 is a crucial provision within the listing agreement of
stock exchanges in India that pertains to corporate governance. It
was introduced in 1999 by the Securities and Exchange Board of
India (SEBI) as a response to the need for enhancing transparen- ®==
cy, accountability, and shareholder protection in listed companies.
Clause 49 lays down comprehensive guidelines and obligations
that companies listed on Indian stock exchanges must comply
with. Clause 49 emphasizes the importance of a balanced and
independent board of directors. It mandates a minimum number
of independent directors on the board, ensuring objectivity and
unbiased decision making. The composition requirements aim to
prevent conflicts of interest and promote diversity in boardrooms.

+ Independent
directors

4. Murthy Committee

The Murthy Committee, led by N.R. Narayana Murthy, was
constituted in 2003 to examine corporate governance practices in
India. It made recommendations to strengthen the independence
and effectiveness of boards, improve shareholder rights, enhance 1
disclosures, and promote ethical conduct. The recommendations + Revision of
of the committee played a vital role in shaping subsequent gOVer- g Companies Act
nance reforms. In 2004, the Government of India formed the J.J. of 1956
Irani Committee to advise on proposed revisions to the Compa- I
nies Act of 1956. The committee aimed to create a simplified and
dynamic law that could accommodate changes in the business en-
vironment while incorporating internationally accepted best prac-
tices. The recommendations of the committee sought to shift from
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a “Government Approval Regime” to a “Shareholder Approval
and Disclosure Regime.”

5. Voluntary Guidelines 2009

The Ministry of Corporate Affairs issued the Voluntary Guide-
lines on Corporate Governance in 2009. These guidelines pro-
vided a comprehensive framework for companies to adopt best
practices in corporate governance voluntarily. They covered as-
pects such as board composition, risk management, disclosure
requirements, and the role of stakeholders.

The post-liberalization period in India witnessed a series of
reforms and initiatives to strengthen corporate governance. The
establishment of SEBI, the role of the Ministry of Corporate Af-
fairs, and industry-driven initiatives like the CII code played sig-
nificant roles. Committees such as the Murthy Committee and
Kumar Mangalam Birla Committee made recommendations that
led to the introduction of Clause 49 and other governance im-
provements. Collectively, these reforms aimed to enhance trans-
parency, accountability, and investor confidence, setting the stage
for a more robust corporate governance framework in India.

3.1.4 Corporate governance

Corporate governance is a set of principles and practices that
guide the way a company is directed, controlled, and operated,
with a focus on ensuring fairness, responsibility, transparency,
and accountability. These core elements are essential pillars in
maintaining the integrity and trustworthiness of a corporation.

*  Fairness: Fairness in corporate governance refers to treat-
ing all stakeholders, including shareholders, employees, custom-
ers, suppliers, and the community, with impartiality and equity.
This means that decisions and actions taken by the company’s
leadership should be unbiased and consider the interests of all
stakeholders. Fairness also involves ensuring that opportunities
and benefits are distributed equitably and that conflicts of interest
are managed transparently.

* Responsibility: Corporate governance demands that
companies operate responsibly, both ethically and socially. Re-
sponsible governance entails taking into account the environmen-
tal and social impact of business practices. It involves adhering
to relevant laws and regulations, adopting sustainable business
practices, and being a responsible corporate citizen that contrib-
utes positively to society and the environment.

*  Transparency: Transparency is a fundamental aspect of
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corporate governance, and it involves openly sharing information
with stakeholders. This includes disclosing financial information,
business operations, strategic decisions, and any other material
information that may influence stakeholders’ decisions. Transpar- I
ent governance builds trust among investors, employees, custom-
ers, and the public, and it enables stakeholders to make informed
decisions about their involvement with the company.

o= | * Open disclosure

*  Accountability: Accountability is the concept of hold-
ing individuals and entities responsible for their actions and de-
cisions. In corporate governance, it means that the company’s
board of directors, management, and other stakeholders are an-
swerable for their conduct and the company’s performance. Ac-
countability is reinforced through oversight mechanisms, such as |
regular reporting, audits, and independent directors, to ensure that
decision-makers act in the best interests of the company and its
stakeholders.

+ Responsibility
oversight

4 Fairness
N

v - -
LN

Corporate Transparency

Governance |
A A A y M

Accountability ‘
A 4

Fig. 3.1.1 Corporate Governance

By incorporating fairness, responsibility, transparency, and

accountability into its governance practices, a company fosters 1
a culture of trust, integrity, and ethical behaviour. This not only « Ethical gover-
enhances its reputation but also contributes to sustainable growth b nance

and long-term success, benefiting all stakeholders involved. I

Companies with strong corporate governance are more likely to
attract investors, retain talented employees, and maintain positive
relationships with customers and the broader community.

3.1.5 Objectives of corporate governance

The corporate governance includes the following objectives:
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To create a sense of transparent and ethical administrative
practices.

To enable the management of companies to strike a balance
between social and economic goals.

To develop business practices that are value-driven more
than profit-driven.

To encourage participative and democratic styles of leader-
ship.

To add value to shareholders’ wealth.

To safeguard the interest of stakeholders.

To build an environment of trust amongst investors and other
stakeholders in the operations of the company.

To create a sense of social responsibility.

To maintain investors’ confidence to enable the company to
raise capital efficiently and effectively.

To minimize waste, risk, mismanagement, and corruption.
To build and maintain a strong brand reputation by bringing

a high level of satisfaction to the employees, customers, in-
vestors, and the community at large.

To provide adequate reporting to shareholders and other
stakeholders through quarterly, semi-annual, and yearly per-
formance and operating results.

3.1.6 Principles of Corporate Governance.

The listed entity which has listed its specified securities shall
comply with the corporate governance principles under the fol-
lowing broad headings:

The right of
shareholders

Responsibil-
ities

of the board of

directors

Timely
information

Corporate
Governance
Principles

Disclosure and
transparency

Equitable
treatment

Role of
stakeholders in
corporate
governance

Fig. 3.1.2 Principles of corporate governance
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The rights of shareholders: The listed company must work
to safeguard and make it easier for shareholders to exercise the
following rights: the right to take part in and get adequate infor-
mation on policy matters and decisions made for the future pro-
grammes of the company, a chance to take part in general share-
holder meetings and cast a vote. Being aware of the regulations
governing general shareholder meetings, including voting proce-
dures, to the general meeting agenda, and to offer resolutions. @=
Effective shareholder involvement in important corporate gover-
nance decisions, like the selection and election of directors and
the exercise of ownership rights by institutional investors as well
as by all shareholders, provides an adequate process for resolving
shareholder complaints. Protection of minority shareholders from
abusive behaviour on the part of or in the interest of controlling
shareholders acting either directly or indirectly, as well as effi-
cient mechanisms of remedy.

+ Protection to
shareholders

Timely information: The listed company is required to give
shareholders sufficient and timely information, including but not
limited to: information regarding the time, place, and agenda of
general meetings, as well as complete and timely information re-
garding the matters that will be debated at the meeting. Certain
shareholders can achieve a level of power that is out of proportion
to their equity holdings due to capital structures and arrangements.
All series and classes of shares have rights attached, which must
be communicated to investors prior to the purchase of shares.

+ Information to
O shareholders
on time

Equitable treatment: The listed company must ensure that
all shareholders, including minority and foreign shareholders,
are treated fairly in the following ways: The same rules apply
to shareholders in the same series of a class. It must be made
easier for shareholders to effectively participate in important cor-
porate governance issues like the selection and election of the + Equal
board’s members. Foreign shareholders’ ability to exercise their
voting rights must be made easier. The listed entity must create a
structure to prevent abusive self-dealing and insider trading. All
shareholders must be treated fairly during general shareholder
meetings by means of processes and procedures. Voting shall not
be made unreasonably difficult or expensive by the listed entity’s
procedures.

consideration

Role of stakeholders in corporate governance: The listed
entity shall recognise the rights of its stakeholders and encourage
cooperation between the listed entity and the stakeholders in the 1

following manner: « Stakeholder’s

The listed organisation is required to respect stakeholder rights protection
that have been established by law or by mutually agreed-upon
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agreements. Stakeholders must have the chance to seek effective
remedies when their rights are violated. In order for stakehold-
ers to participate in the corporate governance process, they must
regularly and timely have access to information that is pertinent,
sufficient, and trustworthy.

Disclosure and transparency: The listed entity shall ensure
timely and accurate disclosure of all material matters, including
the financial situation, performance, ownership, and governance
of the listed entity, in the following manner: Information shall
be prepared and disclosed in accordance with the prescribed
standards of accounting, financial, and non-financial disclosure.
Channels for disseminating information shall provide for equal,
timely, and cost-efficient access by users to relevant information.
Minutes of the meeting shall be maintained, explicitly recording
dissenting opinions if any.

Responsibilities of the board of directors: Members of the
Board of Directors and key managerial personnel shall disclose
to the Board of Directors whether they, directly, indirectly, or on
behalf of third parties, have a material interest in any transaction
or matter directly affecting the listed entity. The board of direc-
tors and senior management shall conduct themselves so as to
meet the expectations of operational transparency for stakehold-
ers while at the same time maintaining the confidentiality of in-
formation in order to foster a culture of good decision making.
The board of directors under corporate governance principles is
responsible for setting company strategy, overseeing manage-
ment, ensuring financial transparency, risk management, ethical
compliance, stakeholder consideration, and sustainable practices.
They must select executives, monitor financial health, and com-
municate with shareholders. Accountability and transparency are
essential for long-term success and shareholder protection.

3.1.7 Importance of Corporate Governance

Corporate Governance is integral to the existence of the com-
pany. Corporate Governance is needed to create a corporate cul-
ture of transparency, accountability, and disclosure.

Corporate performance: Improved governance structures
and processes ensure quality decision making, encourage effec-
tive succession planning for senior management and enhance the
long-term prosperity of companies, independent of the type of
company and its sources of finance. This can be linked with im-
proved corporate performance- either in terms of share price or
profitability.
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Fig. 3.1.3 Importance of Corporate governance

Enhanced investor trust: As individuals and institutions in-
vest capital directly or through intermediary funds, they look to
see if well-governed corporate boards are there to protect their + Investor confi-
interests. Investors who are provided with high levels of disclo-
sure and transparency such as relating to data on matters such
as pay governance, pay components, performance goals, and the
rationale for pay decisions, etc. are likely to invest openly in those
companies.

dence

Better access to global market: Good corporate governance
systems attract investment from global investors, which subse-
quently leads to greater efficiencies in the financial sector. The
relationship between corporate governance practices and the in-
creasingly international character of investment is very important.
International flows of capital enable companies to access financ- 1
ing from a much larger pool of investors. In order to reap the full
benefits of the global capital market and attract long-term capital, gum
corporate governance arrangements must be credible, well under-
stood across borders, and should adhere to internationally accept- 1
ed principles. On the other hand, even if corporations do not rely
primarily on foreign sources of capital, adherence to good cor-
porate governance practices helps improve the confidence of do-
mestic investors, reduces the cost of capital, enables good func-
tioning of financial markets, and ultimately leads to more stable
sources of finance.

+ Global investment

Combating corruption: Companies that are transparent, and
have a sound system that provides full disclosure of account-
ing and auditing procedures, allow transparency in all business
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transactions and provide an environment where corruption would
certainly fade out. Corporate Governance enables a corporation

g t0 compete more efficiently and prevent fraud and malpractices

within the organisation.

Easy finance from institutions: Several structural changes
like the increased role of financial intermediaries and institution-
al investors, size of the enterprises, investment choices available
to investors, increased competition, and increased risk exposure
have made monitoring the use of capital more complex thereby
increasing the need for good corporate governance. Evidence in-
dicates that well-governed companies receive higher market val-
uations. The creditworthiness of a company can be trusted on the
basis of corporate governance practices in the company.

Enhancing enterprise valuation: Improved management ac-
countability and operational transparency fulfil investors’ expec-
tations and confidence in management and corporations, and in
return, increase the value of corporations.

Reduced risk of corporate crisis and scandals: Effective
Corporate Governance ensures an efficient risk mitigation system
in place. A transparent and accountable system makes the Board
of a company aware of the majority of the mask risks involved in
a particular strategy, thereby, placing various control systems in
place to facilitate the monitoring of related issues.

Accountability: Investor relations are an essential part of
good corporate governance. Investors directly/ indirectly entrust
the management of the company to create enhanced value for
their investment. The company is hence obliged to make time-
ly disclosures on regular basis to all its shareholders in order to
maintain good investor relations. Good corporate governance
practices create an environment whereby Boards cannot ignore
their accountability to these stakeholders.

3.1.8 Corporate Governance and Competition

According to Institute of Company Secretaries of India (ICSI),
“Corporate Governance is the application of best management
practices, compliance of law in true letter and spirit and adherence
to ethical standards for effective management and distribution of
wealth and discharge of social responsibility for sustainable de-
velopment of all stakeholders.” Competition can significantly in-
fluence corporate governance practices within companies. When
businesses face competition in their markets, they need to adapt
and perform efficiently to maintain their competitive edge. This,
in turn, affects the way corporate governance is approached and
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implemented.

