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Message for the Students

Dr. Babasaheb Ambedkar Open (University is the only state Open University,
established by the Government of Gujarat by the Act No. 14 of 1994 passed
by the Gujarat State Legislature; in the memory of the creator of Indian
Constitution and Bharat Ratna Dr. Babasaheb Ambedkar. We Stand at the
seventh position in terms of establishment of the Open Universities in the
country. The University provides as many as 54 courses including various
Certificate, Diploma, UG, PG as well as Doctoral to strengthen Higher
Education across the state.

On the occasion of the birth anniversary of Babasaheb Ambedkar, the Gujarat government secured a
quiet place with the latest convenience for University, and created a building with all the modern
amenities named ‘Jyotirmay’ Parisar. The Board of Management of the University has greatly contributed
to the making of the University and will continue to this by all the means.

Education is the perceived capital investment. Education can contribute more to improving the quality of
the people. Here I remember the educational philosophy laid down by Shri Swami Vivekananda:

“We want the education by which the character is formed, strength of mind is
Increased, the intellect is expand and by which one can stand on one’s own feet”.

In order to provide students with qualitative, skill and life oriented education at their threshold. Dr.
Babaasaheb Ambedkar Open University is dedicated to this very manifestation of education. The
university is incessantly working to provide higher education to the wider mass across the state of Gujarat
and prepare them to face day to day challenges and lead their lives with all the capacity for the upliftment
of the society in general and the nation in particular.

The university following the core motto ey uyze qu: does believe in offering

enriched curriculum to the student. The university has come up with lucid material for the better
understanding of the students in their concerned subject. With this, the university has widened scope for
those students who

are not able to continue with their education in regular/conventional mode. In every subject a dedicated
term for Self Learning Material comprising of Programme advisory committee members, content writers
and content and language reviewers has been formed to cater the needs of the students.

Matching with the pace of the digital world, the university has its own digital platform Omkar-e to
provide education through ICT. Very soon, the University going to offer new online Certificate and
Diploma programme on various subjects like Yoga, Naturopathy, and Indian Classical Dance etc. would
be available as elective also.

With all these efforts, Dr. Babasaheb Ambedkar Open University is in the process of being core centre of
Knowledge and Education and we invite you to join hands to this pious Yajna and bring the dreams of Dr.
Babasaheb Ambedkar of Harmonious Society come true.

v
Prof. Ami Upadhyay

Vice Chancellor,

Dr. Babasaheb Ambedkar Open University,
Ahmedabad.
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Unit -1
Introduction to Business Ethics

1.1 Introduction & Meaning of Business Ethics
1.2 Definition of Business Ethics

1.3 Nature and Scope of of Business Ethics

1.4 Characteristics of Business Ethics

1.5 Difference between Ethics and Morals

1.6 Importance of Ethics in Business

1.7 Ethical Issues in Modern Business

1.8 Conclusion

Exercise

1.1 Introduction & Meaning of Business Ethics :

Ethics can be understood in several ways. One common definition is that it
refers to the principles of conduct that guide an individual or a group. The rules by
which a person governs their personal life are known as personal ethics, while
accounting ethics refers to the codes that guide the professional conduct of
accountants. In a broader sense, ethics is often defined as the study of morality.
Although related, ethics is not the same as morality. Ethics involves examining moral
principles, it is both an investigative process and the conclusions that arise from it.
The term "ethics" comes from the Latin Ethicus and the Greek Ethicos, both derived

from ethos, meaning character or manners.

Acloselyrelated term often used interchangeably with ethics is "morality," but
the two are distinct. Morality comes from the Latin word Moralis, meaning behavior.
Ethico-moral actions, therefore, relate to actions shaped by character and expressed
through behavior. Behavior is typically external; it reflects how a person responds in
mteractions with others. Ideally, behavior mirrors one's character, but this is not always
the case. People may act contrary to their character under pressure; for example, an
honest person might behave dishonestly in stressful situations, or an unethical person
might occasionally act ethically. In many cases, behavior is influenced more by

circumstances and strategies than by underlying character.

Corporate Governance and
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For instance, an air hostess is expected to smile during interactions with
passengers. Even in situations where smiling may feel difficult, job requirements compel
her to maintain a pleasant demeanor. This illustrates how behavior can be shaped by

external expectations rather than internal feelings.

Ethics and ethical behavior, which reflect moral principles and values, apply
not only to personal life but also to society and business. In personal life, ethics refers
to the standards that guide an individual's conduct based on their values. In society
and business, ethics helps determine what is right or wrong in specific situations and
guides decision-making accordingly. When choices align with one's sense of fairness
and justice, they often lead to satisfaction and a sense of well-being. These choices

are shaped by personal moral understanding and emotions.

However, moral values can vary between individuals and across situations. As
aresult, ethical behavior does not always follow a fixed set of rules like laws do, as
long as actions do not harm others or society. Ethics can therefore be seen as a
process of self-guidance and self-regulation, helping individuals make decisions that

align with their moral principles and bring personal satisfaction.

Ethics is fundamentally a value-based approach to life and plays a key role in
personal fulfilment and success. It is a system of moral principles that promotes fairness,
justice, and integrity in actions. Beyond individual behavior, ethics also governs
professional and organizational conduct, ensuring that the interests of all stakeholders
are protected. It lies at the core of how people respond to situations, influencing

whether they feel satisfied or dissatisfied with their actions.

Ethical issues revolve around the morality and fairness of decisions and their
consequences. Over time, they become part ofa person's character, influencing their
reasoning, judgment, and actions. Ethics is also essential for maintaining stability,
growth, and harmony within society, businesses, and institutions. It helps define what
is considered acceptable or unacceptable behavior and encourages adherence to

these standards.

As a discipline, ethics examines both individual and collective moral standards.
It evaluates how these standards affect others and whether they are reasonable or
justified. Determining ethical behavior involves assessing not only the logic behind
actions but also their fairness, virtue, and moral justification. This is especially complex
in business contexts, where decisions are influenced by human limitations and varying

moral perspectives.



1.2

Definition of Business Ethics :

"Ethics may be defined as philosophical enquiry into the nature and

grounds of morality."
- Paul W. Taylor

"Ethics is the art of human living and its result should be ease in being

good men in every circumstances."
- Thomas Higgins

"Ethics is an application of moral values or codes to complex problems
using a rational decision-making process. The outcome of this process

is usually a behaviour or set of behaviours."

- Churchill

1.3

Nature and Scope of of Business Ethics :

Deals with only human beings

Ethics is concerned exclusively with human actions because only humans
possess the ability to reason, make choices, and distinguish between right
and wrong. Unlike animals or machines, human beings are moral agents who
can reflect on their actions and be held accountable for them. Therefore,
ethics focuses on human behavior, intentions, and decisions in both personal

and social contexts.
Systematic knowledge of moral behavior and conduct

Ethics is not just a collection of opinions about right and wrong; it is a structured
and organized study of moral principles. It seeks to develop a coherent
framework for understanding what constitutes good or bad behavior. By
analyzing patterns, concepts, and theories, ethics provides a systematic way

to evaluate human conduct and guide decision-making.
A study within social science dealing with voluntary human conduct

Ethics falls under the domain of social sciences because it examines human
behavior within society. Importantly, it deals only with actions that are voluntary
those performed out of free will rather than under compulsion or coercion.
Moral responsibility arises only when individuals have the freedomto choose

their actions, making voluntariness a key condition for ethical evaluation.

Corporate Governance and
Business Ethics



Corporate Governance and
Business Ethics

Focus on moral judgments of voluntary conduct

Ethics involves making judgments about whether a particular action is right
or wrong, fair or unfair, just or unjust. These judgments are applied to actions
that individuals consciously choose to perform. Ethics, therefore, evaluates

not just actions themselves but also the intentions and reasoning behind them.
Technological advancements have led to ethical dilemmas

Rapid developments in technology, such as artificial intelligence, biotechnology,
data surveillance, and social media, have created new situations where
traditional moral guidelines may not be sufficient. These advancements raise
complex ethical questions about privacy, security, autonomy, and the impact
on society, often forcing individuals and organizations to make difficult choices

between competing values.
Conflict between profit maximization and social responsibility

In business, there is often tension between the goal of maximizing profits and
the need to fulfil social responsibilities, such as environmental protection, fair
labour practices, and community welfare. While both objectives are
important, pursuing maximum profit can sometimes conflict with ethical
considerations. Balancing these competing goals is a central challenge in

business ethics, requiring thoughtful decision-making and prioritization.
A normative science concerned with 'what ought to be'

Ethics is a normative discipline, meaning it prescribes standards and ideals
about how people should behave rather than merely describing how they
actually behave. Unlike descriptive sciences that focus on facts, ethics
emphasizes values, principles, and guidelines for right conduct. It seeks to
answer questions about what is morally right, what duties individuals have,

and how they ought to act in various situations.