Here are some ways in which competition can influence cor-
porate governance:

i) Performance pressure

In India, various sectors, including IT, manufacturing, and
financial services, witness intense competition. To stay ahead,
companies are under constant pressure to perform well. Cor-
porate governance practices become critical to ensure efficient
decision-making, risk management, and adherence to ethical
standards. Boards need to set challenging targets and monitor
performance closely. For instance, Tata Consultancy Services
(TCS), being one of the leading IT companies in India, faces in-
tense competition from global IT giants. To maintain its market
position, TCS’s board emphasizes strategic planning and perfor-
mance evaluation.

ii) Focus on long-term sustainability

In competitive markets, Indian companies recognise the need
for long-term sustainability. This includes responsible environ-
mental practices, social initiatives, and effective risk manage-
ment. Corporate governance must ensure that sustainability is
incorporated into the company’s strategy. A prominent example
is Hindustan Unilever Limited (HUL), which emphasises sustain-
ability through its ‘Sustainable Living Plan.” HUL’s board focus-
es on reducing its environmental impact, promoting inclusivity,
and enhancing livelihoods.

iii) Innovation and risk-taking

Companies need to innovate to maintain a competitive edge.
This requires fostering a culture that encourages creativity and
calculated risk-taking. Corporate governance must support and
monitor innovation efforts. A relevant example is Infosys, a ma-
jor IT services company in India. The board encourages inno-
vation through R&D investments and an entrepreneurial culture,
enabling Infosys to adapt to evolving technologies and market
demands.

iv) Shareholder activism

With a rising awareness of shareholder rights, Indian compa-
nies face increased shareholder activism. Investors demand great-
er transparency and accountability from boards. Corporate gov-
ernance practices need to address these concerns. For instance,
when the Tata Group underwent a high-profile leadership change
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in 2016, it triggered significant shareholder activism, leading to
more scrutiny of board decisions.

v) Executive compensation

Companies in competitive sectors struggle to attract and retain
top talent. This necessitates competitive executive compensation
packages, linked to performance metrics. Corporate governance
should ensure that executive pay aligns with the company’s finan-
cial performance and long-term interests. An example is Reliance
Industries Limited (RIL), where the board reviews the remunera-
tion of its key executives based on business performance.

vi) Acquisitions and mergers

Competitive industries often witness mergers and acquisitions
as a strategy for growth and consolidation. Corporate governance
plays a vital role in evaluating and approving such transactions.
A notable example is the acquisition of Flipkart, one of India’s
largest e-commerce companies, by Walmart. The board’s scrutiny
of the deal’s terms and potential benefits for shareholders was
crucial.

vii) Stakeholder engagement

In a diverse country like India, companies must engage with
various stakeholders, including customers, employees, suppliers,
and communities. Corporate governance needs to ensure effec-
tive stakeholder communication and address their concerns. For
example, Nestle India faced a major challenge in 2015 when its
popular noodle product, Maggi, was found to contain excess lead.
The board’s response and communication with stakeholders were
crucial in rebuilding trust and brand reputation.

3.1.9 Key Issues in Corporate Governance

Corporate governance has various definitions depending on
different writers and organisations. Some view it narrowly, fo-
cusing only on shareholders, while others believe it should con-
sider all stakeholders. It is seen as a crucial tool for countries to
achieve stability and a positive reputation. In developing societ-
ies and transitional economies, it encourages strong and dynamic
business institutions. Although it may mean different things to
different people, the common goal of corporate governance is to
create long-term value for stakeholders. All experts agree that
good corporate governance practices are essential for achieving
this goal. They highlight certain governance issues as crucial to
meeting these objectives. These are:
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+ Independence of directors

One of the recommendations of the Kumar Mangalam com-
mittee emphasised the importance of the role of independent di-
rectors. However, the independence of directors is still a ques-
tion. In practice, independent directors are chosen based on their
acquaintance with the Board of Directors and the company. The
challenge is ensuring that directors are really independent to the
company in question.

+ Role of promoter/ founder

Promoters continue to exert greater influence on the manage-
ment of the company in decision making of family-owned busi-
nesses. The board of directors is accustomed to listen to the direc-
tions of the promoters or founders which will act as a deterrent to
the sound corporate governance practices.

+ Conflict of interest

Conflicts of interest are bound to exist when a member on the
board also holding stocks in another company with whom there
is a commercial transaction. This can adversely affect the trust of
the shareholders which can affect the governance of the company.

¢ Transparency

Corporates must have responsibility to present fair and trans-
parent financial statements and disclose all the material factors
to enable the users of the financial statement to make investment
decisions. There is a tendency to either inflate expenses or sup-
press the incomes for tax evasion purposes or they may suppress
the expenses in order to please the shareholders.

+ Executive compensation

Most companies do not benchmark senior executive pay to in-
dustry averages. The company’s performance is also not taken
into account. Excess compensations to managers and board exec-
utives and when the employees are underpaid, they tend to have
an issue with the excess payments which could have an impact on
the morale of the employees. Compensation needs to be based on
clearly defined metrics. Further companies need to transparently
disclose the compensation paid to management in the annual re-
port to build a sense of trust amongst its employees.
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Social and environmental issues are important and on top of
the minds of the Board of Directors. Companies fail to disclose
their initiatives toward climate change and environmental issues.
Today investors largely look at non-financial factors as part of
their analysis before making investment decisions.

+ Asymmetry of information

Asymmetry of information should be minimised as much as
possible within the community of stakeholders. Asymmetry can
result in people who have faster or better access to information
taking unfair advantage of it, resulting in the unjust enrichment
of some people.

+ Minority shareholders and other stakeholders

A ‘controlling shareholder’ wields considerable power and
influence within a corporation. He/she/they may occasionally
misuse this power at the expense of minority shareholders and
other stakeholders. While promoting the company’s long-term in-
terests, it should be ensured that the interests of any shareholder,
whether controlling or minority, are not oppressed.

3.1.10 Organisational Success

The accomplishment of an organisation’s aims and objectives
is referred to as organisational success. It is the consequence of
the organisation’s personnel working together, competent man-
agement, and strategic planning. Financial performance, market
share, customer happiness, employee engagement, and innova-
tion are just a few examples of the many variables that are fre-
quently used to gauge an organisation’s success. Successful or-
ganisations require both inspiring leaders and capable managers.
Organisations must execute strategies and engage employees in
order to achieve increased and sustainable results. Success is de-
termined by examining where the organisation stands in relation
to its goals and Mission.

3.1.10.1 Steps for Success

Organisations must consider the future of their business and
devise new strategies for success. Organisations can view their
challenges as either a source of competition or an opportunity to
push them closer to reaching their full potential. The path they
choose determines whether or not they are successful. The steps
listed below can be used by leaders to ensure that their organi-
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sations have a clear understanding of what needs to be done for
them to succeed.

¢ The organisation’s goals ought to be distinct and consistent
with its mission. The goals are used to determine how well
the organisation is doing at regular intervals. If not, man-
agement must intervene to correct the situation and put the
company back on track.

¢ Define plans that are appropriate for the organisation: An or-
ganisation must develop a unique plan while remaining true
to its mission and goals. Many organisations have failed not
because of poor leaders or managers, but because their strat-
egy did not align with their mission or goals.

+ For an organisation to succeed, it’s important for managers
to make it easier for employees to point out potential prob-
lems or issues. They should also encourage those in senior
positions to be more open about possible changes being talk-
ed about and to adapt to new realities and conditions in the
market. Also, the whole team needs to look at the goals from
time to time to make sure the organisation is on track to reach
them.

3.1.10.2 Important Factors that Affect Organisational
Success

Key success factors (also known as competitive emphasis or
strategic posture) state the important elements required for a com-
pany to compete in its target markets. In effect, it articulates what
the company must do, and do well, to achieve the goals outlined
in its strategic plan. Examples would include agility, reliability,
diversity, and emotional connection with clients.

+ Strategic focus (Leadership, Management, Planning)

Strategic focus is seen when an organisation is very clear

about its mission and vision and has a coherent, well-articulated ®==

strategy for achieving those. While there are different schools of
thought about how strategy comes about, researchers generally
agree that strategic focus is a common characteristic across suc-
cessful organisations.

+ Personnel development

Personnel development is defined as “an educational process
that involves the sharpening of skills, concepts, changing of atti-
tude, and gaining more knowledge to improve personnel perfor-
mance.” It is an organisational activity aimed at improving the
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job performance of individuals and groups of individuals in or-
ganisational settings. It is an attempt to improve the performance
of current or future personnel by increasing their ability to per-
form through learning, typically by changing their attitude or in-
creasing their skills and knowledge.

+ Operation management

Operations management is critical to the management of goods
and services production. This is true regardless of the size or na-
ture of the company or industry. People, equipment, technolo-
gy, and information, as well as other resources required for the
production of goods and services, are all managed by operations
managers. Operations management, also known as an organisa-
tion’s “engine room,” is directly responsible for a number of deci-
sions that, if not made prudently, can lead to problems. Operation

management is critical to organisational success.

+ Marketing

Marketing refers to the management process of identifying,
anticipating, and satisfying customer needs with the goal of in-
creasing sales. Only when proper marketing strategies are imple-
mented can an organisation succeed. Marketing determines the
nature of an organisation’s product production and distribution
channels. Marketing is concerned with increasing sales through
advertisements, public relations, and promotions.

+ Finance

Finance is regarded as the lifeblood of a business because it
is the master key that provides access to all sources for use in
manufacturing and merchandising activities. The availability and
deployment of funds are critical to the success of any business or-
ganisation. The managerial talent and decision-making ability of
a business organisation determine its success. Managing business
finances is critical, and mismanagement can pose a significant
risk to the company. Managers must monitor their finances to
ensure that they are not mismanaged. Financial management is
critical in cutting costs and making a small profit. As a result, the
proper deployment, allocation, and utilisation of funds is regard-
ed as critical to the success of the business concern.

+ Strong personal connection

People who have strong personal connections at work are hap-
pier, less stressed, and more engaged. These connections assist
employees in learning, becoming involved in their work, and
feeling loyal to the organisation. Not only do formal meetings
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provide opportunities for connection; but those brief interactions
that we take for granted, such as water cooler moments, also play
an important role in our sense of belonging. Interaction between
individuals within an organisation is critical to its success.

3.1.11 Consequences of Weak Corporate Gover-
nance

+ Loss of shareholder confidence and trust

When shareholders lose trust in governance mechanisms, they @=

tend to lose confidence in the management. This may eventually
force shareholders to shift their investments to other corporations.

+ Poor performance and shareholders’ value

Weak control systems can negatively impact the company’s @

performance and its brand value. The lack of effective controls
can significantly influence the way they operate and can chain
failures at different levels.

+ Poor investment decisions

Managers may end up making decisions for their personal in-

terests which could be detrimental to the interest of the sharehold- @==

ers. Investment decisions should always be guided by long term
benefits to shareholders. But poor governance mechanisms may
prompt investors to invest for their personal gains.

+ Poor financial reporting and disclosures

Weak governance deteriorates the quality of internal checks
and audits leading to lack of quality in financial reporting sys-
tems. Observations by external auditors and reservations raised
in the audit report could cause a huge damage to the value of the
company in the long run.

+ Poor customer relations

Weak governance affects customer relations in an organisation.
Customer relations is the company-wide process of cultivating
positive customer relationships. When a customer’s expectations
are not met, a bad customer relationship develops. People have
preconceived notions about how a company will serve them. If
customer service is poor, it can be disastrous for the brand. When
customers have a bad service experience, they turn against and
criticise the operations. Customer churn can be caused by poor
customer service. Building a working relationship with customers
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is critical to a company’s long-term success. A strong connection
built on trust and communication makes customers feel more se-
cure and connected to a brand, which can lead to increased cus-
tomer retention that supports strongly sales volume.

+ Loss of support from suppliers

Supplier support may be lost due to poor corporate gover-
nance. Suppliers play a critical role throughout the product life-
cycle. Companies must collaborate closely with their suppliers to
get the most out of their products, from sourcing raw materials
to assisting with ramping up production and finding better raw
material options as the market becomes saturated. Supplier rela-
tionship management is critical because a long-term relationship
between your organisation and its suppliers allows for the free
flow of feedback and ideas. Over time, this will result in a more
streamlined, effective supply chain, which will have a positive
impact on costs and customer service.

+ Risk of fraud by insiders

Poor corporate governance may result in an insider threat. In-
sider fraud is a type of threat that originates from within an or-
ganisation: a current or former employee, contractor, or business
partner can carry out a fraudulent scheme that takes advantage of
the data or processes to which they have access as part of their
job. An insider threat occurs when someone close to an organi-
sation with authorised access misuses that access to negatively
impact the organisation’s critical information or systems. This
person does not have to be an employee; third-party vendors, con-
tractors, and partners may also pose a threat.

+ Risk of attracting the attention of regulators

A government may designate an individual or organisation as a
regulator to oversee an organisation’s operations. Because of bad
corporate governance, the company might attract the attention of
the regulators.

3.1.12 Risk Management

Risk management is the process of identifying, assessing, and
prioritizing risks in order to minimize or mitigate their potential
negative impacts on an organisation or project. It involves identi-
fying potential risks, analysing their likelihood and potential con-
sequences, and developing strategies to manage or reduce those
risks. An organisation’s risk management entails defining the risk,
identifying it, evaluating its impact and likelihood of materialisa-
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tion, and then establishing suitable procedures for handling im-
portant risks. Risk management of an organisation is one of the
more recent concepts to be introduced in the framework of corpo-
rate governance, which offers a holistic viewpoint as an essential
component of the organisation’s elements as a whole. A common
topic in the organisations’ day-to-day concerns and expectations
of excellent management and strong corporate governance was
the enterprises’ approach to risk management.

The risk management process is a systematic approach to risk
analysis and solution. Thus, there is a logical scheme in the pro-
cess of risk management and which in our opinion and corporate
governance presupposes the following steps:

* Risk identification: The process of identifying risks in-
volves doing a thorough review of every activity undertaken by |
the company as a whole. In this stage, documents and records re- + Internal and exter-
lated to the entity’s finances, operations, and information flow are @= nal factors
analysed. Here, it should be highlighted that although the perti-
nent exposures are typically obvious, expert analysis may be able 1
to spot significant omissions as well as erroneous exposures to
risk. Risk can come from various sources, such as internal factors
(e.g., operational processes, human resources) or external factors
(e.g., market conditions, regulatory changes).

* Risk assessment and measurement: It is necessary to

be able to appreciate the potential impact on the entity’s finan- 1
cial situation. As a rule, in the case of each risk are considered + Prioritize risks
several steps of materialisation, but, for each of these steps, two ®= | based on their
variables should be estimated, i.e., the probability of realisation severity

and the costs of loss involved. Once risks are identified, they need ]

to be assessed to determine their likelihood of occurrence and
potential impact. This assessment helps prioritize risks based on
their severity and enables decision-makers to allocate appropriate
resources for risk mitigation.

*  Selection of risk management techniques: It is mainly
a problem of managerial decision influenced by the entity’s ob-
jectives and strategy, as well as the risk aversion of management,
the criteria envisaged is the overall of maximising the value of I
the entity. The major categories of risk management techniques
avoidance , prevention and control , retention and transfer (insur-
ance, coverage, diversification).

+ Based on risk
@ aversion

* Implementation: It requires technical information per-
taining to the practical application of the chosen management g
strategy, including the creation of prevention measures, the mak-
ing of specific investments, the building up of reserves, the choice |
of an insurer or stock market, the negotiation of contracts, and the

+ Executing risk
management plans
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hedging of risks.

*  Monitoring: In this last stage of risk management process
includes the regular checks and reviews of previously taken risk
decisions, the discovery of new exposures, changes in the likeli-
hood and nature of risks, and the development of new methods
for less expensive insurance. In addition, at this point, we also
feel that internal audit and control activities should also be taken
into account to prevent fraud that may occur when workers in
charge of using risk-covering tactics go beyond their authority
and responsibilities.

Effective risk management helps organisations anticipate and
address potential threats, enabling them to make informed deci-
sions, allocate resources efficiently, and protect their assets. It is
a proactive approach that contributes to the overall success and
resilience of an organisation.

3.1.13 The Risk Management under Indian Com-
panies Act 2013

Under the Indian Companies Act of 2013, risk management
for companies is primarily addressed through Section 134(3)(n)
and Section 177(4)(vii). These sections emphasize the impor-
tance of risk management practices to safeguard the interests of
stakeholders, ensure business continuity, and promote long-term
sustainability. Here’s an explanation of risk management under
the Indian Companies Act 2013:

1. Section 134(3)(n)

This section deals with the contents of the Director’s Report
that must be included in the company’s annual financial state-
ments. Subsection (n) specifically requires the Board of Direc-
tors to disclose information about the company’s risk manage-
ment policy. The company’s annual report must include details
about the development and implementation of a risk management
framework. It should outline the nature of risks that the company
faces, their potential impact, and the steps taken to mitigate these
risks. By mandating the disclosure of risk management policies,
this section aims to enhance transparency and ensure that stake-
holders are aware of the company’s risk exposure and the mea-
sures in place to manage these risks.

2. Section 177(4)(vii)

This section pertains to the duties of the Audit Committee,
which plays a crucial role in overseeing risk management within
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the company. Subsection (vii) mandates that the Audit Committee
evaluates the risk management system. The Audit Committee’s
responsibilities include reviewing and assessing the risk man-
agement practices of the company, ensuring their effectiveness,
and providing recommendations for improvement if necessary.
Through this provision, the Act emphasises the importance of an
independent body (the Audit Committee) overseeing the compa-
ny’s risk management processes to ensure objectivity and robust
risk oversight.

3.1.14 Corporate Scandals

Corporate scandals refer to unethical or illegal activities that
occur within a corporation or business organisation. These scan-
dals often involve misconduct by corporate executives, managers,
or employees, and they can have severe negative impacts on the
company, its stakeholders, and sometimes the broader economy.

Here are some notable corporate scandals that have occurred
in the past:

+ Enron Scandal (2001): Enron Corporation, an energy com-
pany, was involved in accounting fraud and deceptive finan-
cial practices. Executives manipulated financial statements
to hide debt and inflate profits, leading to the company’s
bankruptcy and the loss of thousands of jobs.

+ WorldCom Scandal (2002): WorldCom, a telecommunica-
tions company, engaged in accounting fraud by inflating its
assets and profits. The scandal led to the company’s bank-

ruptcy and the conviction of several top executives, includ-
ing CEO Bernard Ebbers.

+ Volkswagen Dieselgate (2015): Volkswagen, a leading auto-
mobile manufacturer, was found to have installed software
in its diesel vehicles to cheat on emissions tests. The scandal
resulted in billions of dollars in fines, lawsuits, and a signifi-
cant blow to Volkswagen’s reputation.

¢+ Wells Fargo Account Fraud (2016): Wells Fargo, a major
U.S. bank, faced controversy when it was revealed that em-
ployees had opened millions of unauthorized bank accounts
for customers without their knowledge or consent. The scan-
dal led to significant fines and the resignation of the compa-
ny’s CEO.

¢ Theranos Scandal (2016): Theranos, a biotech compa-
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ny, claimed to have developed revolutionary blood-testing
technology. However, it was discovered that the company’s
claims were based on fraudulent practices and inaccurate test
results. The founder, Elizabeth Holmes, and the former pres-
ident were charged with fraud.

Cambridge Analytica Scandal (2018): Cambridge Analytica,
a political consulting firm, was involved in a massive data
breach of Facebook user profiles. The company collected and
used personal data without user consent for targeted political
advertising during the 2016 U.S. presidential election. The
scandal led to increased scrutiny of data privacy practices.

Satyam Computer Services Scandal (2009): One of the
biggest corporate scandals in India, the Satyam scandal in-
volved the founder and chairman of Satyam Computer Ser-
vices, Ramalinga Raju. In January 2009, Raju confessed to
manipulating the company’s financial statements and inflat-
ing profits over several years. The fraud amounted to near-
ly $1.5 billion. The revelation shocked the business world,
leading to an immediate collapse of Satyam’s stock price and
erosion of investor confidence. The Indian government had
to intervene, and a new board was appointed to stabilize the
company. Raju and other key executives were arrested and
later convicted for fraud.

¢ Nirav Modi-PNB Scam (2018): The Punjab National Bank

(PNB) fraud came to light in early 2018 when it was discov-
ered that billionaire jeweler Nirav Modi, along with his uncle
Mehul Choksi, had defrauded the bank of approximately $2
billion. They had secured unauthorized letters of undertaking
(LoUs) from PNB to obtain credit from overseas branches
of other Indian banks without providing sufficient collateral.
The scam exposed significant loopholes in the banking sys-
tem and raised questions about the effectiveness of internal
controls. Both Modi and Choksi fled the country to evade
arrest.

IL&FS Financial Services Scandal (2018): Infrastructure
Leasing & Financial Services (IL&FS), a major infrastruc-
ture development and finance company, faced a severe li-
quidity crisis in 2018. It was discovered that IL&FS had
accumulated a significant debt burden and mismanaged its
funds. The company’s default on loan repayments triggered
a panic in the Indian financial markets and raised concerns
about the risks associated with the non-banking financial
sector. The government had to step in to rescue the firm and
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appointed a new board to address the crisis.
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¢ Sahara Group-SEBI Case (2012): Sahara Group, a large con-
glomerate, faced a prolonged legal battle with the Securities gumm
and Exchange Board of India (SEBI). SEBI accused Saha-
ra of raising funds from the public without issuing proper

+ Fundraising vio-
lation

financial instruments and violating regulations. The dispute
involved the repayment of billions of dollars to millions of
investors. The case highlighted the need for stricter regula-
tions and better investor protection measures in India.

+ Vijay Mallya-Kingfisher Airlines Scam (2016): Business ty-
coon Vijay Mallya, the owner of Kingfisher Airlines, default-
ed on massive loans taken from several Indian banks to fund
the now-defunct airline. Mallya was accused of financial
mismanagement and diverting loan funds for personal use,
including buying properties abroad. In 2016, he left India
and sought refuge in the UK to avoid facing the legal con-
sequences. The case exposed weaknesses in India’s banking
system and raised questions about the accountability of bor-
rowers and the need for better loan recovery mechanisms.

These scandals and others serve as reminders of the impor- @
tance of ethical conduct, transparency, and accountability in the
corporate world. They have prompted regulatory changes, in-
creased corporate governance measures, and raised public aware-

ness about the potential risks associated with unethical business
practices.

3.1.15 Whistle-Blowing and Corporate Gover-

nance

Let’s consider an example involving a large pharmaceutical

company, XYZ Pharmaceuticals. Suppose an employee named
Sarah, who works in the research and development department of
XYZ Pharmaceuticals, discovers that the company is knowingly
covering up the side effects of one of its best-selling drugs. The
drug, used to treat a common chronic condition, has been linked
to severe health complications in some patients, including heart
problems and organ damage.

Sarah learns that the company’s top executives are aware of

these side effects, but they are suppressing the information to
avoid damaging their profits and reputation. Despite being in-
structed to stay silent about the issue, Sarah believes it is her mor-
al obligation to protect the public and the patients who use the
drug.
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In this scenario, Sarah faces a significant dilemma. She must
decide whether to remain silent, thus allowing the company to

==® continue hiding the potential dangers of the drug, or become a

whistleblower and disclose the hidden information to the appro-
priate authorities or media outlets.

If Sarah decides to blow the whistle, she might report the sit-
uation to government regulators, such as the Food and Drug Ad-
ministration (FDA), or to a reputable investigative journalist. She
could provide evidence and documentation to support her claims.
As a whistleblower, Sarah would likely face challenges within
the company, including potential retaliation, such as termination
or harassment. However, by stepping forward, she exposes the
unethical behavior and helps protect the public’s health, leading
to investigations, potential fines or legal actions against the com-
pany, and increased public awareness.

Whistleblowing is the act of exposing or reporting illegal, un-
ethical, or harmful activities within an organization or institution,
usually to the public or authorities. Whistleblowers are individ-
uals who bring attention to misconduct or wrongdoing, often at
great personal risk, in order to promote transparency, accountabil-
ity, and justice.

The term whistle-blowing probably arises by analogy with the
referee or umpire who draws public attention to a foul in a game
by blowing a whistle, as in soccer. Some trace its emergence from
the practice of English Bobbies who would blow their whistle
when they noticed the commission of a crime. The blowing of the
whistle would alert both law enforcement officers and the general
public of danger. In simple words, whistle-blowing is an act by a
member or former member of an organisation to disclose wrong-
doing in or by the organisation.

According to Boatright (2002) “Whistle-blowing is the
release of information by a member or Former employee
of an organisation to disclose what he proclaims to be
wrongdoing in or by that organisation.”

Sekhar (2002) defines whistle-blowing as “an attempt by
an employee or a former employee of an organisation to
disclose what he proclaims to be wrongdoing in or by
that organisation.”

According to Koehn (2003), “Whistle-blowing occurs
when an employee informs the public of inappropriate
activities going on inside the organisation.”
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Salient characteristics of whistle-blowing

Following are some salient characteristics that flow from above
definitions of whistle-blowing:

+ There must be real information to release to be called
‘whistle-blowing.

That is merely to dissent publicly with an employer without
the real information is not in itself to blow the whistle. Whis-
tle-blowing necessarily involves the release of misdemeanour to
the public. Thus, whistle-blowing is different from sounding the
alarm in the sense that the former releases the information that
the public do not know because it has been kept secret, while the
latter tries to get people alarmed about the facts that are already
known to the public.

¢ The information is evidence of wrongdoing on the part of
organisation.

The matters that cause harm to the public interest usually fall
under the purview of whistle-blowing. Thus, the matters that
merely influence the course of action but are not contrary to the
public interest are not commonly treated as ‘whistle-blowing’.

+ Whistle must be blown with moral motive to correct some
wrongdoing.

At times, members of an organisation may go public for all
sorts of reasons. Therefore, information released to public with a
motive to take revenge does not constitute whistle-blowing.

+ Whistle against wrongdoing of an organisation can be
blown only by its members or former member.

Information about wrongdoings informed or stitched by an in-
ternal member of an organisation is called “whistle blowing”. It,
then, means blowing whistle about wrongdoings of an organisa-
tion by outsiders like a journalist, social activist, political leader,
etc. is not considered whistle-blowing. The reason is that such
informers have incriminating information about the organisation-
al wrongdoings and no obligation prevents them from making it
public. But the situation is different for employees who, of course,
are aware of wrongdoings in their organisations, but, at the same
time, they also have obligations to their organisations.

+ It must be clear to whom the whistle regarding wrongdo-
ing is to be blown.

st

BLOCK - 3

« Substantial infor-
mation

+ Evidentiary value

+ Ethical intent

« Limited to insiders

@ SGOU - SLM - MCom - Business Ethics and Corporate Governance 107



BLOCK - 3

—

¢ Clear reporting
channels

Only then a desired change or correction can be brought about.
Merely revealing information about wrongdoing to an outside
@ party does not necessarily constitute whistle blowing but simply

an instance of ordinary snitching.

The information about the wrongdoing in the organisation
must be released outside normal channels of communication
prescribed by the organisation.

In many organisations, an established procedure is to be fol-

+ External disclosure

lowed by the employees to report instances of wrongdoings to
their immediate superiors or to the designated officials, like om-
=® budsman in the Life Insurance Corporation of India. However,

following an established procedure for reporting wrongdoings is
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not called ‘whistle-blowing’. Though, whistle-blowing does not
necessarily involve “going public” and releasing wrongdoing
outside the organisation, “going public” is found often effective
because the information ultimately reaches the appropriate au-
thorities who can correct the wrongdoing.

3.1.16 Benefits of Whistle-blowing Mechanism
Whistle-blowing has the following benefits:

+ Whistleblowing promotes transparency and accountability
within organizations by bringing to light illegal or unethical
activities that would otherwise remain hidden.

+ [t safeguards the public interest and protects consumers from
potential harm caused by unsafe products or services.

+ Whistleblowing helps prevent financial fraud, corruption,
and other forms of misconduct, thereby preserving the integ-
rity of businesses and institutions.

¢ It encourages a culture of ethical behaviour within organi-
zations, fostering trust among employees, customers, and
stakeholders.

+ Whistleblowers play a crucial role in exposing systemic is-
sues and promoting necessary reforms, leading to improved
governance and regulations.

+ By reporting wrongdoing, whistleblowers contribute to the
fair and just enforcement of laws, ensuring that powerful en-

tities are held accountable for their actions.

+ Whistleblowing can lead to positive societal change, as it
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empowers individuals to stand up against injustice and pro-
tect the greater good, even in the face of personal risks and
challenges.