1.4

Characteristics of Business Ethics :

Based on Moral Principles

Business ethics are based on moral values such as honesty, integrity, fairness,
respect, and responsibility. These principles help businesses determine what
is right and wrong in their operations. Ethical organizations avoid dishonest
activities like fraud, corruption, cheating, and exploitation. Moral principles

create trust among customers, employees, and society.



Guides Business Behavior

Business ethics provide guidelines for the conduct and behavior of people
working in an organization. They help employees and managers understand
how they should deal with customers, competitors, suppliers, and society.
Ethical guidelines ensure that business activities are carried out in a fair and

lawful manner.
Applicable to All Levels of Organization

Business ethics are not limited to top management only. They apply to every
individual in the organization, including directors, managers, supervisors, and
employees. Every person is expected to follow ethical standards while
performing their duties. Ethical behavior at all levels creates a disciplined

and trustworthy workplace.
Promotes Fairness and Justice

Ethics encourage businesses to treat all stakeholders fairly. Employees should
receive fair wages and equal opportunities. Customers should receive quality
products at reasonable prices. Suppliers and investors should also be treated

honestly. Fairness helps build strong and long-lasting relationships.
Dynamic in Nature

Business ethics are not fixed forever. They change according to social values,
legal requirements, economic conditions, and technological developments.
Practices considered acceptable in the past may become unethical today.

Therefore, organizations must continuously update their ethical standards.
Voluntary Practice

Many ethical practices are followed voluntarily by organizations, even when
they are not legally required. Companies adopt ethical behavior because it
improves reputation, customer trust, and employee satisfaction. Ethical

organizations go beyond legal obligations to do what is morally correct.
Improves Reputation and Goodwill

A business that follows ethical practices earns a good reputation in the market.
Customers prefer companies that are honest and socially responsible. Ethical
behavior improves public image and increases customer loyalty. A strong

reputation also attracts investors and talented employees.

Corporate Governance and
Business Ethics



Corporate Governance and
Business Ethics

10.

11.

12.

13.

Ensures Social Responsibility

Business ethics encourage organizations to work for the welfare of society.
Ethical companies participate in activities such as environmental protection,
charitable work, employee welfare, and community development. Businesses
understand that they are responsible not only for profits but also for social

well-being.
Helps in Decision-Making

Business managers often face situations where they must choose between
profit and ethical values. Ethics provide a framework for making correct and
fair decisions. Ethical decision-making reduces conflicts and ensures that

actions are morally acceptable and socially responsible.
Creates Healthy Work Culture

Ethical practices help create a positive and healthy working environment.
Employees feel respected, secure, and motivated in an ethical organization.
Trust, cooperation, discipline, and teamwork increase when ethical values

are followed. This improves overall organizational performance.
Focuses on Long-Term Success

Business ethics emphasize sustainable growth and long-term success instead
of short-term profits. Unethical practices may provide temporary gains but
can damage reputation and lead to legal problems in the future. Ethical

organizations build lasting relationships and stable growth.
Builds Trust and Loyalty

Ethical conduct helps businesses gain the trust of customers, employees,
investors, and suppliers. Customers remain loyal to companies that provide
honest services and quality products. Employees also feel committed to

organizations that treat them fairly and ethically.
Reduces Legal and Financial Risks

Following ethical standards helps organizations avoid illegal activities such
as fraud, bribery, corruption, and tax evasion. Ethical businesses are less
likely to face lawsuits, penalties, and government actions. This protects the

company from financial losses and damage to reputation.



14. Universalin Nature

Certain ethical values such as honesty, transparency, fairness, and respect
are accepted worldwide. Though business practices may differ across
countries, basic ethical principles remain common. Ethical standards help

multinational companies maintain responsible operations globally.
15. Supports Corporate Governance

Business ethics strengthen corporate governance by promoting accountability,
transparency, and responsible management. Ethical companies maintain
proper records, disclose accurate information, and protect shareholder
interests. Good corporate governance increases investor confidence and

organizational stability.

1.5 Difference between Ethics and Morals :

Ethics and morals are closely related concepts, and in everyday language
they are often used interchangeably. However, in a more precise sense, they differ

in origin, scope, and application.

Morals refer to the beliefs, values, and principles about right and wrong that
an individual develops over time. These are shaped by culture, religion, family,
upbringing, and personal experiences. Morals are internal and subjective; they
guide a person's conscience and influence how they feel about their own actions.
For example, a person may believe that lying is always wrong based on their moral

values, even if circumstances might justify it to others.

Ethics, on the other hand, are more systematic and structured. They are
external standards or rules that govern behavior within a group, profession, or
society. Ethics are often codified, such as professional codes of conduct for doctors,
lawyers, or accountants, and are meant to ensure fairness, consistency, and
accountability. Unlike morals, which can vary widely between individuals, ethics

aim to establish common guidelines that apply to everyone within a particular context.

Another key difference lies in their nature. Morals are personal and internal,
while ethics are social and external. Morals arise from an individual's sense of right
and wrong, whereas ethics are formulated through collective reasoning and agreement

within a society or profession.

Corporate Governance and
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There is also a difference in flexibility. Morals tend to be relatively stable
because they are deeply rooted in personal beliefs. Ethics, however, can evolve
more readily in response to changes in society, law, and professional practices.
For instance, ethical standards in areas like data privacy or medical research have

changed significantly with technological advancements.

In terms of application, morals guide personal conduct, while ethics guide
professional and social behavior. A person might face a situation where their personal
morals conflict with professional ethics, for example, a lawyer defending a client
they personally believe to be guilty. In such cases, ethics provide a framework for

action even when personal beliefs differ.

Despite these differences, ethics and morals are interconnected. Ethics often
draw upon widely accepted moral values, and moral beliefs can influence the
development of ethical standards. Both ultimately aim to promote good conduct,

fairness, and well-being in individual and collective life.

In summary, morals are individual beliefs about right and wrong, while ethics
are organized principles that guide behavior within a group or society. Together, they

shape how people think, decide, and act in both personal and professional contexts.

1.6 Importance of Ethics in Business :

1)  Builds Trust and Reputation

Ethical business practices create a strong foundation oftrust among customers,
investors, employees, and other stakeholders. When a company is honest,
transparent, and consistent in its actions, it earns credibility in the market. A
good reputation attracts loyal customers, enhances brand value, and provides
a competitive advantage. On the other hand, unethical behavior can quickly

damage public image and take years to rebuild trust.
2)  Ensures Long-Term Sustainability

Ethics supports long-term success rather than short-term gains. Businesses
that follow ethical principles avoid practices that may bring immediate profit
but lead to future losses, legal penalties, or reputational harm. By focusing
on fairness, responsibility, and accountability, ethical organizations build stable

relationships and ensure continuous growth and survival.



3)

4)

5)

Promotes Fair Decision-Making

Ethics provides a framework for making balanced and just decisions,
especially in complex situations where laws may not give clear guidance. It
helps managers and employees evaluate the consequences of their actions
on all stakeholders. This reduces bias, discrimination, and unfair treatment,

ensuring decisions are made with integrity and responsibility.
Enhances Employee Morale and Work Culture

Aworkplace guided by ethical values such as respect, honesty, and fairness
fosters a positive organizational culture. Employees feel safe, valued, and
motivated, which improves job satisfaction and productivity. Ethical practices
also reduce conflicts, promote teamwork, and help in retaining talented

employees.
Strengthens Social Responsibility

Ethical businesses recognize their role in society and act responsibly toward
the environment, consumers, and the community. They avoid harmful
practices, support sustainable development, and contribute to social welfare.
This not only benefits society but also improves the company's image and
relationship with the public, creating a win-win situation for both business

and society.

1.7

Ethical Issues in modern business :

Ethical issues in modern business have become more complex due to

globalization, technological advancement, and increasing stakeholder expectations.

These issues arise when businesses face conflicts between profit motives and moral

responsibilities. Some key ethical concerns are discussed below:

1)

2)

Data Privacy and Cybersecurity

With the rise of digital platforms, businesses collect vast amounts of personal
data. Ethical concerns arise regarding how this data is collected, stored, and
used. Misuse of customer information, lack of transparency, or weak data

protection can lead to breaches of privacy and loss of trust.
Environmental Responsibility

Businesses today are expected to operate sustainably. Ethical issues emerge

Corporate Governance and
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3)

4)

5)

6)

7)

when companies prioritize profits over environmental protection, such as
pollution, excessive resource use, and ignoring climate impact. The challenge

is to balance economic growth with ecological responsibility.
Labour Practices and Employee Rights

Unfair wages, poor working conditions, discrimination, and exploitation of
workers are major ethical concerns. In global supply chains, companies
may outsource production to regions with weaker labour laws, raising

questions about their responsibility toward workers' welfare.
Corporate Governance and Transparency

Issues like fraud, corruption, insider trading, and manipulation of financial
statements undermine trust in businesses. Ethical governance requires honesty;,

accountability, and transparency in decision-making and reporting.
Consumer Protection and Fair Practices

Misleading advertisements, unsafe products, price manipulation, and hidden
terms are unethical practices that harm consumers. Businesses are expected
to provide accurate information and ensure product safety and fairness in

transactions.
Use of Technology and Artificial Intelligence

The use of Al and automation raises ethical questions about job displacement,
algorithmic bias, and decision-making without human oversight. Companies
must ensure that technology is used responsibly and does not create unfair

outcomes.
Conflict Between Profit and Social Responsibility

Businesses often face dilemmas where maximizing profits may conflict with
ethical obligations toward society. For example, cutting costs might involve
compromising on quality or employee welfare. Ethical businesses strive to

balance profitability with social good.

1.8

Conclusion :

Business ethics play a vital role in the successful functioning and growth of

modern organizations. In today's competitive and global business environment,



companies are expected not only to earn profits but also to conduct their activities
in a fair, honest, and socially responsible manner. Business ethics provide the moral
principles and standards that guide the behavior of individuals and organizations in

the business world.

Ethical practices help businesses maintain honesty, integrity, transparency, and
accountability in all their operations. When organizations follow ethical principles, they
avoid unfair practices such as fraud, corruption, bribery, exploitation, false advertising,
and discrimination. This creates trust among customers, employees, investors, suppliers,
and society. Trust is one of the most valuable assets for any organization because it

strengthens long-term relationships and increases customer loyalty.

Business ethics also contribute to building a positive corporate image and
reputation. Companies known for ethical behavior are respected by the public and
often gain a competitive advantage in the market. Customers prefer to deal with
organizations that are honest and responsible. Similarly, investors are more willing
to invest in companies that follow ethical standards and maintain transparency in

their financial and managerial practices.
Q.1 Multiple Choice Questions (MCQS)

1. Which ofthe following is a major ethical concern related to technology

in business?
a) Increasing profits
b) Data privacy and cybersecurity
c) Expanding markets
d) Productpackaging
Answer: b) Data privacy and cybersecurity
2. Environmental ethics in business mainly deals with:
a) Employee salaries b) Customer satisfaction
c) Sustainable use of resources d) Market competition

Answer: c) Sustainable use of resources

Corporate Governance and
Business Ethics
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3. Which of'the following is an example of unethical labor practice?
a) Providing bonuses b) Fair wages
c) Safe working conditions d) Exploitation of workers
Answer: d) Exploitation of workers

4. Insider trading is related to:
a) Environmental issues b) Corporate governance
c) Laborlaws d) Marketing ethics
Answer: b) Corporate governance

5. Misleading advertisements are an issue of:
a) Employee rights b) Consumer protection
¢) Environmental ethics d) Technology ethics
Answer: b) Consumer protection

6. Algorithmic bias is associated with:
a) Labor practices b) Artificial intelligence
c) Environmental issues d) Corporate finance
Answer: b) Artificial intelligence

7. Outsourcing to countries with weak labor laws raises concerns about:
a) Pricing strategy b) Employee rights
c) Product quality d) Advertising
Answer: b) Employee rights

8. Which of the following best reflects ethical corporate governance?
a) Secrecy in financial records
b) Transparency and accountability
c) Profit maximization only
d) Ignoring regulations

Answer: b) Transparency and accountability

12



9.

10.

Cutting costs by reducing product quality is an example of:

a) Ethical decision-making b) Social responsibility
c) Profit vs ethics conflict d) Innovation
Answer: ¢) Profit vs ethics conflict

The main goal of business ethics is to:

a) Maximize profits at any cost

b) Eliminate competition

c) Balance profit with responsibility

d) Avoid customers

Answer: ¢) Balance profit with responsibility

Q.2 Fillin the Blanks

1.

Ethical issues in modern business have increased due to --------- and

globalization.

Answer: technological advancement

Misuse of personal data leads to concerns about --------- .
Answer: privacy

Pollution and resource overuse are related to ---------- responsibility.
Answer: environmental

Fair wages and safe conditions relate to ---------- practices.
Answer: labor

Fraud and corruption are issues of ---------- governance.
Answer: corporate

False advertising harms ------- .

Answer: consumers

Al-related ethical issues include -------- bias.

Answer: algorithmic

Corporate Governance and
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Q.3

8.

9.

10.

Businesses must balance profit with ------- responsibility.
Answer: social

Ethical businesses ensure --------- __in their dealings.
Answer: transparency

Weak cybersecurity can lead to data ------ .

Answer: breaches

True or False

1.

10.

Ethical issues arise only in large businesses.

Answer: False

Data privacy is an important ethical concern in modern business.
Answer: True

Environmental responsibility has no relation to ethics.

Answer: False

Fair labor practices are part of business ethics.

Answer: True

Insider trading is considered ethical.

Answer: False

Al has no ethical implications.

Answer: False

Transparency is a key aspect of corporate governance.

Answer: True

Misleading advertisements are acceptable in business.

Answer: False

Profit and ethics always go hand in hand without conflict.
Answer: False

Ethical businesses consider the impact of their actions on society.

Answer: True



Q.4 Short Questions

Q.5

1. What is meant by Business Ethics?

2. Define Business Ethics.

3. State any two features of Business Ethics.

4. What is the meaning of ethics?

5. What are morals?

6. Give any two differences between ethics and morals.

7.  What is ethical behavior in business?

8. State the nature of Business Ethics.

9. Mention any two objectives of Business Ethics.

10. What is the scope of Business Ethics?

11. State any two characteristics of Business Ethics.

12. Why are ethics important in business?

13. What is corporate social responsibility?

14. Mention any two ethical issues in modern business.

Long Questions

1. Explain the meaning and concept of Business Ethics in detail.
2. Define Business Ethics and explain its objectives.

3. Discuss the nature and scope of Business Ethics.

4. Explain the characteristics of Business Ethics in detail.

5. Differentiate between ethics and morals with suitable examples.
6. Explain the importance of ethics in business organizations.
7. Discuss the role of Business Ethics in modern business.

8. Explain various ethical issues faced by modern businesses.

sk sk sk sk sk skeoske sk sk
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Unit - 2
Values and Ethical Principles

2.1 Introduction and Meaning of Values

2.2 Types of Values: Personal, Social and Corporate

2.3 Core Ethical Principles: Honesty, Integrity and Fairness
2.4 Role of Values in Decision Making

2.5 Ethical Value System in Organization

Exercise

2.1 Introduction and Meaning of Values :

Values are fundamental beliefs or principles that guide human behavior, shape
attitudes, and influence decision-making. They act as internal standards that
individuals and societies use to judge what is right or wrong, good or bad, desirable
or undesirable. Although often abstract, values have a powerful impact on everyday
life, from personal choices to large-scale social systems. Understanding the concept
of values is essential for grasping how individuals function and how societies maintain

order and cohesion.

At the individual level, values are deeply held convictions that influence a
person's priorities and actions. For example, a person who values honesty is more
likely to tell the truth even in difficult situations, while someone who prioritizes
success may focus heavily on achievement and competition. These values are not
innate but are developed over time through socialization, experience, education,
and cultural exposure. Family, religion, peer groups, media, and institutions all play

arole in shaping what individuals come to regard as important.

Values serve several important functions in human life. First, they provide a
sense of direction and purpose. By establishing what matters most, values help
individuals set goals and make decisions. When faced with choices, people often
rely on their values to determine the best course of action. For instance, a person
who values environmental sustainability might choose eco-friendly products, even

if they are more expensive. In this way, values act as a moral compass.



Second, values contribute to personal identity. They are closely tied to how
individuals see themselves and how they want to be perceived by others. A person
who values kindness, for example, may define themselves as compassionate and
caring. This connection between values and identity can create consistency in
behavior, as people strive to act in ways that align with their beliefs. When there is
a mismatch between values and actions, individuals may experience discomfort or

guilt, often referred to as cognitive dissonance.

At the societal level, values play a crucial role in maintaining social order.
Shared values, sometimes called cultural values, form the foundation of norms,
laws, and institutions. For example, many societies place a high value on justice
and equality, which is reflected in legal systems and human rights frameworks.
These shared beliefs help regulate behavior by establishing expectations about
what is acceptable and unacceptable. Without common values, social life would

become chaotic, as there would be no agreed-upon standards for conduct.

Values also vary across cultures and historical periods. What is considered
important in one society may not hold the same significance in another. For instance,
individualism is highly valued in many Western societies, emphasizing personal
freedom and independence. In contrast, collectivist cultures often prioritize
community, family, and social harmony. These differences highlight the relative nature
of values and the importance of cultural context in understanding them. Over time,
values can evolve as societies undergo social, economic, and technological changes.
For example, increasing awareness of environmental issues has led to a growing

global emphasis on sustainability.