3.1.17 Causes of Whistle-Blowing

Be that as it may be, whistle-blowing by disclosing wrong-

doing of an organisation to outsiders causes harm of one type or 1
other to the organisation. Hence, whistle-blowing is not welcome. + Proactive under-
This, then means that organisation need to avoid whistle-blowing @ standing of whis-
to take place. It is always better for an organisation to be proac- tleblowing triggers
tive than reactive in the matters of whistle-blowing. Because, pre- 1

vention is better and cheaper, than cure. One way to be proactive
in this regard is to have the knowledge about what actually causes
whistle-blowing in an organisation. The following as the usual
causes of whistle-blowing in an organisation:

+ Misuse of official funds for private purposes.

+ Official powers used for private gain.

+ Discrimination by age, race, or sex.

¢ Corruption.

+ Dumping of industrial pollutants causing harm to public.
+ Deceptive advertising.

+ Non-enforcement of laws.

¢ Adulteration

+ Sexual harassment.

+ Monopolist price-rigging.

+ Use of official funds for political campaign.

3.1.18 The Indian Companies Act and Whistle
Blowing Mechanism

The company shall establish a vigil mechanism for the directors
and the employees to report concerns about unethical behaviour,
actual or suspected fraud or violation of the company’s code of
conduct or ethical policy. The mechanism should also provide for ®= | * Vigil mechanism
adequate safeguard against victimization of director (s)/ employ-
ee (s) who avail of the mechanism and also provide for direct
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access to the Chairman of the Audit Committee in exceptional
cases. The details of establishment of vigil mechanism shall be
disclosed by the company on its website and in the Board’s Re-
port. Similar requirement under section 177 (9) of the Companies
Act, 2013 for listed companies is to establish a Vigil Mechanism
for Directors and Employees to report genuine concerns (before
amendment of Clause 49, it was non-mandatory requirement. )

3.1.19 Technology and Information Governance

Information governance is a broad range of activities that cov-
ers all aspects of information within the organisation. It is busi-
ness-, legal and compliance-driven. Components of information
governance include categorization, information use definition,
access management, records management, document handling,
information lifecycle, secure removal (disposition), eDiscovery,
cybersecurity, and data governance. In this sense, data gover-
nance is a subset of information governance. Information gov-
ernance professionals have expertise in records management,
privacy, collaboration, discovery, and disposition. Information
governance is the creation of a framework for decision making
and accountability that establishes acceptable practices for the
production, evaluation, use, sharing, archiving, and deletion of
information. It covers the guidelines for the efficient and effective
use of information for an organisation to achieve its goals, includ-
ing policies, standards, procedures, metrics, and roles.

3.1.20 Importance of Information Governance

Information governance is a discipline that is still developing.
However, a well-executed information governance programme
should at least bring the business the advantages listed below.

+ Organisations have a strategic opportunity and duty to anal-
yse their data and maintain its security throughout the entire
information lifecycle.

¢ Inaccordance with organisational culture and resource avail-
ability, support business objectives, priorities, and needs.

+ By enabling intelligent collaboration through information
sharing, increase productivity. The same version of a docu-
ment is used in real-time by staff members from all depart-
ments of the company.

+ Because it is better classified, supported, and secured, you
can access the information you need more quickly and easily.




+ Reduce costs, eliminating duplication and optimize informa-
tion management expenditure

¢ Reduce breaches by maintaining the safety and security of
information.

+ Increasing organisational agility. Give the people who make
the big decisions an overall view of the company that recog-
nises the effects on other stakeholders.

3.1.21 Key Components of Information Gover-
nance

These are some of the components of effective information
governance

+ Information mapping and evaluation

Find information, seize it, manage it, and store it anywhere
it may be found within the company. The various categories
of structured and unstructured information in the organisation
should be identified.

+ Records management

Records management is an organisational function that over-
sees the management of information in an organisation from the
time it is created or received to its eventual disposition. Identi-
fying, classifying, storing, securing, retrieving, tracking, and
destroying or permanently preserving records are all part of this
process. Records management is the management discipline in
charge of the efficient and systematic control of the creation, re-
ceipt, maintenance, use, and disposition of records, as well as the
processes for capturing and storing evidence of and information
about business activities and transactions in the form of records.

+ Knowledge management

It is the process of creating, disseminating, utilising, and man-
aging information held by the organisation in order to achieve
business goals.

+ Content management

Content Management means creating, sharing, utilising, and
managing information held by the organisation in order to meet
corporate objectives. This term emphasises the importance of the

stored information in terms of what it presents, i.e., as content. @=

Because this discipline is frequently associated with compliance
initiatives, the need for enterprise-scale rigour and security ne-
cessitates the use of labels such as Secure Content Management
(SCM) or Enterprise Content Management (ECM).
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Summarised Overview

Corporate governance, whistleblowing, and information governance are interconnect-
ed elements that contribute to the overall integrity, transparency, and responsible man-
agement of organizations. Effective corporate governance establishes the framework for
ethical decision-making and accountability within a company, ensuring that stakehold-
ers’ interests are protected and promoting sustainable practices. In this context, whis-
tleblowing plays a crucial role by providing a mechanism for employees and stakehold-
ers to expose misconduct and unethical behaviour, thereby upholding the principles of
corporate governance. Whistleblowers often reveal critical information related to fraud,
corruption, or data breaches, emphasizing the significance of robust information gover-
nance. Information governance ensures the proper management and security of data and
sensitive information, fostering trust and compliance with regulatory requirements. By
safeguarding the quality, accessibility, and confidentiality of information, information
governance bolsters corporate governance efforts and supports the role of whistleblow-
ers in uncovering irregularities. Together, these three elements create a cohesive system
that reinforces an organization’s commitment to transparency, accountability, and ethical
conduct, ultimately strengthening its reputation and sustainable growth.

Self-assessment Questions

1. Discuss in brief the development of the concept of corporate governance in the UK
2. What is whistle-blowing?

3. What are the elements of good Corporate Governance?

4. Discuss briefly the corporate governance developments in India.

5. What is information governance?

6. What is risk management?

7. What is organisational success?

8. Discuss the factors affecting organisational success.

9. How does the corporate scandal affect the concerned industry?
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Assignments

1. Describe fully what you mean by corporate governance and how it benefits all par-
ties involved.

2. Go to any adjacent public sector and have a private conversation with each stake-
holder about the advantages of good corporate governance.

3. Make a report on corporate governance for any BSE-listed firm you choose.
4. How does whistleblowing benefit society?
5. Is whistleblowing a wrongful act? Explain.

6. List out the recent scandals in Indian companies and check how they affect the
shareholders.

7. Explain the relevance of information governance in companies in the modern world.
8. How does competition influence corporate governance?

9. What are the causes of whistle blowing in Indian scenario?
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Space for Learner Engagement for Objective Questions

Learners are encouraged to develop objective questions based on the content in the
paragraph as a sign of their comprehension of the content. The Learners may reflect on the
recap bullets and relate their understanding with the narrative in order to frame objective
questions from the given text. The University expects that 1 - 2 questions are developed for
each paragraph. The space given below can be used for listing the questions.
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Corporate Social
Responsibility

Learning Outcomes

Upon finishing this unit, the learner will achieve the following objectives:
+ know the concept of CSR
+ familiarise the strategies of CSR
+ identify Ackerman’s model of social responsibility

+ aware of the corporate social reporting

Background

Business corporation run within the society. Hence, these are considered as a sub-sys-
tem of the society. Business gets its inputs from the society and society gets goods and
services from the business. In this way, business and society are interdependent. Just like
a citizen, business as a corporate citizen has an obligation towards society to reciprocate
for what it receives from the society. A business can run only when it enjoys acceptance
and sanction from the society. Without it, business is sure to flounder and fizzle. As Ma-
hatma Gandhi said way back during 1930’s, “Organisations, like men, if they are to com-
mand respect and grow, must have a sense of honour and must fulfill their promises.”

It had nothing to do with business and was more of a charitable endeavour. It resem-
bled construction institutions more closely, such as research and educational institutions.
Corporates are now beginning to see CSR as strategic philanthropy tied to responsibility
and leaning towards community development through various programmes as the men-
tality has changed. So, it’s no longer considered coerced generosity or responsibility to
check a box, according to current thought. It involves spending real money or resources
to benefit society and enhance a company’s reputation.
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Discussion
3.2.1. Corporate Social Responsibility (CSR)

Corporate Social Responsibility (CSR) has undergone signifi-
cant changes over the years. It started as a voluntary choice made
by individual companies and has now become a mandatory re-
quirement at various levels - regional, national, and international.
While many businesses now go beyond legal requirements to in-
corporate the concept of “doing good” into their business models,
genuine CSR must be deeply integrated into a company’s culture
and operations to be perceived as authentic in today’s socially
conscious environment.

CSR covers a broad range of issues, and there is no universal
agreement on its definition. It emerged to address inappropriate
corporate behaviour related to social issues or those not directly
impacting the bottom line. This includes concerns about exter-
nal environmental, labour, and human rights abuses, especially
in developing countries. Initially, CSR was defined as voluntary
actions taken by businesses to address such issues, leading to the
adoption of various codes and initiatives to showcase their com-
mitment to social responsibility.

Additionally, CSR has been associated with philanthropic and
charitable activities that businesses engage in to portray them-
selves as good corporate citizens. However, this aspect has raised
questions about executives’ right to give away money that doesn’t
belong to them. While CSR was once believed to be primarily
about improving a company’s public perception and bottom line,
it has become evident that it is more about the interaction between
business and society. A damaged relationship between the two
can lead to repercussions for businesses, affecting not only their
reputation but also their ability to operate freely.

According to European Union, CSR as:

“The voluntary integration of companies’ social and ecological
concerns into their business activities and their relationships
with their stakeholders. Being socially responsible means
not only fully satisfying the applicable legal obligations but
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also going beyond and investing ‘more’ in human capital, the
environment, and stakeholder relations.”

According to ISO, CSR id defined as: “The responsibility of
an organisation for the impacts of its decisions and activities
on society and the environment, resulting in ethical behaviour
and transparency which contributes to sustainable development,
including the health and well-being of society; takes into
account the expectations of stakeholders; complies with current
laws and is consistent with international standards of
behaviour; and is integrated throughout the organisation and
implemented in its relations.”

3.2.2 Corporate Social Responsibility: Concept
and Rationale

Corporate Social Responsibility (CSR) is mandatory for cer-
tain companies in India. The requirement for CSR in India is laid
out in Section 135 of the Companies Act, 2013, and subsequent
amendments. According to this law, qualifying companies meet-
ing specific financial criteria are obligated to spend a certain per-
centage of their average net profits made during the preceding
three financial years on CSR activities.

As per the Companies Act, the following criteria determine the
mandatory CSR obligation:

+ Companies with a net worth of INR 500 crore or more.
¢ Companies with a turnover of INR 1,000 crore or more.

+ Companies with a net profit of INR 5 crore or more.

The Board of Directors shall make sure that the qualifying
company spends in every financial year, a minimum of 2% of
the average net profits made during the 3 immediately preceding
financial years as per CSR policy. In case a company has not com-
pleted 3 financial years since its incorporation, the average net
profits shall be calculated for the financial years since its incorpo-
ration. These activities can include projects related to education,
healthcare, environmental sustainability, poverty alleviation, and
other socially beneficial initiatives.

Non-compliance with the CSR mandate may result in penalties
and legal consequences for the company and its directors. How-
ever, companies that are not eligible under the criteria mentioned
above or those that fail to meet the financial thresholds are not
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legally obligated to undertake CSR activities.

CSR Applicability in India
The provisions of CSR apply to:
* Every company
* Its holding company
» Its subsidiary company

* Foreign company

Having in the preceding financial year:
* Net worth > 500 crore

e Turnover > 1000 crore

* Net profit > 5 crore

Organisations that practise CSR accept responsibility for the
impact of their activities on customers, employees, shareholders,
communities, and the environment in all aspects of operations.
This effort goes beyond simply following local laws, as organ-
isations voluntarily take steps to improve the quality of life for
their employees and their families, as well as society as a whole.
CSR is also known as “corporate citizenship,” which means that
a company should be a good neighbour to the communities im-
pacted by its presence.

There are many good reasons for businesses to take part in
initiatives that prioritise social welfare. Four justifications have
been put forth by CSR proponents: moral obligation, sustainabil-
ity, operating authority, and reputation.

+ Moral obligation means that a growing number of compa-
nies’ stakeholders are only satisfied when the company bal-
ances the impact of its business with socially responsible
practises.

+ Sustainability entails meeting current needs without jeop-
ardising future generations’ ability. Significant progress can
be made by investing in socially, environmentally, and finan-
cially sustainable solutions.

+ Furthermore, the licence to operate and critical contracts
with governments and other entities may be conditional on
such obligation.
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+ Finally, CSR initiatives may be supported because they will
improve a company’s image and possibly increase the value
of its stock. Increased clientele, the ability to charge high-
er prices, and the retention of more productive employees
are all examples of reputation benefits. Companies typically
manage risks to their reputation and brand in a reactive man-
ner, dealing with crisis events only after they occur. Com-
panies facing boycott threats, such as Nike in the 1990s, or
high-profile lawsuits, such as McDonald’s over obesity con-
cerns, may see CSR as a strategy for presenting a friendlier
face to the public.

The increasing social awareness of developed countries has
resulted in a significant increase in investment in CSR activities
across all OECD (Organisation for Economic Co-operation and
Development) nations.

Infosys - Rural Electrification Project:

Infosys, a major IT services company, has taken up the
task of electrifying remote and off-grid villages in India.
Through its “Energizing Dreams” initiative, Infosys aims
to provide sustainable energy solutions to underserved
communities. The project involves setting up solar-pow-
ered microgrids to bring electricity to these villages, which
not only improves the quality of life but also promotes eco-
nomic development and access to education and healthcare.

Tata Group - Community Development Initiatives:

The Tata Group, one of India’s oldest and most respected
conglomerates, has a long-standing commitment to CSR.
Tata companies have undertaken various community devel-
opment initiatives across sectors. For example, Tata Steel
has implemented sustainable livelihood programs for tribal
communities, Tata Motors focuses on skill development for
rural youth, and Tata Chemicals promotes water conserva-
tion and agriculture practices in drought-prone regions.