Another important aspect of values is their classification. Values can be
broadly categorized into several types. Moral values, such as honesty, integrity,
and fairness, relate to principles of right and wrong. Social values, such as
cooperation and respect, guide interactions within a community. Personal values,
such as ambition or creativity, reflect individual preferences and aspirations. There
are also aesthetic values, which concern appreciation of beauty, and economic
values, which relate to wealth and material success. These categories often overlap,

and individuals typically hold a combination of different types of values.

Values are closely linked to attitudes and behavior, but the relationship is not

always straightforward. While values influence actions, other factors such as
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situational constraints, emotions, and social pressures can also play arole. For
example, a person may value honesty but still tell a lie to avoid hurting someone's
feelings or to escape punishment. This complexity suggests that values are guides
rather than absolute determinants of behavior. Nevertheless, they remain a key

factor in understanding why people act the way they do.

Contflicts between values are also common. Individuals may face situations
where two or more of their values come into opposition. For example, the value of
loyalty to a friend may conflict with the value of honesty if the friend has done
something wrong. Similarly, societies may struggle to balance values such as freedom
and security. Resolving such conflicts often requires careful consideration and

prioritization, highlighting the dynamic and sometimes challenging nature of values.

In addition, values can be both explicit and implicit. Explicit values are those
that individuals consciously endorse and can articulate, such as believing in equality
or freedom. Implicit values, on the other hand, may operate unconsciously, influencing
behavior without deliberate awareness. Recognizing and reflecting on one's values

can lead to greater self-understanding and more intentional decision-making.

Education plays a significant role in the development and transmission of
values. Schools are not only centres for academic learning but also environments
where values such as discipline, cooperation, and respect are cultivated. Similarly,
media and popular culture contribute to shaping values by portraying certain
behavior and lifestyles as desirable or undesirable. This influence canbe both positive

and negative, depending on the messages conveyed.

In contemporary society, the discussion of values has gained increased
importance due to globalization and cultural interaction. As people from different
backgrounds come into closer contact, there is a greater need for mutual
understanding and respect for diverse value systems. At the same time, certain
universal values, such as human rights, are promoted as common standards that
transcend cultural differences. This balance between diversity and universality is a

central challenge in the modern world.

2.2 Types of Values: Personal, Social and Corporate :

Values can be classified into different types based on their nature, function,
and the areas of life they influence. This classification helps in understanding how

values operate in guiding human behavior and shaping both individual and social



life. Although these categories often overlap, discussing them separately provides

clarity.

1.

Moral Values

Moral values are concerned with principles of right and wrong behavior.
They form the ethical foundation ofhuman conduct and are often rooted in
cultural, religious, or philosophical traditions. Examples include honesty,
integrity, fairness, kindness, and justice. These values guide individuals in
making ethical decisions and help maintain trust and harmony in society. For
mstance, honesty promotes transparency in relationships, while justice ensures
fairness in social systems. Moral values are often reinforced through social

norms, laws, and moral education.
Social Values

Social values are those that regulate interactions among individuals within a
society. They emphasize the importance of maintaining social relationships
and cohesion. Examples include cooperation, respect, tolerance, responsibility,
and solidarity. These values enable people to live together peacefully and
work collectively toward common goals. For example, respect for others
fosters mutual understanding, while cooperation is essential in teamwork
and community development. Social values are learned through socialization

in families, schools, and communities.
Personal Values

Personal values are individual beliefs that reflect a person's preferences,
priorities, and aspirations. They vary widely from person to person and are
shaped by personal experiences and choices. Examples include ambition,
independence, creativity, self-discipline, and courage. These values influence
personal goals and life decisions, such as career choices or lifestyle
preferences. Personal values contribute significantly to one's identity and

sense of purpose.
Cultural Values

Cultural values are shared beliefs and practices that characterize a particular
group or society. They are deeply embedded in traditions, customs, and

collective history. For example, some cultures value collectivism and
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emphasize family and community, while others prioritize individualism and
personal freedom. Cultural values shape social norms, rituals, and institutions,
and they influence how people perceive the world and interact with others.
These values are transmitted across generations through language, traditions,

and education.
Religious or Spiritual Values

Religious values are derived from spiritual beliefs and teachings. They provide
moral guidance and often address questions about the meaning and purpose
of life. Examples include compassion, forgiveness, humility, faith, and
devotion. These values encourage ethical living and often promote a sense
of inner peace and community belonging. Religious values can influence laws,
customs, and individual behavior, especially in societies where religion plays

a central role.
Economic Values

Economic values relate to material wealth, resources, and financial well-
being. They include concepts such as efficiency, productivity, profitability,
and financial security. Individuals who prioritize economic values may focus
on career success, wealth accumulation, and resource management. At a
societal level, economic values influence policies, markets, and development
strategies. While important, an overemphasis on economic values can

sometimes lead to conflicts with moral or social values.
Aesthetic Values

Aesthetic values are concerned with the appreciation of beauty, art, and
creativity. They influence how individuals perceive and evaluate artistic
expressions, nature, and design. Examples include a love for music, literature,
visual arts, and natural landscapes. Aesthetic values enrich human experience
by promoting creativity and emotional expression. They also play arole in

cultural identity and heritage.
Political Values

Political values relate to governance, power, and the organization of society.
They include beliefs about freedom, equality, justice, democracy, and

authority. These values shape political systems, public policies, and civic



10.

11.

12.

participation. For example, a society that values democracy encourages
citizen involvement and free elections, while one that values authority may
emphasize order and control. Political values often reflect broader cultural

and social beliefs.
Educational Values

Educational values emphasize the importance of learning, knowledge, and
intellectual development. They include curiosity, critical thinking, discipline,
and lifelong learning. These values are essential for personal growth and
societal progress. Education systems are designed not only to impart
knowledge but also to instil these values in individuals, preparing them to

contribute effectively to society.
Environmental Values

Environmental values reflect concern for nature and the sustainability of the
planet. They include respect for the environment, conservation, and
responsibility toward future generations. As environmental issues such as
climate change and resource depletion become more pressing, these values
are gaining increasing importance. They influence individual behavior, such
as recycling and energy conservation, as well as government policies and

global initiatives.
Instrumental and Intrinsic Values

Values can also be classified as instrumental or intrinsic. Instrumental values
are those that serve as means to achieve other goals, such as hard work
leading to success. Intrinsic values, on the other hand, are valued for their
own sake, such as happiness, truth, or love. This distinction highlights the

different ways in which values function in guiding behavior.
Universal Values

Universal values are those considered important across different cultures
and societies. Examples include human dignity, peace, freedom, and equality.
These values form the basis ofinternational frameworks such as human rights.
While interpretations may vary, universal values aim to promote global

harmony and understanding.
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2.3 Core ethical principles: honesty, integrity, fairness :

The core ethical principles of honesty, integrity, and fairness are fundamental
to moral behavior and form the backbone of trust in both personal and professional
life. These principles are closely interconnected, yet each has its own distinct meaning

and role in guiding human conduct.

Honesty refers to truthfulness in words, actions, and intentions. It involves
being sincere, transparent, and free from deception. An honest person does not lie,
cheat, or mislead others, even when doing so might bring personal advantage.
Honesty is essential for building trust, as relationships-whether personal, social, or
professional depend on reliable and truthful communication. For example, in
academic settings, honesty means not engaging in plagiarism or cheating, while in
the workplace, it involves accurately reporting information and fulfilling
responsibilities without deceit. However, honesty is not always simple; situations
may arise where telling the truth could hurt someone's feelings or create conflict. In

such cases, honesty must be balanced with sensitivity and empathy.

Integrity goes a step further than honesty. It refers to the consistency of one's
actions with moral and ethical principles. A person with integrity does not merely
tell the truth but also lives according to strong moral values, even when no one is
watching. Integrity involves reliability, accountability, and a commitment to doing
what is right, regardless of external pressures or personal gain. For instance, a
person who refuses to engage in corruption despite facing financial difficulties
demonstrates integrity. It also includes keeping promises, taking responsibility for
one's actions, and standing by ethical principles in difficult situations. Integrity builds
a strong moral character and earns respect from others, as it reflects authenticity

and trustworthiness.

Fairness is the principle of treating others justly and equitably. It involves
impartiality, objectivity, and the avoidance of bias or favouritism. Fairness requires
that decisions be made based on consistent standards and that individuals be given
equal opportunities and consideration. In everyday life, fairness can be seen in
sharing resources equally, making unbiased judgments, and respecting the rights of
others. Inlegal and institutional contexts, fairness is closely linked to justice, ensuring

that laws and policies are applied equally to all individuals. For example, a teacher



who grades all students by the same criteria demonstrates fairness, while an employer
who offers equal opportunities regardless of background upholds this principle.
Fairness also requires recognizing differences in circumstances and, at times, ensuring

equity rather than strict equality.