ITC Limited - Social and Farm Forestry:

ITC Limited, a diversified conglomerate, has been active-
ly involved in promoting social and farm forestry to en-
hance environmental sustainability and rural livelihoods.
The company’s “Greening India” initiative focuses on in-
creasing the green cover, promoting sustainable forestry
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practices, and supporting rural communities through
agroforestry projects. The initiative aims to create a pos-
itive environmental impact while providing a source of
income for farmers.

Mahindra & Mahindra - Project Nanhi Kali:

Mahindra & Mahindra, a prominent automobile and ag-
ricultural machinery manufacturer, has partnered with
Naandi Foundation for Project Nanhi Kali. Similar to
Tata Group’s initiative, Mahindra’s Project Nanhi Kali
supports the education of underprivileged girls. The
program provides educational support, including digital
learning tools, scholarships, and mentoring, to empower
girls from marginalized communities.

3.2.3 Arguments for CSR

Corporate Social Responsibility (CSR) is a management con-
cept in which businesses incorporate social and environmental
concerns into their business operations and interactions with
stakeholders. The following are the arguments for CSR activities.

+ Morality

Due to the rise of large corporations, modern industrial society
is now confronted with a slew of serious social issues. As a result,
these large corporations have a moral responsibility to address
these issues. Furthermore, because business consumes so many
resources in our economy, it is responsible for allocating some of
these resources to the overall development of society.

+ Public requirements

Business can exist only with public support and if it meets so-
cietal needs. One of the most compelling arguments for corporate
social responsibility is that public expectations of businesses have
shifted. As a result, if a business wishes to survive in the long
run, it must respond to society’s needs and provide what society
desires.

Because the demand for products or services comes from cus-
tomers who are members of society, the business must live up to
public expectations in order to survive. Because business is a part
of society, it must consider its responsibilities.




+ Government regulations

Noncompliance with social norms may result in legal conse-
quences. The government has a direct influence on organisations
through regulations that dictate what they should and should not
do. Various agencies keep an eye on business activities. For ex-
ample, the Central Pollution Control Board is concerned with

environmental pollution, the Securities and Exchange Board of @==

India is concerned with investor protection, and the Employees
State Insurance Corporation is concerned with employee health.
Organisations that violate these rules face fines and penalties. Or-
ganisations have risen to the cause of social concerns in order to
avoid such interventions.

+ Socio-cultural norms

A business that promotes social equality, healthy employ-
er-employee relations, and consumer service will enjoy a better
social position in a country like India, where social and cultural
values have a long and rich heritage. Society will criticise a com-
pany that violates traditional values.

+ Protect the interests of stakeholders

The labour force is organised into unions, which demand that
business enterprises protect their rights. To gain the support of
their employees, organisations must accept responsibility for
their employees.

Caveat emptor (‘let the buyer beware’) is no longer appli-
cable. Today’s consumer is the central figure around whom all
marketing activities revolve. The consumer does not purchase
what is offered to him. He purchases what he desires. Firms that
fail to meet the needs of their customers will fail sooner or lat-
er. There are also consumer redressal cells to protect consumers
from anti-consumer activities. Thus, consumer sovereignty has
compelled businesses to assume social responsiveness to them.
Firms that assume social responsibilities may incur losses in
the short run, but fulfilling social obligations is beneficial to the
firms’ long-term survival. Short-term costs are thus investments
for long-term profitability.

+ Favourable for business

The fulfilment of social obligations by business will be benefi-
cial not only to society but also to the business itself. The firm that
is more responsive to improving community quality of life will
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have a better community in which to conduct business. People
with a healthy environment, good health, and an education will
make good customers and employees. High-quality labour will be
recruited. Turnover and absenteeism will be reduced. A business
that does not care about social welfare may be rejected by society.
The crime rate will also fall as a result of social improvements.

+ Indebted to society

Society benefits business units. In exchange, it owes certain
societal obligations. Business makes use of a vast pool of resourc-
es, including men, talents, expertise, and money. With the help
of these resources, business can work toward social goals. Fur-
thermore, corporations, unlike citizens, are created by society and
thus have civic duties and responsibilities.

¢ Self-enlightenment

With an increase in the level of education and understanding
among businesses that they are the creations of society; they are
motivated to work for the common good. Managers shape public
expectations by voluntarily setting and adhering to moral and so-
cial responsibility standards.

They ensure that taxes are paid to the government, that divi-
dends are distributed to shareholders, that workers are paid fairly,
that consumers receive high-quality goods, and so on. Firms as-
sume social responsibility on their own, rather than as a result of
legislative intervention.

+ Public image

Only that firm can enjoy a better public reputation, which sup-
ports social goals. Each company strives to improve its public
image in order to gain more customers, better employees, more
responsive money markets, and so on. It is only possible if a busi-
ness takes its social responsibilities seriously, which will increase
the value of the owners’ shares and debentures.

3.2.4 Ackerman Model

For many years, businesses believed that their sole responsi-
bility was to maximise shareholder value. Corporate social re-
sponsibility (CSR) is a new concept in which the business sector
incorporates social and environmental concerns into its strategies
and takes on a more responsible role in the world. In 1976, Rob-
ert Ackerman and Robert Bauer created a model. The model has
placed an emphasis on internal policy goals and their relationship
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to CSR. This model depicts four critical stages that must be com-
pleted before the social performance audit stage can be evaluated.
The four stages of CSR are briefly described below:

. || Evaluate
A Work on
Study It
Find the Problen
social
problem

Figure 3.2.1 Stages of Ackerman Model

The first stage is marked by the selection of the project to
be used for social delivery. It develops project strategies as well.
The company’s top executives learn about the most common so-
cial problems and then express a willingness to take on a specific + Selection of the
project that will solve some social problems. The social problem = project
is perceived as a weak signal. At this stage, the challenges that
must be addressed include identifying the social issue, assessing
its relevance, and determining the level of political support it can
garner in society. The nature and scope of the problem remain

unknown. At this point, the stakeholders are not well organised.

The second stage is devoted to a thorough examination of the
problem by hiring experts and soliciting their advice on how to
make it operational. The company has not declared the project’s
adoption at this time. It is kept private. The intention to take on
the project is only known within the firm. The issue is emerging + Examination of
and unresolved during Stage 2, but its importance among the gen- the problem
eral public grows. The primary issues that must be addressed at
this point are how to identify and resolve the problem, who the
stakeholders with vested interests are, what new competencies
must be developed, and how corporate can be made to respond.
Stakeholders have become more organised.

The third Stage is critical for the project because it not only
becomes public but is also implemented. However, until the
company is advised by a public body, work on the social project
moves slowly at first (government). Ackerman advises managers
to engage in the project actively and work hard early on so that &=
managerial discretion can play its proper role throughout the du-

+ Implimentation
stage
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ration of the social project. The problem has been characterised
and solutions have been identified in Stage three. The company is
in a position to assess the issue’s economic impact. New norms or
laws have been enacted; institutionalising stakeholder demands.

As aresult, socially responsible corporate behaviour has been es-
tablished.

The fourth stage is the evaluation stage. The needs of society
are considered minutely at this stage, and problems and issues are
addressed.

In the Ackerman model, various types of learning strategies for
project completion are explicitly recognised. There is specialised
learning, administrative learning, organisational commitment to
and institutionalisation of the project philosophy, as well as a sys-
tematic evaluation of the firm’s social responsibility performance.

3.2.5 Strategies in the adoption of CSR

There are basically six strategies in the adoption of CSR:

Resistance strategy

o e

Figure 3.2.2 Ackerman Model of CSR Strategy

+ First, the company expresses reluctance to engage in any so-
cial work or project (rejection strategy).

+ Second, the firm vehemently opposes any CSR-based project
unless and until external pressure is applied. This is known
as adversary strategy.

¢ Third, in the case of a resistance strategy, the firm works
slowly and attempts to demonstrate that it is unable to carry
out corporate social responsibility due to a lack of certain
factors. However, if the government applies pressure, the
firm will yield and accept the project.
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¢ Fourth, once the CSR is accepted, the firm implements the
compliance strategy and works to complete the project.

+ The fifth strategy is one of accommodation. This strategy en-
ables the firm to accommodate shareholder or government
agency requests to work in specific ways to fulfil CSR.

¢ The sixth strategy is one of proactive strategy. Proactive
Corporate Social Responsibility refers to voluntary business
practises adopted by firms to actively support sustainable
economic, social, and environmental development, and thus
contribute broadly and positively to society.

3.2.6 Corporate Social Reporting

The practice of businesses sharing information about their
environmental, social, and governance (ESG) performance and
impacts is referred to as corporate social reporting, also known
as corporate social responsibility reporting or sustainability re-
porting. It entails documenting and sharing an organisation’s
initiatives, accomplishments, and reporting in areas including
corporate governance, social impact, employee wellbeing, and
environmental stewardship. Companies can use corporate so-
cial reporting to show transparency and accountability to all of
its stakeholders, including shareholders, consumers, employees,
communities, and regulatory agencies. Stakeholders can evaluate
a company’s performance in terms of sustainability and its overall
impact on the environment and society.

Key features of corporate social reporting may include:

*  Environmental reporting: This includes information
about a company’s environmental impacts, such as greenhouse
gas emissions, energy consumption, waste generation, water us-
age, and initiatives to mitigate these impacts.

e Social reporting: This covers a company’s social ini-
tiatives, including employee welfare programs, diversity and
inclusion efforts, labour practices, human rights, community
development projects, philanthropy, and engagement with local
communities.

*  Governance reporting: This involves disclosing infor-
mation about a company’s governance practices, board structure,
executive compensation, risk management processes, and adher-
ence to ethical standards and legal compliance.

* Key Performance Indicators (KPIs): Companies often
report on specific metrics and KPIs that measure their progress
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towards sustainability goals. These indicators can vary depending
on the industry and the company’s priorities.

e Assurance and verification: Some companies choose to
undergo external assurance or verification processes to enhance
the credibility and reliability of their social reporting. Indepen-
dent third-party organisations may evaluate and validate the re-
ported information.

*  Global Reporting Initiative (GRI) Standards: The GRI
is a widely recognized framework for sustainability reporting.
Many companies use the GRI Standards as a guideline for orga-
nizing and reporting their sustainability-related information.

Corporate social reporting can take various forms, including
standalone sustainability reports, integrated reports, website dis-
closures, and inclusion of ESG information in financial reports.
The aim is to provide stakeholders with a comprehensive under-
standing of a company’s sustainability practices, progress, and
impacts. By engaging in corporate social reporting, companies
can demonstrate their commitment to sustainable and responsible
business practices, build trust with stakeholders, attract socially
responsible investors, improve their reputation, and contribute to
a more sustainable future.

Corporate governance encompasses practically every aspect
of management, from action plans and internal controls to per-
formance measurement and corporate disclosure, because it pro-
vides the framework for achieving a company’s goals. Corporate
governance encompasses the processes by which a company’s
objectives are defined and pursued in the context of the social,
regulatory, and market environment. It is concerned with prac-
tices and procedures for ensuring that a company is run in such a
way that it achieves its objectives while giving stakeholders con-
fidence that their trust in that company is well founded.

3.2.7 Importance of Corporate Social Reporting

The importance of corporate social reporting lies in several
key aspects:

+ Transparency and accountability

Corporate social reporting enhances transparency by providing
stakeholders, such as investors, employees, customers, and com-
munities, with information about a company’s ESG practices. It
holds companies accountable for their social and environmental
impacts, ensuring they are aware of their responsibilities beyond
financial results.
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+ Stakeholder engagement and trust

Reporting on social and environmental performance fosters
meaningful engagement with stakeholders. It allows them to un-
derstand a company’s values, commitments, and progress in areas
such as environmental sustainability, human rights, labour prac-
tices, and community development. This engagement builds trust
and credibility, as stakeholders can evaluate a company’s impact
and alignment with their own values.

+ Risk management

Corporate social reporting helps companies identify and man-
age ESG risks. By reporting on their ESG practices and perfor-
mance, companies can better understand potential risks and take
proactive measures to mitigate them. For instance, reporting on
greenhouse gas emissions can help identify energy inefficiencies
and develop strategies to reduce carbon footprints.

+ Competitive advantage

Companies that prioritize CSR reporting can gain a compet-
itive edge. In today’s business landscape, consumers, investors,
and employees increasingly consider a company’s social and en-
vironmental performance when making decisions. By effectively
communicating their CSR initiatives, companies can attract con-
scious consumers, differentiate themselves from competitors, and
attract socially responsible investors and talent.

+ Sustainable development goals

Corporate social reporting aligns with the United Nations Sus-
tainable Development Goals (SDGs). The SDGs provide a glob-
ally recognized framework for addressing the world’s most press-
ing social and environmental challenges. Reporting on progress
towards the SDGs helps companies contribute to these goals and
demonstrate their commitment to sustainable development.

+ Regulatory compliance

In many jurisdictions, there is a growing trend towards man-
datory CSR reporting or integrated reporting frameworks that
require companies to disclose their ESG performance. By em-
bracing corporate social reporting voluntarily, companies can
proactively adapt to changing regulations and avoid potential le-
gal and reputational risks associated with non-compliance.
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Corporate social reporting plays a crucial role in promoting
sustainable business practices, fostering stakeholder trust, and
driving positive social and environmental change. By integrating
ESG considerations into their reporting, companies can demon-
strate their commitment to responsible and ethical business con-
duct, contributing to long-term value creation for both their share-
holders and society as a whole.

+ Sustainable impact

Summarised Overview

Corporate Social Responsibility (CSR) is the voluntary integration of social and
environmental concerns into business operations, aiming to positively impact society
and the environment beyond legal compliance. Corporate Social Reporting involves
communicating CSR initiatives and performance to stakeholders through various
channels, fostering transparency, accountability, and informed decision-making. Both
CSR and Corporate Social Reporting play crucial roles in modern business, promoting
ethical practices, sustainability, and social consciousness for a more responsible and
sustainable future.

Self-assessment Questions

1. What is Corporate Social Responsibility

What are the objectives of CSR?