These three principles are deeply interconnected. Honesty ensures that
information and intentions are truthful; integrity ensures that actions consistently
align with ethical standards; and fairness ensures that others are treated justly.
Together, they create a foundation for ethical behavior and social harmony. For
example, in a professional environment, honesty in communication, integrity in
decision-making, and fairness in treatment of colleagues contribute to a positive

and trustworthy workplace.

However, applying these principles is not always straightforward. Real-life
situations often involve ethical dilemmas where these values may conflict. For
instance, being completely honest might clash with being kind, or fairness may be
difficult to achieve in complex situations with unequal circumstances. In such cases,

ethical judgment and critical thinking are required to find a balanced approach.

In conclusion, honesty, integrity, and fairness are essential ethical principles
that guide individuals toward responsible and moral behavior. They foster trust,
strengthen relationships, and promote justice in society. By practicing these values

consistently, individuals contribute to a more ethical and harmonious world.

2.4 Role of values in decision making :

Values are essential guiding principles that influence how individuals make
choices in everyday life. They act as a moral compass, helping people evaluate
options, prioritize goals, and choose actions that align with their beliefs. Values
play a vital role in decision-making by providing direction, clarity, and ethical
grounding. They help individuals evaluate options, set priorities, maintain consistency,
and make responsible choices. Although conflicts between values can make decisions
challenging, they also promote thoughtful and balanced judgment. Ultimately, values
ensure that decisions are meaningful and aligned with what individuals and societies

consider important.

The role of values in decision-making can be better understood through the

following key points:
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Provide a Basis for Evaluating Choices

Values help individuals distinguish between what is right and wrong, acceptable
and unacceptable. When faced with multiple options, people rely on their

values to assess each alternative.

» For example, a person who values honesty will avoid decisions involving

decett.
» Values act as criteria for judging the desirability of outcomes.
Help in Setting Priorities

Decision-making often involves trade-offs. Values help determine which

option is more important.

» A person who values family may choose work-life balance over career

advancement.

» Someone who values success may prioritize professional growth over

leisure.
Ensure Consistency in Decisions

Values create a stable framework that leads to consistent behavior over

time.

» Individuals with strong values tend to make predictable and principled

decisions.

» Consistency builds trust and credibility in personal and professional

relationships.
Guide Ethical Decision-Making
Values play a crucial role in situations involving moral dilemmas.

» Principles like honesty, integrity, and fairness help individuals choose

ethically correct actions.
» Evenwhenrules are unclear, values provide direction.
Help Resolve Conflicts
Sometimes, decisions involve conflicting values.

» For example, honesty vs. kindness, or loyalty vs. fairness.



» Values help individuals weigh options and choose the most appropriate

course of action through careful judgment.
Influence Behavior Under Pressure
Values determine how individuals respond to social or external pressures.
» Strong values enable people to resist unethical practices.
»  Weak or unclear values may lead to poor or impulsive decisions.
Promote Long-Term Thinking

Values encourage individuals to consider long-term consequences rather than

short-term gains.
» For instance, environmental values promote sustainable decisions.

» Ethical values discourage actions that may bring immediate benefits but

cause future harm.
Shape Emotional Responses
Values influence how people feel about their decisions.
» Decisions aligned with values bring satisfaction and peace of mind.
» Decisions against values may lead to guilt, regret, or discomfort.
Support Organizational and Social Decisions
In groups, shared values guide collective decision-making.
» Organizations use core values to shape policies and actions.

» Societal values influence laws, norms, and public policies.

2.5

Ethical value system in organization :

An ethical value system in an organization refers to a structured set of moral

principles that guide behavior, decision-making, and interactions within the

workplace. It shapes the organizational culture, builds trust among stakeholders,

and ensures long-term sustainability. However, simply stating ethical values is not

enough-organizations must carefully establish and consistently practice them.

L.

1.

Setting an Ethical Value System

Define Clear Core Values
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Organizations must begin by identifying and articulating their core ethical

values, such as honesty, integrity, fairness, accountability, and respect.
» These values should reflect the organization's mission and vision.
» They must be simple, clear, and understandable to all employees.
Develop a Code of Ethics/Conduct

A formal code of'ethics translates values into actionable guidelines. It outlines
expected behavior, rules, and responsibilities.

» It should address issues like conflicts of interest, harassment, corruption,
and confidentiality.

» The code must be accessible and regularly updated.
Leadership Commitment

Ethical systems must be driven from the top.

» Leaders and managers should act as role models.

» Their behavior sets the tone for the entire organization.

»  Without leadership commitment, ethical values remain symbolic rather
than practical.

Employee Involvement

Including employees in the development of ethical standards increases
acceptance and ownership.

» Feedback from staff helps identify real ethical challenges.

» Participation fosters a sense of responsibility toward maintaining ethical
practices.

Align Values with Organizational Policies
Ethical values should be integrated into all policies and procedures.

» Recruitment, performance appraisal, promotions, and rewards must

reflect ethical considerations.
» This ensures consistency between stated values and actual practices.
Training and Awareness Programs

Organizations should educate employees about ethical values and expected
behavior.

» Regular training sessions help employees understand how to apply ethics

mreal situations.
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» Case studies and discussions can improve ethical decision-making skills.
Practicing an Ethical Value System

Lead by Example

Ethics must be demonstrated through actions, not just words.

» Leaders should consistently act with honesty and integrity.

» Employees are more likely to follow ethical practices when they see

them modeled.
Encourage Open Communication
A transparent environment supports ethical behavior.

» Employees should feel safe to express concerns or report unethical

conduct.
»  Open dialogue reduces misunderstandings and builds trust.
Establish Reporting Mechanisms

Organizations should provide secure and confidential channels for reporting

unethical behavior.
»  Whistleblower policies protect individuals who report misconduct.

» Anonymous reporting systems can encourage honesty without fear of

retaliation.
Enforce Accountability
Ethical standards must be enforced consistently.
» Violations should result in fair and appropriate consequences.

» No individual, regardless of position, should be exempt from ethical

rules.
Reward Ethical Behavior
Recognizing and rewarding ethical conduct reinforces positive behavior.

» Incentives, recognition programs, and performance evaluations should

mclude ethical criteria.

» This encourages employees to prioritize ethics alongside performance.
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Monitor and Evaluate Practices
Organizations must regularly assess their ethical environment.
» Audits, surveys, and feedback mechanisms help identify gaps.

» Continuous improvement ensures the system remains effective and

relevant.
Handle Ethical Dilemmas Effectively
Employees should be supported in resolving ethical conflicts.
» Clear guidelines and access to mentors or ethics committees can help.

» Encouraging critical thinking ensures better decision-making in complex

situations.

An ethical value system in an organization is not just a formal requirement
but a practical necessity for long-term success. It must be carefully established
through clear values, leadership commitment, and structured policies, and
actively practiced through consistent behavior, accountability, and continuous
improvement. When effectively implemented, an ethical value system
enhances trust, improves employee morale, and contributes to a positive

organizational reputation.

Exercise :

Q.1 Multiple Choice Questions (MCQs)

1. Which ofthe following is the first step in setting an ethical value system

in an organization?
a) Employee training b) Defining core values
¢) Monitoring performance d) Rewarding employees

Answer: b) Defining core values

2. A formal document outlining expected behavior in an organization is
called:

a) Mission statement b) Code ofethics
c) Business plan d) Audit report

Answer: b) Code of ethics
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Who plays the most important role in establishing ethical behavior in an

organization?
a) Customers b) Government
c) Leaders/Management d) Competitors

Answer: ¢) Leaders/Management

Which of'the following encourages employees to report unethical practices

safely?
a) Incentive plans b) Whistleblower policy
c) Marketing strategy d) Promotion policy

Answer: b) Whistleblower policy

Ethical values should be integrated into:

a)  Onlyrecruitment b) Onlytraining

c) Allorganizational policies d) Onlyleadership roles
Answer: ¢) All organizational policies

What is the main purpose of ethics training programs?

a) Increase profits

b) Improve technical skills

c) Educate employees about ethical behavior

d) Reduce workload

Answer: c¢) Educate employees about ethical behavior
Which of'the following best reflects ethical leadership?

a) Ignoring employee concerns b) Leading by example
c) Focusing only on profits d) Delegating all responsibilities
Answer: b) Leading by example

What ensures that ethical violations are handled properly?

a) Rewards b) Accountability

c) Marketing d) Innovation

Answer: b) Accountability
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9. Which of the following is a challenge in implementing ethical values?
a) Clear communication
b) Strong leadership
c) Conflict between profit and ethics
d) Employee participation
Answer: ¢) Conflict between profit and ethics
10. Monitoring and evaluating ethical practices helps to:
a) Reduce employee salaries
b) Improve and update ethical systems
c) Eliminate leadership roles
d) Increase competition

Answer: b) Improve and update ethical systems

Q.2 Fillin the Blanks

1. The of'ethics provides guidelines for employee behavior.
Answer: Code

2. Ethical values must be supported by strong commitment.
Answer: leadership

3. Employees should feel safe to report unethical conduct through

mechanisms.
Answer: reporting
4. Recognizing ethical behavior helps to positive conduct.
Answer: reinforce

5. Ethical values should align with organizational and

procedures.
Answer: policies
6. communication promotes transparency in the workplace.