What is Ackerman Model of CSR

What is the rejection strategy of Ackerman Model of CSR
Explain the Compliance strategy of Ackerman Model of CSR
Write a note on sustainability

Explain the best practices of CSR

e B A

Discuss CSR in Indian Perspective
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Assignments

1. Explain the different stages of the Ackerman Model of CSR.

2. Evaluate the strategies involved in the Ackerman Model of CSR.

3. Evaluate the common CSR practises followed by reputed Indian companies.

4. Identify the CSR practices implemented in your environment and validate them.
5. Explain the impacts of CSR on stakeholders.

6. How does the firm gain from CSR activities?

7. Explain the legal compliance of CSR in India.

8. List the CSR initiatives of pharmaceutical companies operating in India.

9. Do CSR practices of companies directly involve scholarships for students? If yes,
list these companies and identify the beneficiary groups.
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Space for Learner Engagement for Objective Questions

Learners are encouraged to develop objective questions based on the content in the
paragraph as a sign of their comprehension of the content. The Learners may reflect on the
recap bullets and relate their understanding with the narrative in order to frame objective
questions from the given text. The University expects that 1 - 2 questions are developed for
each paragraph. The space given below can be used for listing the questions.
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Knowledge Management

Learning Outcomes

Upon finishing this unit, the learner will achieve the following objectives:
+ get an idea about the concept and objectives of knowledge management
+ identify the importance of knowledge management
+ familiarise the term knowledge workers

¢ recognise corporate image and its importance

Background

Throughout human history, one central topic has sparked intense discussions and cap-
tured the interest of great philosophers like Confucius, Plato, and Aristotle. This topic is
the concept of knowledge, which is not clearly defined and has various interpretations.
An important question related to knowledge is what it means to truly know something.
Should we just accept uncertainty and make decisions based on our best judgment? No,
to influence others, we must make informed decisions based on reason and knowledge.
However, there are only theories and opinions about this, with no one definitive answer.
As a result, researchers and businesses are now exploring innovative management sys-
tems to handle and modify knowledge effectively. These knowledge management sys-
tems aim to efficiently manage practical knowledge. However, there are challenges in
using human-oriented knowledge representation models to design and implement these
systems, as many knowledge models primarily focus on people and their experiences.

This unit will cover the definition, idea, goals, and significance of knowledge manage-
ment.
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Knowledge, Management, Knowledge workers, Corporate image

4.1.1 Meaning of Knowledge Management

The term “knowledge management” as a concept started to ap-
pear only in the late 1990s. Knowledge Management (KM) is a
deliberate, systematic business optimization strategy that selects,
distils, stores, organizes, packages and communicates informa-
tion essential to the business of the company in a manner that
improves employee performance and corporate competitiveness.
Successful knowledge management includes maintaining infor- @===
mation in a place where it is easy to access. It is a management
technology that helps to gather, organize and share information 1
across different levels of the organisation and also with its cus-
tomers. The most important aim of knowledge management is not
only to collect information but also to store the same effect so as
to use it for the benefit of the organisation, its employees, and its
customers.

¢ Sharing of
knowledge

Knowledge management is a company optimisation tactic that
is not dependent on any one technology or information source.
Because they save time and effort compared to manual processes,
a wide range of information technologies typically play a signif-
icant role in KM initiatives. Knowledge Management is agnostic
when it comes to the type and source of information, which can
range from the mathematical description of the inner workings
of a machine to a document that describes the process used by a
customer support representative to escalate customer complaints 1
within the business organisation. Take the legal firm as an ex-
ample, where the senior partners produce textual templates (the g
information) to make the creation of particular papers easier.
Such a business has a knowledge management system that can .
significantly boost output. The simplicity of drafting a new legal
document may increase by many orders of magnitude if the tem-
plates were transferred to a word processing programme. Another
illustration is a small business owner who switches from using
bound notebooks for bookkeeping to using a computerised sys-
tem. In contrast to the paper-based system, the electronic system
may display income related to the same period last year and the
percentage of revenue spent on advertising at a glance using sim-

+ Time saving
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+ Numbers

+ Contextualised Data

+ High-level categori-
sation

¢ Organised Informa-
tion

«+ Intelligible insight
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ple business graphics.

Given the range of business activities that can be considered
examples of Knowledge Management, one of the most confus-
ing aspects of the practice is clarifying exactly what constitutes
knowledge, information, and data. Although the academic com-
munity has spent decades debating the issue, for our purposes,
these definitions and concepts apply:

Data are numbers. They are numerical quantities or other attri-
butes derived from observation, experiment, or calculation.

Information is data in context. Information is a collection of
data and associated explanations, interpretations, and other textu-
al material concerning a particular object, event, or process.

Metadata is data about information. Metadata includes de-
scriptive summaries and high-level categorization of data and in-
formation. That is, metadata is information about the context in
which information is used.

Knowledge is information that is organized, synthesized, or
summarized to enhance comprehension, awareness, or under-
standing. That is, knowledge is a combination of metadata and
an awareness of the context in which the metadata can be applied
successfully.

Instrumental understanding is the clear and complete idea
of the nature, significance, or explanation of something. It is a
personal, internal power to render experience intelligible by re-
lating specific knowledge to broad concepts.

The concept defining knowledge are related hierarchically,
with data at bottom of the hierarchy and understanding at the top.

understanding, integration, applied,

reflected upon, actionable,
accumulated, principles, patterns,
decision-making process

WISDOM

idea, learning, notion, concept,
synthesized, compared,
thought-out, discussed

KNOWLEDGE
INFORMATION

organized, structured,
categorized, useful,
condensed, calculated

individual facts,
figures, signals,
measurements

[ o EHCEICIINR S <

Fig. 4.1.1 Knowledge Management Process
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Knowledge management refers to an integrated system for ac-
cumulation, integration, manipulation, and access of data across
people and systems in and out of the organisation. This is a way
that the company uses to actively collect, store and organize in-
ternal and external information. This is a management discipline
that ensures the intellectual capabilities of that organisation are
shared, maintained, and effectively managed.

4.1.2 Importance of Knowledge Management

You are familiar with the product (photocopier) and the com-
pany (Xerox Corporation). The 100-year-old company sells
high-quality print and digital document products all over the
globe covering more than 160 countries. Xerox faced a tremen-
dous problem of knowledge management in its organisation. The
communication gap between service engineers was very prom-
inent so it was difficult to fix equipment repairs for customers.
Though the company had effective solutions to equipment issues,
these solutions were not shared among its strong customer ser-
vice team of more than 24,000 in number! This issue has been
solved by Xerox with the implementation of Eureka — a profes-
sionally designed knowledge management solution where service
engineers could document their solutions with their names which
increased reputation among colleagues and boosts participation
from service engineers. It also saved $40,000 in one jump for
Xerox.

The case study given here will guide you to the importance of
knowledge management solutions to organisations. Here are the
key indicators which list the importance of the KM system:

¢ Accelerate access to information and knowledge

According to Law Platt, CEO — Hewlett Packard, “If HP knew
what HP knows, we would be three times more productive”. The
statement indicates an effective knowledge management solution
will help to find information or the people who hold the informa-
tion to increase efficiency and productivity to work better.

+ Improves decision making process

Decision making will undoubtedly be effective if one takes
it with sufficient reliable information. It improves the quality,
speed, and accuracy of decision making Knowledge management
platforms will allow collaborations and facilitate discussions so
as to get access to the experiences of different people and such
expertise will open various perspectives and possibilities of the
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+ Wise use of
knowledge

+ Knowledge man-
agement success

¢ Productivity

« Enhanced decision
making
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+ Promoting idea
generation

+ KM and Perfor-
mance

+ KM and customer
satisfaction
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current decisions that the organisation takes.

+ Promote innovation and sharing of ideas

Enabling discussions and collaboration will generate newer
ideas to meet changing business requirements. If there is an ef-
fective KM solution in place, it will promote deliberations with
experts and clearing of apprehensions.

+ Improve overall efficiency of the organisation

A study conducted by McKinsey & Co in 2011, covering more
than 4,200 employees across various sectors, found that the use
of social collaboration systems and KM systems will improve the
efficiency of communication and boost the overall performance
of the organisation.

+ Increase customer satisfaction

The ultimate success of every organisation depends on the sat-
isfaction of customers. A study by Gartner (2014) says an effec-
tive KM operation will drastically reduce the time that the pro-
vider requires to settle the query by 20-80 percent by reducing
the cost of Customer Relations Management (CRM) activities by
25%. Technology plays a very important role in it.

4.1.3 Objectives of Knowledge Management

The basic premise of this knowledge management system is to
share perspectives, opinions, ideas, experience, expertise, and in-
formation required so as to avail this information to the right peo-
ple, in the right place at the right time. Knowledge management
system in any organisation works with the following objectives:

+ To gather, store, analyse, share, use, and maintain informa-
tion and knowledge throughout the organisation.

+ To provide access to data, information, and knowledge for
each stakeholder of the organisation for the appropriate us-
age.

+ To make the communication line between different levels
of management stronger and thicker so as to avoid a gap in
communication and resultant confusion.

¢ To improve the quality and accuracy of decision making
made at different layers of management.
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¢ To provide more efficient and improved quality of services
and reduce the cost of the services extended.

+ To have a common understanding of the values of the organi-
sation by each stakeholder and the ways in which it has been
realised by the organisation.

¢ To reduce the cost of “reinventing the wheel”. An effective
communication system will help to reduce the mistakes and
cost of rediscovering. It can be summarized with the figure
given below:

Identify

Knowledge

Creation Capture

Knowledge

Management

Fig. 4.1.2 Knowledge Management

4.1.4 Knowledge Workers

The term ‘Knowledge Worker’ was first coined by Peter F.
Drucker in 1959 in his book ‘Landmark of Tomorrow’. He de-
fined knowledge workers as “high-level workers who apply theo-
retical and analytical knowledge acquired through formal training
to develop products and services”. A knowledge worker is a pro-
fessional who has experience and expertise in the field with prop-
er education and training. They use their thinking and designing
capabilities to provide proper direction to the employees and oth-
er stakeholders. They are different from other workers because of
their ability to solve complex business problems. Also, they differ
from information workers, task workers, and skilled workers as
they use their expertise to strategize work activities and plan of
action for effective implementation in the future. The other work-

g
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+ Intelligent workers
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ers will work under the knowledge workers to apply information,
complete specific tasks assigned to them, or finish a task.

For example, take the case of a garden designer (knowledge
worker). He would make a plan about pricing, labour, creative
design layout, and plant types matching the client’s wish. At the
same time, a horticulturist (information), gardeners (skilled), and
laborers (task) work on manual work required to carry out the
garden designer’s creative design.

4.1.5 Importance of Knowledge Workers

A knowledge worker transforms corporate and personal expe-
riences into knowledge by capturing, assessing, applying, shar-

+ Knowledge worker
in the knowledge
age

ing, and disseminating it within the organisation to solve specific
g business problems or create more value. In the era of the Knowl-
edge age, a company’s wealth is based on the ability to gather

sufficient information and use that knowledge accurately to gain

¢ Valuable knowledge
workers

corporate excellence.

The following points summarise the importance of knowledge
workers in an organisation.

+ Most valuable asset

The knowledge workers are becoming the largest group in the
workforce as they are the creators of the future of the company.
They are considered to be the most valuable asset of the company

+ Increases productivity of the organisation

¢ Productivity of
knowledge workers

According to Peter F. Drucker, “the challenge of the developed
countries is no longer to make the manual work to be productive,
it will be to make knowledge workers to be productive”. The
overall productivity of the organisation depends on the produc-

+ Capture, Store,
Retrieve

tivity of the knowledge workforce.

+ Manages an organisation’s information assets

The primary moto of knowledge management is to capture,
store and retrieve the necessary information for the people within
an organisation.

+ Efficiency through
transparent commu-
nication

+ Improves efficiency of the workforce

By enabling fast and transparent communication, knowledge
workers will help to improve efficiency and it removes barriers to
communication among workers.
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+ Reduces wastage of time

It is important to keep the workforce informed about all the
latest information and updates of the business world. It is equal-
ly important to eliminate unnecessary and irrelevant information
overload which may affect the productivity of the employee bad-

ly.
4.1.6

Types of Knowledge Workers

It is true that all types of the job require some or the other skill
sets. However, there are certain kinds of jobs that depend heavily
on knowledge to complete job responsibilities. Some examples
of such knowledge workers are IT professionals, medical practi-
tioners, lawyers, accountants, financial consultants, teachers, etc.

a.

-

|THE COORD[NATOR'

Fig. 4.1.3 Types of knowledge workers

CONTENT CREATOR

THE COMMUNICATOR

Content creator: They focus on value to customers than
any other thing. They will produce their best output in an
environment without interruptions. Content creators in-
clude writers, designers, programmers, advertisement cre-
ators, etc.

Communicators: They believe in the communication of
things that are happening around them in real-time. They
mostly prefer to communicate through meetings and con-
ferences. They expect people to respond immediately.

Coordinators: They strive hard to interconnect between
departments, people, and systems. These categories of
knowledge workers will help to collaborate, have diverse
teams, and come together.

4.1.7 Functions of Knowledge Workers

Major functions of knowledge workers include:

¢ Identification of relevant information from a large data pool
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+ Balancing infor-
mation flow

+ Knowledge-inten-
sive professions

+ Value-oriented
content creators

[

+ Real-time commu-
nicators
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+ Interconnectors
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+ Collective mental
picture

¢ Factors influencing
corporate image

+ Positive and
negative corporate
image
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of information by eliminating less useful information

¢ Sharing factual and useful information to the workforce in
an organisation

+ Communicating between co-workers, subordinates, custom-
ers, etc. in a meaningful manner and getting the thing done.

+ Motivating workers to grow continuously by keeping them
up with technical and technological advancements

¢ Thinking outside the box and innovating unorthodox per-
spectives for the growth of the organisation.