Answer: Open
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7. A policy protects employees who report misconduct.
Answer: whistleblower

8. Regular programs help employees understand ethics.
Answer: training

9. Ethical dilemmas require careful and judgment.
Answer: thinking (or analysis)

10. Continuous ensures the effectiveness of ethical systems.
Answer: improvement

True or False

1. Ethical values are only important for top management.

Answer: False

2. A code ofethics helps define acceptable behavior in an organization.
Answer: True

3. Employees should be punished even without proof of misconduct.
Answer: False

4. Leadership behavior influences organizational ethics.

Answer: True

5. Ethical systems do not require regular updates.

Answer: False

6. Open communication can support ethical practices.

Answer: True

7. Profit is always more important than ethics in organizations.
Answer: False

8. Ethical training is unnecessary if employees are experienced.
Answer: False

9. Accountability ensures fair enforcement of ethical standards.

Answer: True
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10. Ethical values help build trust within organizations.

Answer: True

Q.4 Short Questions

1.

2.

3.

6.

What is meant by values?

Define personal values.

What are social values?

Define corporate values.

What is the meaning of ethical values?

State any two characteristics of values.

Q.5 Long Questions

1.

2.

Explain the meaning and importance of values in detail.

Discuss the different types of values: personal, social, and corporate

values.
Explain personal values and their role in human behavior.

Describe the importance of social values in society and business.
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Unit - 3
Ethical Decision Making

3.1 Introduction

3.2 Meaning of Ethical Decision Making

3.3 Steps in Ethical Decision-making Process

3.4 Ethical Dilemmas in Business

3.5 Factors Influencing Ethical Decisions

3.6 Role of Managers in Ethical Decision Making

Exercise

3.1 Introduction:

In modern business environment, decision-making plays an important role in
determining not only the success of an organization but also its reputation and
credibility. Every decision taken by a business reflects its values and priorities.
Today, success is not measured solely by profits or growth but also by the manner
in which those outcomes are achieved. Organizations are increasingly expected to

demonstrate responsibility, transparency, and fairness in their actions.

Businesses often encounter complex situations where multiple choices are
available, each involving different levels of risk, reward, and impact. In such
situations, decision-makers must go beyond financial considerations and carefully
evaluate what is ethically right and socially responsible. This needs to balance
profitability with moral responsibility gives rise to the importance of ethical decision-

making in business.

Ethics can be understood as a set of moral principles and values that guide
human behavior. In an organizational context, ethics help individuals and groups
act with honesty, fairness, integrity, and accountability. These principles act as a
guiding framework that supports decision-making in situations where right and

wrong are not always clearly defined.

A business does not operate in isolation; it is closely connected with a wide

range of stakeholders, including customers, employees, investors, suppliers,
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government authorities, and society at large. The way an organization treats these
stakeholders significantly influences its public image and long-term sustainability.
Ethical behavior fosters trust, strengthens relationships, and enhances the overall

credibility of the organization.

In many situations, managers and business leaders face intense pressure to
achieve targets, reduce operational costs, or outperform competitors. Under such
pressure, there may be a temptation to take shortcuts or make decisions that provide
immediate benefits but may be harmful in the long run. While such decisions may
lead to short-term gains, they can result in loss of trust, legal complications, and

damage to the organization's reputation.

Ethical decision-making encourages individuals to pause and reflect before
taking action. It involves carefully considering the consequences of decisions, not
only for the organization but also for all stakeholders involved. It promotes
responsible thinking, where long-term impacts are given more importance than

short-term advantages.

Organizations that consistently follow ethical practices tend to create a positive
work culture based on trust, respect, and fairness. Employees feel more valued
and motivated when they are treated ethically. Customers are more likely to remain
loyal to companies that demonstrate honesty and transparency. Investors also prefer
organizations that operate with integrity and accountability. Furthermore, society
benefits when businesses act responsibly and contribute positively to social and

environmental well-being.

On the contrary, unethical behavior can have serious consequences. It can
lead to loss of stakeholder trust, negative publicity, legal penalties, and financial
losses. In extreme cases, it can evenresult in the collapse of organizations. Therefore,
maintaining ethical standards is not just a moral obligation but also a strategic

necessity.

So, ethical decision-making is a fundamental component of good corporate
governance and responsible management. It ensures that organizations pursue their
goals without compromising on values such as fairness, honesty, and integrity. By
placing ethics at the core of their decision-making processes, businesses can build
strong relationships, enhance their reputation, and contribute to the creation ofa

sustainable society.



3.2 Meaning of ethical decision making :

Ethical decision-making refers to a thoughtful and systematic process through
which individuals select actions that are morally appropriate, fair, and responsible.
It involves identifying a situation that has ethical implications, carefully analyzing the
available choices, and choosing the option that aligns with accepted moral values
and principles. Rather than focusing only on personal benefit or organizational gain,
ethical decision-making emphasizes honesty, fairness, and accountability in every

action.

In simple terms, ethical decision-making means choosing what is right over
what is merely convenient or profitable. It requires people to evaluate the
consequences of their actions and ensure that their decisions do not harm others or

violate moral standards.

According to Trevino and Nelson, ethical decision-making includes
recognizing the presence of an ethical issue, evaluating alternative courses of action,
and selecting the option that is morally justified. This process goes beyond logical
reasoning and reflects an individual's integrity, character, and sense of responsibility.
Each decision carries consequences, and ethical decision-making encourages

individuals to think carefully about those consequences before acting.

In the context of business, ethical decision-making becomes especially
significant because organizational decisions affect a wide range of stakeholders.
Managers and employees frequently face situations where they must balance
competing interests. For instance, a marketing professional may need to decide
whether to present product information honestly or exaggerate claims to increase
sales. Similarly, a human resource manager must ensure fairness in hiring,
promotions, and employee treatment, while a finance professional must report
accurate financial information even when performance targets are not achieved.
These situations require individuals to make choices that reflect ethical judgment

rather than personal or organizational pressure.

It is important to note that ethical decision-making is not limited to following
laws or company rules. Laws establish the minimum acceptable standards of
behavior, but ethical responsibility often goes beyond legal compliance. A decision
may be legally correct but ethically questionable. For example, reducing product

quality to cut costs might be within legal limits, but it may negatively affect customers
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and damage trust. Ethical decision-making encourages individuals to think beyond

legality and consider moral responsibility.

Another essential element of ethical decision-making is stakeholder
consideration. Every business decision has an impact on various groups such as
customers, employees, investors, suppliers, and society. Ethical decision-makers
take into account the interests, rights, and expectations of these stakeholders before
making a final choice. By balancing these diverse interests, organizations can build

trust, maintain fairness, and achieve long-term success.

Furthermore, ethical decision-making contributes to the development ofa
strong organizational culture. When leaders consistently demonstrate ethical behavior,
employees are more likely to adopt similar values. This creates an environment of
transparency, accountability, and mutual respect. Employees become more
responsible in their actions, which reduces unethical practices and strengthens

teamwork.

Ethical decision-making also enhances an organization's reputation and
credibility. Companies that prioritize ethical practices are more likely to gain the
trust of customers, attract investors, and maintain positive relationships with
stakeholders. Over time, this trust becomes a valuable asset that supports sustainable

growth and long-term success.

In conclusion, ethical decision-making is not merely about avoiding unethical
actions or complying with rules. It is about consciously choosing to act with honesty,
fairness, and responsibility in all situations. By adopting ethical decision-making
practices, organizations not only achieve their goals but also contribute to a more

just, trustworthy, and socially responsible business environment.

3.3 Steps in ethical decision-making process :

Ethical decision-making is a systematic and carefully structured process that
enables individuals to choose actions that are morally appropriate, fair, and
responsible. In modern business organizations, managers and employees frequently
face situations where their decisions have far-reaching consequences and can impact
a wide range of stakeholders such as customers, employees, suppliers, investors,
and society at large. These situations are often complex and involve competing
interests, making it essential to adopt a logical and well-organized approach.

Following a proper ethical decision-making process helps individuals avoid impulsive



Corporate Governance and
Business Ethics

or biased decisions and ensures that their actions are aligned with ethical values,

organizational standards, and social expectations.

The ethical decision-making process consists of several important steps that guide
individuals in understanding the situation, evaluating alternatives, and selecting the
most appropriate course of action. Each step plays a significant role in ensuring
that the final decision is not only effective but also morally sound and socially
acceptable.

Gather

Relevant
Information

Identify the
Ethical Issue

Identify the
Stakeholders

Implement Sl el Evaluate the

the Decision B E’fh'cal Alternatives
Option

Review and
Evaluate the
Decision

1.  Identify the Ethical Issue

The first step in the ethical decision-making process is to recognize whether
a situation involves an ethical concern. In many cases, ethical issues are not
immediately obvious and may be hidden within routine business activities.
Therefore, the decision-maker must carefully analyze the situation and
determine whether it involves questions related to honesty, fairness, integrity,

or responsibility.

For example, a manager may observe that the company is using exaggerated
claims in its advertisements to attract customers. Although this may appear
to be a common marketing practice, it actually raises ethical concerns because
it can mislead customers and damage trust. Recognizing such issues requires
awareness, sensitivity, and a strong sense of moral judgment. Identifying the
ethical problem is a critical step because without clearly understanding the

issue, it is not possible to make an informed and ethical decision.
2.  Gather Relevant Information

Once the ethical issue has been identified, the next step is to collect all relevant
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and necessary informationrelated to the situation. This includes understanding
the facts, analyzing the context, reviewing organizational policies, and
considering applicable laws and regulations. It may also involve seeking
advice or discussing the issue with colleagues, supervisors, or experts to

gain different perspectives.

Having accurate and complete information helps the decision-maker develop
a clear understanding of'the problem. It reduces uncertainty and ensures that
decisions are based on facts rather than assumptions or incomplete
knowledge. This step is essential because a well-informed decision is more

likely to be fair, logical, and ethically appropriate.
Identify the Stakeholders

The third step is to identify all the stakeholders who may be affected by the
decision. Stakeholders are individuals or groups who have an interest in the
organization or may be influenced by its actions. These caninclude employees,
customers, suppliers, investors, government authorities, and the local

community.

Each stakeholder group may have different expectations, needs, and
concerns. Therefore, it is important for the decision-maker to understand
how each possible action may impact these groups. Ethical decision-making
requires giving due consideration to the rights and well-being of all
stakeholders rather than focusing only on personal or organizational benefits.
This step helps ensure that the decision is balanced, inclusive, and socially

responsible.
Evaluate the Alternatives

After identifying the stakeholders, the decision-maker must consider the
various alternatives available to address the situation. Each alternative should
be carefully evaluated based on ethical principles such as honesty, fairness,

accountability, and respect for others.

During this stage, the decision-maker should reflect on whether each option
complies with laws and organizational policies, whether it is fair to all
stakeholders, and whether it could potentially cause harm. It is also useful to
consider how the decision would be perceived by others if it were made
public. This evaluation process helps in comparing different options and
identifying the one that best aligns with ethical standards and values.



Choose the Best Ethical Option

After thoroughly evaluating all available alternatives, the decision-maker
selects the option that is most ethical and responsible. The chosen course of
action should align with moral values, organizational principles, and societal
expectations. It should aim to promote fairness, minimize harm, and maintain

trust among stakeholders.

It is important to understand that the most ethical choice may not always be
the easiest or the most profitable option. In some cases, ethical decisions
may involve sacrifices or challenges. However, making the right choice helps
build long-term credibility, strengthens relationships, and supports sustainable

organizational success.
Implement the Decision

Once the best ethical option has been selected, the next step is to put the
decision into action. Implementation involves taking appropriate steps to
execute the decision effectively and communicating it clearly to all relevant
stakeholders.

Managers play a crucial role during this stage by ensuring that employees
understand the decision and follow ethical guidelines while implementing it.
Proper execution is essential to ensure that the intended ethical outcomes
are achieved. Monitoring the implementation process also helps in identifying

any issues or deviations from ethical standards.
Review and Evaluate the Decision

The final step in the ethical decision-making process is to review and evaluate
the outcomes of the decision. The decision-maker must assess whether the
decision achieved its intended objectives and whether it upheld ethical
principles in practice. It is also important to identify any unintended

consequences that may have affected stakeholders.

Reflection and evaluation help individuals learn from their experiences and
improve their ability to handle similar situations in the future. Continuous learning
enhances ethical awareness and strengthens decision-making capabilities within
the organization. This step ensures that ethical decision-making becomes an

ongoing and evolving process rather than a one-time activity.

3.4

Ethical dilemmas in business :

An ethical dilemma in business arises when an individual is faced with a
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situation that requires choosing between two or more alternatives, each of which
involves a conflict of moral values. In such cases, no option is completely right or
completely wrong, and every possible decision carries both positive and negative
consequences. This makes it challenging for the decision-maker to determine the
most appropriate course of action. Ethical dilemmas test an individual's judgment,

integrity, and ability to balance competing priorities.

Ethical dilemmas are a common occurrence in the business world because
organizations operate in complex and dynamic environments. Decisions made within
organizations often affect a wide range of stakeholders, including employees,
customers, investors, suppliers, and society. Managers are frequently required to
balance various factors such as profitability, organizational objectives, legal
requirements, and ethical responsibilities. At times, these factors may conflict with
one another, creating situations where it is difficult to satisfy all expectations

simultaneously.

A manager may face a situation where implementing advanced monitoring
software can increase employee productivity and reduce time wastage. However,
such surveillance can intrude on employees' privacy and create a sense of distrust
within the workplace. While increased monitoring may lead to improved efficiency
and better short-term performance for the company, it may also harm employee
morale and well-being. In this case, the manager must balance the organization's
desire for productivity with the ethical responsibility to respect employee privacy

and dignity, making it a complex ethical dilemma.

A company might consider outsourcing its operations to another country
where labour costs are significantly lower. This decision could improve profitability
and allow the company to remain competitive in the market. However, outsourcing
may lead to job losses in the local community, affecting workers and their families.
While the move benefits the organization financially, it raises ethical concerns about
social responsibility and the impact on local employment. Decision-makers must
weigh economic advantages against their duty to support the community, creating

a genuine ethical conflict.

Ethical dilemmas may also arise in various other business situations, such as
accepting gifts or incentives from suppliers, manipulating financial data to present a
better performance, misusing confidential information for personal advantage, or

using deceptive advertising practices to attract customers. In each ofthese cases,



individuals face a conflict between personal or organizational benefit and ethical

principles such as honesty, fairness, and responsibility.

Dealing with ethical dilemmas requires careful analysis, critical thinking, and
a strong foundation of moral values. Managers must consider relevant factors such
as organizational policies, legal requirements, professional standards, and the
potential impact of their decisions on stakeholders. They should reflect on whether
their actions are fair, transparent, and aligned with ethical norms. Seeking advice,
discussing the issue with others, and considering long-term consequences can also

help in making better decisions.

Organizations play a crucial role in minimizing the occurrence of ethical
dilemmas by fostering a strong ethical culture. Establishing clear codes of conduct,
implementing ethical guidelines, and providing regular training programs can help
employees understand expected standards of behavior. Encouraging open
communication and creating a safe environment for reporting unethical practices

also supports ethical decision-making within the organization.

In conclusion, ethical dilemmas are an inevitable part of business decision-
making due to the complex nature of organizational operations. While such situations
may not always have perfect solutions, applying ethical principles, thoughtful
judgment, and a sense of responsibility can help individuals make balanced and
morally sound decisions. By doing so, organizations can protect their reputation,

maintain stakeholder trust, and contribute positively to society.

3.5 Factors Influencing Ethical Decisions :

Ethical decision-making in business is not based solely on an individual's
personal judgment. It is influenced by a combination of internal and external factors
that shape how individuals perceive and respond to ethical situations. These factors
may arise from personal beliefs, organizational practices, legal frameworks, social
expectations, and situational pressures. Understanding these influences is essential
for managers and employees, as it helps them make more balanced, responsible,
and ethically sound decisions. The presence of these factors often determines

whether an individual chooses to act ethically or unethically in a given situation.
The following are some important factors that influence ethical decisions in business:
1.  Personal Values and Moral Beliefs

Personal values and moral beliefs are among the most significant factors
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influencing ethical decision-making. Every individual develops a unique set
ofvalues based on their upbringing, education, cultural background, and life
experiences. These values act as an internal guide that shapes how a person

interprets right and wrong.

Individuals who strongly believe in principles such as honesty, integrity,
fairness, and responsibility are more likely to make ethical choices, even in
challenging situations. They tend to prioritize long-term consequences and
moral correctness over short-term gains. In contrast, individuals who are
driven primarily by personal benefit or self-interest may be more willing to
compromise ethical standards. Therefore, personal values play a foundational

role in guiding ethical behavior.
Organizational Culture

Organizational culture refers to the shared values, beliefs, norms, and practices
that exist within a company. It significantly influences how employees behave
and make decisions. A strong ethical culture promotes transparency,

accountability, and integrity, encouraging employees to act responsibly.