4.1.8 Corporate Image

Corporate image is how a business is perceived by outsiders.
Corporate image, also known as corporate reputation or corporate
identity, refers to the perception, impression, and overall impres-
sion that the public, stakeholders, customers, employees, and the
general public have about a company or organization. It is the
collective mental picture people form when they think about the
company, based on their interactions, experiences, and the infor-
mation they have received about it.

A positive corporate image is crucial for any business, as it
can influence consumer trust, brand loyalty, investor confidence,
and employee morale. It is shaped by various factors, including
the company’s products and services, customer service, public
relations, marketing efforts, social responsibility initiatives, and
overall business practices.

Companies work hard to build and maintain a favourable cor-
porate image through effective branding, consistent messaging,
transparent communication, high-quality products or services,
and responsible business practices. It is the product of a com-
pany’s performance and activities. The image of the company is
not static and it keeps on changing according to the performance
of the company. Good corporate governance and business ethics
play a major role in creating a good name and a bright image for
the company. A positive corporate image can enhance a com-
pany’s competitive advantage, attract and retain customers, and
strengthen its position in the market. Conversely, a negative cor-
porate image can lead to reputational damage, loss of trust, and
potential negative impacts on the company’s bottom line.
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4.1.8.1 Importance of Corporate Image

It is a difficult task to build a positive image in the minds of the
people by any company. It requires the company to work relent-
lessly to deliver quality products, services, employee treatments,
and customer relationship management. It is a 360-degree angled
strategy. Once the image is ruined, it is difficult to get it back.
Hence, it plays an important role in all areas of management like
marketing, finance, human resource or any other functional areas.

The main reasons why the corporate image is considered to be
important are given below:

* Improve the customer base by providing quality prod-
ucts/services and managing good customer relationships.
A good corporate image will increase the customer loyalty.

e Striving in the era of cutthroat competition requires
goodwill among the customers and other stakeholders. The
competitors are also equally strong with almost the same
market share.

* Influence good actions of the employees is a side benefit
of good corporate image. A company with a strong custom-
er reputation and core values will definitely reflect in the
dealings and actions of the employee.

e Strengthen the business image of the company by re-
peatedly providing quality products at a reasonable price.
This will automatically improve the sales figure and cus-
tomer base.

* Enhanced product performance of the company by
keeping and up keeping the values of production and mar-
keting.

4.1.9 Building Corporate Image

A company’s corporate image, also known as reputation, refers
to how customers and other stakeholders view the business, its
operations, and its goods and services. Many companies actively
attempt to develop and express a positive image to their clients,
shareholders, the financial community, and the general public in
a competitive business environment. A business that neglects or
poorly maintains its image is likely to experience a number of
issues. A business analyst claims that reputation issues “grow like
weeds in the garden,” and that “direct and indirect costs escalate
geometrically.”

BLOCK - 4

+ Reputation build-
ing importance

+ Recognition
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« Future orientation

¢ Long term benefit

+ Mission, Values,
and USP Clarity

+ Consistent messag-
ing across channels

+ Corporate image

High employee turnover, the loss of key clients, a decline in
stock value, and strained relations with suppliers or government
representatives are some of the warning indicators that a compa-
ny may have an image issue. A corporation may notice that many
of its operating expenses, such as those for product development,
sales assistance, staff compensation, and shareholder dividends,
are rising sharply if an image issue is not addressed. Additionally,
given the majority of consumers rely at least partially on trust
when making purchases, it’s likely that both present and future
sales levels will suffer.

It is crucial that managers in companies of all sizes understand
the value of building and sustaining a great reputation and that
they also inform staff members of this fact. Corporate image starts
in the management offices of a corporation. Instead of focusing
on repairing the harm caused by poor company policies, it should
be built on the creation of good company policies. Business own-
ers and managers are advised to focus on the company’s long-
term reputation, base activities on fundamental policies, demand
candour in all business dealings, and respect stakeholders’ right to
know in order to improve the company’s image. After all, a pos-
itive business image can be built over many years and destroyed
in a matter of seconds.

Building a strong corporate image is a comprehensive and on-
going process that involves various strategies and actions.

Here are some key steps to help you build a strong corporate
image:

+ Define your brand identity

Clearly define your company’s mission, values, and unique
selling proposition (USP). Your brand identity should reflect what
your company stands for and what makes it different from com-
petitors.

+ Consistent messaging

Ensure that your messaging is consistent across all communi-
cation channels, including your website, social media, marketing
materials, and customer interactions. Consistency builds trust and
reinforces your brand image.

¢ Quality Products and Services

Deliver high-quality products and services that meet or exceed
customer expectations. Positive customer experiences are crucial
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for building a strong corporate image.
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+ Customer focus

Place a strong emphasis on customer satisfaction. Listen to
customer feedback, address their concerns promptly, and make
improvements based on their needs.

« Customer-centric
focus

+ Responsible business practices

Demonstrate corporate social responsibility by integrating sus-
tainable and ethical practices into your business operations. Show®==
commitment to environmental and social issues that align with

+ Corporate Social
Responsibility
(CSR) integration

your brand values.

+ Engage with stakeholders

Engage with various stakeholders, including customers, em-
ployees, investors, and the community. Transparent communi- @
cation and involvement foster trust and a positive perception of
your company.

+ Stakeholder en-
gagement for trust

+ Thought leadership

Position your company as a thought leader in your industry.
Share valuable insights, expertise, and knowledge through con- ®==
tent marketing, blogs, and speaking engagements.

¢ Thought leader-
ship in industry

¢ Corporate culture

Foster a positive and inclusive corporate culture that values
employees, promotes innovation, and encourages collaboration.
A happy and motivated workforce reflects positively on your cor-
porate image.

¢ Positive and in-
clusive corporate
culture

+ Engage with the community

Get involved in community initiatives, sponsor events, and
support social causes that align with your company’s values. Ac- @
tive community engagement enhances your reputation.

+ Community
engagement for
reputation

+ Monitor and adapt

Continuously monitor your corporate image through feedback,
surveys, and online reputation management tools. Be prepared t0 g
adapt and make improvements based on feedback and changing

+ Continuous mon-
itoring and adap-
tation

market conditions.
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Summarised Overview

Knowledge management and corporate image are interconnected aspects of a success-
ful organization. Knowledge management involves effectively harnessing the collective
expertise and intellectual assets of the company, which, in turn, contributes to shaping
the corporate image. When a company implements efficient knowledge management
practices, it can improve its products, services, and overall business operations, leading
to positive customer experiences and a stronger corporate image. A positive corporate
image, built on customer trust and loyalty, can also attract and retain talented employees
who contribute to knowledge creation and sharing. Therefore, a strong corporate image
reinforces the importance of knowledge management in fostering innovation, compet-
itiveness, and sustainable growth within the organization. The two concepts comple-
ment each other, creating a virtuous cycle where knowledge management enhances the
corporate image, and a positive corporate image, in turn, supports effective knowledge
management.

Self-assessment Questions

1. What do you mean by knowledge management?

2. How is knowledge management different from information management?
3. What are the types of knowledge workers?

4. Explain the knowledge management functions.

5. Isiteasy to build a corporate image for a company?

6. Describe the concept corporate image?

7. What is the importance of corporate image? Do this necessary for a business?

Assignments

1. Write a short note on the knowledge-intensive situations that are important for the
success of organisations?

2. Explain the term corporate image. Evaluate the importance of corporate image?

3. Assess the factors determining corporate image?
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4. How does knowledge management benefit the organization?
5. Write a note on the factors determining knowledge management?
6. How do you build a corporate image?

7. Explain the importance of knowledge workers in an organization?
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Space for Learner Engagement for Objective Questions

Learners are encouraged to develop objective questions based on the content in the
paragraph as a sign of their comprehension of the content. The Learners may reflect on the
recap bullets and relate their understanding with the narrative in order to frame objective
questions from the given text. The University expects that 1 - 2 questions are developed for
each paragraph. The space given below can be used for listing the questions.
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Corporate Excellence

Learning Outcomes

Upon finishing this unit, the learner will achieve the following objectives:
+ gain an understanding of the concept of corporate excellence
+ know the importance of corporate excellence

+ identify the role of the board of director and his qualifications, powers, duties, and
responsibilities

+ get an idea about Board Committees

Background

Organisations have gone through many changes. They have reinvented themselves to
meet the changing needs of their customers, the external influences, and the cost pres-
sures over which they have limited control. With the changes required as a result of the
housing transfer, there is an opportunity to refresh and invigorate what they are about as
an organisation and work towards aspirational goals that will make us proud of what we
achieve. In “Shaping Up for Excellence,” this effort outlines a strategy for organisations
to continue their journey of improvement. It can be argued that the fine words in this
paper, by themselves, do not improve anything. The key to change is in the culture of
the organisation: how they deliver services to their customers and the improvements that
will come from ensuring the skills, experience, motivation, and tools to deliver excellent
service are developed and available. The purpose of this document is to set a corporate
framework and improvement plan for how we can “shape up” collectively and achieve
our goal of excellence in all aspects of our approach and delivery. Shaping Up for Excel-
lence: The organisation becomes a leader in all aspects of our business and tries to gain
a reputation for delivering excellence. To achieve excellence, the organisation needs to
ensure focus, clarity, capacity, and capability. We begin with a solid foundation—our
Core Values: 9 Perform well and get things done.

| Keywords

Corporate Excellence, Board of director, Board Committee
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performances
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4.2.1 Meaning of Corporate Excellence

Corporate Excellence is the ability of the company to outper-
form other competitive companies in the same field consistently
over a period of time. Corporate excellence is often described as
outstanding practices in managing the organisation and achiev-
ing results, all based on a set of fundamental concepts and val-
ues. The essence is to be better and have a competitive advantage
over others in the industry. Companies need to shift from physical
technology to information technology, from material growth to
sustainable development from a hierarchical pattern to a decen-
tralized organisation, and from conflict to a cooperative working
relationship. Corporate excellence is the combination of people,
system, product, and marketing excellence. Out of these, people
excellence is important because it has a direct bearing on the sys-
tem, product, and marketing.

The ten P’s which are required for corporate excellence are
as follows:

+ Purpose: Purpose basically is the goal, vision and business
ail of the organisation.

+ Perspective: It is the direction — a mental view of the relative
importance of things.

+ Positioning: The image of the company and its products in
the market.

+ Politics: Judicious and expedient behaviour of people in the
organisation.

+ Partnership: A joint business, within or outside organisa-
tion.

+ Plans: Proper plans of action, translated to business policies.

¢ Product: The product should be innovative, qualitative and
cost effective.

+ Principles: Set of values, culture and philosophy.

+ People: Challenging, ethical, Committed, high performance,
self-driven.

+ Performance: Output of the organisation, results in terms of
both quantity and quality.




4.2.2 Importance of Corporate Excellence

Successful organisations are different from excellent organi-
sations because success is just one element of excellence. But
corporate excellence is multi-dimensional. The following points
will indicate the importance of corporate excellence.

¢ Corporate excellence will enable enhanced innovation and
idea generation.

¢ It will help in increased customer satisfaction,
+ It aids in organisational growth (employees),

¢ It results in increased employee satisfaction and involve-
ment,

+ Itis helpful to get improved efficiency and effectiveness, and
¢ It will improve product reliability

4.2.3 Achieving Excellence in the Corporate
Workplace

The corporates are striving to achieve excellence in all fields of
business in order to compete with their competitors, deliver good
quality products, and transfer value. The following are the steps
by which a corporate can attain excellence in its field:

¢ Identify and communicate the organisation’s vision

¢ Understand the organisation’s purpose

+ Recognise newer developments in the field and train people
accordingly

+ Generate collaborative teams
¢ Accept changes and challenges
+ Encourage employees to attain mastery of their roles

+ Instil a pioneer mental state

4.2.4 Board of Directors and Corporate Excellence

There is an increasing awareness that corporates owe their
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existence to the shareholders and the long-term sustainability of
companies depends on winning their confidence through disclo-
sures and transparency in the operations and accountability for
their actions. This is achieved through voluntary actions on the
part of the board of directors and through a regulatory framework
such as stock exchanges, securities and exchange boards, and oth-
er regulatory bodies.

The Board of Directors plays a crucial role in ensuring corpo-
rate excellence and the overall success of a company. Their re-
sponsibilities extend beyond governance and compliance, as they
are instrumental in shaping the company’s strategy, fostering a
culture of excellence, and driving long-term sustainable growth.

Here are some key roles the Board of Directors plays in achiev-
ing corporate excellence:

+ Strategy and vision setting

The Board is responsible for setting the company’s long-term
vision and strategic direction. They work closely with the execu-
tive team to define objectives and ensure that the company is on
the right path to achieve its goals.

+ Governance and oversight

The Board oversees the company’s management and ensures
that the business is conducted ethically, responsibly, and in com-
pliance with relevant laws and regulations. They approve major
decisions, monitor performance, and mitigate risks.

+ Executive leadership and CEO selection

The Board appoints the CEO and other senior executives, en-
suring that the leadership team has the necessary skills and expe-
rience to lead the company towards excellence.

+ Risk management

The Board identifies and manages risks that could impact the
company’s performance and reputation. They implement risk
management strategies to safeguard the company’s assets and en-
sure its long-term viability.

¢ Performance evaluation

The Board evaluates the company’s performance, including fi-
nancial results, operational efficiency, and adherence to strategic
goals. Regular assessments help identify areas for improvement
and drive continuous enhancement.
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+ Accountability and transparency

The Board is accountable to shareholders and stakeholders.
They ensure transparency in financial reporting, communicate
with stakeholders effectively, and promote open and honest com-
munication.

¢ Culture and Corporate Social Responsibility (CSR)

The Board shapes the company’s culture by fostering values
such as integrity, diversity, and innovation. They also oversee the
implementation of CSR initiatives to contribute positively to so-
ciety and the environment.

+ Succession planning

The Board is responsible for succession planning, ensuring
that the company has a pipeline of talented leaders who can take
on critical roles when needed.

+ Advisory role

Directors bring their diverse expertise and experience to the
table, providing valuable insights and advice to the management
team. They act as mentors and guides, supporting the company’s
growth and development.

+ Mergers and acquisitions

The Board may be involved in major decisions related to
mergers, acquisitions, or divestitures, ensuring they align with the
company’s strategic objectives and create value for shareholders.

4.2.5 Role of Directors

The board of directors has to shoulder a larger responsibility
than the CEO, whose role is limited to being actively engaged
with routine management functions. However, “there are many
boards that overlook more than they oversee”. This is more so
in family-owned enterprises which are common in Asia and
Latin America. In India, for instance, it is common to find fami-
ly-owned concerns being run by promoters as their personal fief-
doms. Though their investments may be meagre, they manage the
firms, holding positions of CEOs, managing directors, chairmen,
and members of the board of directors. In such a setup, the board
acts more like a rubber stamp, rather than shouldering large re-
sponsibilities. Some of the functions are as follows:
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+ Directors should exhibit a total commitment to the com-
pany

An efficient and independent board should be conscious of
protecting the interests of all stakeholders and not be concerned
too much with the current price of the stock.

+ Directors should steer discussions properly

Another important function of the director is to set priorities
and to ensure that these are acted upon. The directors should see
that all important issues concerning the company’s business are
discussed and decisions are taken, and nothing trivial dominates
and bogs them down. A good director rarely dominates or hijacks
the discussion to his line of thinking, but steps in when the dis-
cussion needs to be directed or adds newer thoughts after letting
others have their say.

+ Directors should make clear their stand on issues

A director is also expected to have the courage of conviction
to disagree. A good, responsible, and duty-bound director should
be willing to register dissent, when and where needed. The man-
agement led by the CEO should know that they are being chal-
lenged, should be kept on alert, and should not take things for
granted. Directors should be alert to any deteriorating situations
in the functional areas of finance, stock market, sales, personnel,
and especially those relating to moral issues.

+ Directors’ responsibility to ensure efficient CEOs

Directors have a great responsibility in the matter of the em-
ployment and the dismissal of the CEO. The board as a whole
should recruit the best CEO they can probably hire, based on
antecedents and market reports, and evaluate objectively on a
continuing basis his or her implementing effectively proactively
government, help avoid big mistakes, strategies, and most impor-
tantly the best leadership is in place with the resources to lead”.

+ Challenges posed by decisions on acquisitions

One of the toughest challenges confronted by boards arises
while approving acquisitions. It so happens in most cases that the
board takes up the issue of acquisition only when the process has
been set in motion and substantially gone through by the manage-
ment. It will lead to terrible embarrassment both to the CEO and
the board if the halfway-gone-through proposal has to be shelved.
More of these none-too-worthy proposed acquisitions have to be
accepted because of these predicaments.
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+ A board should anticipate business events

An efficient board should be able to anticipate business events

that would spell success or lead to disaster if proper measures are @

not adopted in time. The directors should be alert to such ensur-
ing situations and be ready with the strategy to meet them so that
either way the company stands to gain.

4.2.6 Qualification of a Board of Director

To be appointed as a director of a company, public authorities
prescribe some qualifications.

“No corporate, association, or firm can be appointed as director
of a company.” A director must (i) be an individual; (ii) be com-
petent to enter into a contract; and (iii) hold a share qualification,
if so, required by the Articles of Association. As there are qualifi-
cations for being a director, there are some disqualifications too.

The following persons are disqualified for appointment as the
director of a company: (i) A person of unsound mind; (ii) an un-
discharged insolvent or one whose petition for declaring himself
so is pending in a court; (ii1) a person who has been convicted by
a Court for any offense involving moral turpitude; (IV) A person
whose calls in respect of shares of the company are held for more
than 6 months have been in arrears; and (v) a person who is dis-
qualified for appointment as director by an order of the Court on
grounds of fraud or misfeasance in relation to the company. And,
of course, the directors can be removed by (i) the shareholders;
(1) the Central (Federal Government; and (iii) The Company Law
Board.

4.2.7 Powers of the Board

Under Section 292 of the Companies Act, it is stipulated that a
company’s board of directors shall exercise the following powers
on behalf of the company by means of resolutions passed at the
meeting of the board: (i) make calls on the shareholders in respect
of money unpaid on their shares; (ii) issue debentures; (iii) bor-
row money otherwise (for example, through public deposits); (iv)
invest the funds of the company; and (v) make loans.

Furthermore, there are certain other powers specified by the
Companies Act under various sections that shall be exercised by
the board of directors only at the meeting of the board. These
powers include: (i) to fill vacancies in the board; (ii) to sanction
or give assent for receiving the notice of disclosure of directors’
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interest in any contract or arrangement with the company; (iv)
to receive the notice of disclosure of shareholdings of directors;
(v) to appoint as managing director or manager a person who is
already holding such a post in another company; and (vi) to make
investments in companies in the same group.

Every resolution delegating the power to borrow money, other
than debentures, shall specify the total amount outstanding at any
time up to which money may be borrowed by the delegate. Like-
wise, every resolution delegating the power to invest the funds
of the company shall specify (i) the total amount up to which
the funds may be invested; and (ii) the nature of the investments
which may be made by the delegate. So, every resolution dele-
gating the power to make loans shall specify: (i) the total amount
up to which loans may be made by the delegate; (ii) the purposes
for which the loans may be made; and (ii1) the maximum amount
of loans which may be made for each such purpose in individual
cases.

Key functions of the board of directors:

+ Reviewing and guiding corporate strategy, major plans of ac-
tion, risk policy, annual budgets, and business plans, setting
performance objectives, monitoring implementation, and
corporate performance, and overseeing major capital expen-
ditures, acquisitions and divestments.

+ Monitoring the effectiveness of the listed entity’s governance
practices and making changes as needed. Selecting, compen-
sating, monitoring, and, when necessary, replacing key man-
agerial personnel and overseeing succession planning.

+ Aligning key managerial personnel and remuneration of the
board of directors with the longer-term interests of the listed
entity and its shareholders.

+ Ensuring a transparent nomination process for the board of
directors with the diversity of thought, experience, knowl-
edge, perspective, and gender in the board of directors.

+ Monitoring and managing potential conflicts of interest of
management, members of the board of directors, and share-
holders, including misuse of corporate assets and abuse in
related party transactions.

+ Ensuring the integrity of the listed entity’s accounting and
financial reporting systems, including the independent audit,
and that appropriate systems of control are in place, in partic-
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ular, systems for risk management, financial and operational
control, and compliance with the law and relevant standards.

+ Overseeing the process of disclosure and communications.

+ Monitoring and reviewing the board of directors’ evaluation
framework.

4.2.8 Key Responsibilities of BODs

Directors are in a position of trust and are in charge of the
affairs of the company. They may take advantage of their posi-
tion in order to profit at the expense of their company, and thus
the shareholders of the company. As a result, the law imposes
a number of duties, burdens, and responsibilities on directors in
order to prevent abuse. Much of company law can be viewed as a
balancing act between allowing directors to profitably manage the
company’s business and preventing them from abusing this free-
dom. Directors are responsible for maintaining proper accounting
records. The primary responsibilities of BODs are as follows:

¢ The directors must always use their powers for a ‘proper pur-
pose,’ that is, to further the reason for which the shareholders
gave them those powers.

¢ Directors must act in good faith in what they honestly be-
lieve is in the best interests of the company, not for any other
reason. This means that, in the event of a conflict of interest
between the interests of the company and their own.

¢ The directors must always favour the company.

¢ Directors must exercise due skill and care, and they must
consider the interests of the company’s employees.

Other responsibilities:

a. The board of directors shall provide strategic guidance to
the listed entity, ensure effective monitoring of the man-
agement, and shall be accountable to the listed entity and
the shareholders.

b. The board of directors shall set a corporate culture and the
values by which executives throughout a group shall be-
have. Members of the board of directors shall act on a fully
informed basis, in good faith, with due diligence and care,
and in the best interest of the listed entity and the share-
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holders.

The board of directors shall encourage continuing direc-
tors’ training to ensure that the members of the board of
directors are kept up to date.

Where decisions of the board of directors may affect differ-
ent shareholder groups the board of directors shall treat all
shareholders fairly.

The board of directors shall maintain high ethical standards
and shall take into account the interests of stakeholders.

The board of directors shall exercise objective independent
judgment on corporate affairs.

The board of directors shall consider assigning a sufficient
number of non-executive members of the board of direc-
tors capable of exercising independent judgment to tasks
where there is a potential for conflict of interest.

The board of directors shall ensure that, while rightly en-
couraging positive thinking, these do not result in over-op-
timism that either leads to significant risks not being rec-
ognised or exposes the listed entity to excessive risk.

The board of directors shall have the ability to ‘step back to
assist executive management by challenging the assump-
tions underlying: strategy, strategic initiatives (such as ac-
quisitions), risk appetite, exposures, and the key areas of
the listed entity’s focus.

When committees of the board of directors are established,
their mandate, composition, and working procedures shall
be well-defined and disclosed by the board of directors.

Members of the board of directors shall be able to commit
themselves effectively to their responsibilities.

In order to fulfil their responsibilities, members of the
board of directors shall have access to accurate, relevant,
and timely information.

. The board of directors and senior management shall facil-

itate the independent directors to perform their role effec-
tively as a member of the board of directors and also a
member of a committee of the board of directors.




4.2.9 Board Committees

The Board will constitute sub-committees to focus on specific 1
areas and make informed decisions within the authority delegat-
ed to each of the Committees. Each Committee of the Board is o
guided by its charter, which defines the scope, powers, and com-
position of the Committee. All decisions and recommendations I
of the Committees are placed before the Board for information
or approval.

+ Sub-committees

The sub-committees are:

1. Audit Committee

2. Nomination and Remuneration Committee

3. Risk management Committee

4. Corporate Social Responsibility and ESG Committee
5. Stakeholders Relationship Committee

Almost all the committees on corporate governance at the
global and national level has high-lighted the role and the im-
portance of the board of directors and the board committees in
this respect. Among the three aspects considered by the Cadbury

Committee the first were the structure, the role and the respon- ;
sibilities of board of directors, followed by the role of auditors + Cadbury committee
and the responsibility of accounting profession and the rights and ®==

responsibilities of the shareholders in a company as investors. In I

this aspect the committee examined the issue of, board composi-
tion, board structure, role of independent directors, internal con-
trol system, board committee, Chairman’s role. Secretary’s role,
training to the board of directors, etc., and made the following
recommendations:

¢ The board must compose of an optimum number of exec-
utive and non-executive directors. The executive directors
must have good knowledge of business and the non-exec-
utive directors have a broader view about the activities of
the company and the environment in which the company is
working.

+ The executive and non-executive directors must work to-
gether with one objective of maximising the shareholder’s
wealth.

¢ All board members will have equal responsibility in the ac-
tions of company board.
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The Non-executive directors will have additional responsi-
bilities of reviewing the performance of the executive direc-
tors in addition to reviewing the performance of the board as
such and must take a lead when potential conflict of interest
arises.

The chairman is primarily responsible for the working of the
board and also in ensuring that all executive and non-execu-
tive directors are encouraged to play their full role.

The Non-executive directors should bring an independent
judgement on the issues of strategy formulation, perfor-
mance resource use and fixing the standard of performance.

There should be a formal selection process of the non-exec-
utive directors to ensure the independence of them through a
nomination committee.

The independent directors must be allowed to seek outside
professional advice on issues related to the company at the
company’s cost, whatever necessary.

Sufficient training must be given to the directors for improv-
ing their performance.

The board should recognise the importance of the finance
function by making it the designed responsibility of a non-ex-
ecutive director who should be a signatory of the annual re-
port and accounts on the behalf of the boards.

There must be a board committee such as audit committee,
nomination committee, remuneration committees, etc., for
the effective functioning of these activities.

The audit committee should be formally constituted to en-
sure that they have a clear relationship with the boards to
whom they are answerable and to whom they should report
regularly. They should be given written terms of reference
which deal adequately with their membership, authority and
duties, and they should normally meet at least twice a year.

The audit committee must have three independent directors
only.

The company secretary has a key role in ensuring that the
board procedures are strictly followed.
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¢ The remuneration of both the executive and the executive
directors must be clearly disclosed in the annual report.

+ The financial report should be presented in a balanced and
understandable manner to the shareholders and should en-
sure the highest level of disclosure, the financial reporting
council must develop a format for this purpose and all listed
companies must follow it.

¢ The nomination committee should have a majority of non-ex-
ecutive directors on it and be chaired either by the Chairman
or a non-executive director.

Summarised Overview

In the new era, the board of directors has to shoulder larger responsibilities to meet
the increasing demand of the market place. Running a corporation only to earn profits
for the shareholders is an old concept. In today’s world, the corporate as a social entity,
has to look beyond its shareholders, to embrace all stakeholders and to perform its ethi-
cal obligations to society through corporate governance practices. The need to have pro-
active, socially conscious and upright board of directors to guide and run corporations
is keenly felt not only in the United States, Europe and Australia, but also in developing
countries like India and South Korea. Several corporate bodies such as Tata Steel, Info-
sys Technologies, ICICI, Dr. Reddy’s Labs and Orchid Chemicals not only project but
also promote corporate governance practices all around them by their shining examples.
The board of directors is expected to play a powerful role in such a metamorphosis the
world is waiting to see happen.

Self-assessment Questions

1. Who is the board of directors?

2. What are the duties of a Board of Directors?

3. Explain the powers of a Board of Directors?

4. Write about the Board Committee.

5. What is corporate excellence?

6. What is the importance of corporate excellence?

7. What are the role Board of Directors on corporate excellence?
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Assignments

Prepare a short note on the roles of the Board of Directors.
Explain the powers of the board of directors in detail.

Explain the functions of the board committees in connection with public sector
organizations in Kerala.

How does an organization gain corporate excellence?
Write a note on the importance of corporate excellence?

Explain the qualifications and disqualifications of board directors.
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Space for Learner Engagement for Objective Questions

Learners are encouraged to develop objective questions based on the content in the
paragraph as a sign of their comprehension of the content. The Learners may reflect on the
recap bullets and relate their understanding with the narrative in order to frame objective
questions from the given text. The University expects that 1 - 2 questions are developed for
each paragraph. The space given below can be used for listing the questions.
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