When organizations clearly define ethical standards through codes of conduct
and consistently reinforce them, employees are more likely to follow those
standards. Additionally, when ethical behavior is recognized and rewarded,
it further strengthens ethical practices. However, in organizations where profit
is prioritized over ethics, employees may feel pressure to achieve targets by
any means, even if it involves unethical actions. Thus, the overall culture of

an organization plays a critical role in shaping ethical decision-making.
Leadership and Management Behavior

The behavior of leaders and managers has a powerful influence on ethical
decision-making within an organization. Leaders serve as role models, and
their actions set the tone for acceptable behavior. Employees often observe

and imitate the conduct of'their superiors.

When managers demonstrate ethical qualities such as honesty, fairness, and
accountability, they create a positive environment that encourages ethical
behavior among employees. On the other hand, if leaders engage in unethical
practices or ignore ethical standards, employees may perceive such behavior
as acceptable or even necessary for success. Therefore, ethical leadership is
essential for promoting integrity and responsible decision-making within the

organization.



Laws and Government Regulations

Legal frameworks and government regulations play an important role in guiding
ethical decision-making. Laws establish the minimum standards of conduct
that businesses must follow to ensure fairness, safety, and accountability.

Organizations are legally obligated to comply with these rules.

However, ethical decision-making extends beyond mere legal compliance.
A decision may be legally acceptable but still ethically questionable. Businesses
that go beyond legal requirements and adopt higher ethical standards are
more likely to gain trust and credibility in the market. Therefore, while laws
provide a foundation, ethical principles guide more responsible and socially

acceptable behavior.
Social and Cultural Environment

The social and cultural environment in which a business operates also influences
ethical decisions. Social norms, traditions, and cultural values shape people's
perceptions of what is right and acceptable. Businesses must be aware of

these expectations and align their practices accordingly.

For example, society expects organizations to act responsibly by protecting
the environment, ensuring employee welfare, and providing safe and reliable
products. Failure to meet these expectations can result in public criticism,
loss of trust, and reputational damage. Therefore, understanding and

respecting social and cultural values is essential for ethical decision-making.
Peer Influence and Work Environment

The behavior of colleagues and the overall workplace environment can
significantly impact ethical decisions. Employees often look to their peers for
guidance, especially in uncertain situations. [funethical practices are common
and accepted within a team, individuals may feel pressured to follow similar

behavior.

Conversely, a positive work environment that encourages open
communication, mutual respect, and ethical conduct can motivate employees
to act responsibly. Supportive colleagues and a transparent environment
make it easier for individuals to raise concerns and make ethical choices.
Thus, peer influence and workplace culture play a key role in shaping ethical

behavior.
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7. Personal Interests and Pressure

Individuals often face various forms of pressure in the workplace, such as
meeting performance targets, achieving financial goals, or competing with
others. These pressures can sometimes lead individuals to prioritize personal

or organizational success over ethical considerations.

For instance, an employee may be tempted to manipulate data or take
shortcuts to meet deadlines or gain rewards. In such situations, strong
personal values and organizational support systems are essential to help
individuals resist unethical behavior. Encouraging ethical practices and reducing

excessive pressure can help employees make more responsible decisions.

3.6 Role of managers in ethical decision making :

Managers play a crucial and influential role in shaping ethical decision-making
within an organization. They are not only responsible for achieving organizational
goals but also for ensuring that these goals are pursued in a fair, honest, and
responsible manner. As key decision-makers, managers influence policies, practices,
and the overall behavior of employees. Their actions and attitudes directly affect
the ethical climate of the organization, making their role central to promoting integrity

and accountability.

Managers serve as leaders and role models for employees. Their behavior
sets the standard for what is considered acceptable within the organization. When
managers consistently demonstrate honesty, fairness, transparency, and integrity in
their decisions, employees are more likely to adopt similar values in their own
work. Ethical leadership helps in building trust and creates a positive work
environment where employees feel motivated to act responsibly. On the other hand,
ifmanagers engage in unethical behavior, it can negatively influence employees and

weaken the ethical foundation of the organization.

One of'the primary responsibilities of managers is to establish clear ethical
policies and guidelines. These policies provide a framework that defines acceptable
and unacceptable behavior within the organization. By developing and implementing
a well-defined code of conduct, managers help employees understand the ethical
expectations of the organization. It is equally important for managers to ensure that
these guidelines are effectively communicated and easily accessible to all employees.
Clear policies reduce confusion and provide direction when individuals face ethical

challenges.



Managers also play a significant role in promoting ethical awareness through
continuous training and communication. Regular training programs, workshops,
and discussions can help employees recognize ethical issues and develop the skills
needed to handle complex situations. Open and transparent communication between
managers and employees encourages individuals to share concerns, ask questions,
and seek guidance when faced with ethical dilemmas. This open environment fosters

trust and reduces the likelihood of unethical practices going unnoticed.

Another important aspect of a manager's role is to monitor and regulate
employee behavior to ensure compliance with ethical standards. Managers must
remain vigilant and actively observe workplace practices to identify any signs of
unethical conduct, such as dishonesty, misuse of organizational resources,
discrimination, or unfair treatment. When such issues arise, it is the responsibility of
managers to take prompt and appropriate action to address them. Timely intervention
helps prevent the spread of unethical practices and reinforces the importance of

ethical behavior.

In addition, managers must create a safe and supportive environment where
employees feel comfortable reporting unethical behavior. This involves establishing
systems such as whistle-blower policies and ensuring that individuals who report
misconduct are protected from retaliation. Encouraging transparency and
accountability allows organizations to detect unethical activities at an early stage
and take corrective measures. Such an environment strengthens trust and promotes

a culture of openness.

Managers are also responsible for considering the interests of various
stakeholders while making decisions. Every business decision can have an impact
on different groups, including employees, customers, suppliers, investors, and
society. Ethical managers take a balanced approach by evaluating how their decisions
affect these stakeholders and ensuring that their rights and interests are respected.
This approach helps in building long-term relationships and maintaining organizational
credibility.

Furthermore, managers must strike a balance between achieving business
objectives and maintaining ethical standards. While profitability and growth are
important for organizational success, they should not be achieved at the cost of
ethical principles. Managers must ensure that business strategies and practices
align with both organizational goals and moral values. Ethical decision-making
contributes to sustainable development by protecting the organization's reputation

and fostering stakeholder trust.
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In conclusion, managers play a central and indispensable role in guiding ethical
behavior within organizations. Through ethical leadership, clear policies, continuous
training, effective monitoring, and responsible decision-making, they help establish
a culture where honesty, fairness, and integrity are deeply embedded. Such a culture
not only enhances organizational performance but also contributes to long-term

success and social responsibility.
0 Tata Group's Response to the Mumbai Attacks

During the 2008 Mumbai Attacks, the Taj Mahal Palace Hotel, operated by the

Tata Group, was severely affected, resulting in tragic loss of lives and major damage.

After the incident, the organization faced an important ethical choice whether to
restrict its actions to formal obligations or take a more humane approach. The Tata
Group chose to act with strong ethical values by extending support not only to its

staff but also to guests, nearby workers, and others impacted by the tragedy.

The company ensured that employees continued to receive their salaries during the
period the hotel remained closed. It also provided financial aid, counselling, and

long-term assistance such as education support for victims' families.

Exercise:

Q.1 Multiple Choice Questions (MCQS)

1. Ethical decision-making means:
a) Earning profit b) Following rules blindly
c) Doing what is right d) Avoiding risk
Answer: ¢) Doing what is right

2. Ethics refers to:
a) Company rules b) Moral values
c) Government laws d) Business plans
Answer: b) Moral values

3. Which group is affected by business decisions?
a)  Only managers b) Only customers
c) Onlyinvestors d) Allstakeholders

Answer: d) All stakeholders



10.

First step in ethical decision-making:
a) Takeaction

c) Evaluate options

Answer: b) Identify issue
Ethical dilemmas involve:

a) Easydecisions

¢) Moral conflict

Answer: ¢) Moral conflict
Personal values come from:

a) Life experiences

¢) Machines

Answer: a) Life experiences
Organizational culture affects:

a) Salaryonly b) Ethics
Answer: b) Ethics

Ethical decisions go beyond:

a) Legalrules b) Marketing
Answer: a) Legal rules
Managers influence ethics through:
a) Orders only

c) Leadership

Answer: ¢) Leadership

Last step in decision process:

a) Identifyissue

c) Implement decision

Answer: d) Review outcome

b)
d)

b)
d)

b)
d)

b)
d)

b)
d)

Identify issue

Review result

No options

Legal clarity

Advertising

Technology

Location d) Production

Profits d) Sales

Punishment

Technology

Gather facts

Review outcome
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Q.2 Answer the following questions in short:

1. What is ethical decision-making?

2. Define ethical dilemma with one example.

3. Who are stakeholders in business?

4. What is organizational culture?

5. Mention any three steps in ethical decision-making.
Q.3 Answer the following questions in detail:

1. Explain ethical decision-making and its importance.

2. Describe the steps in ethical decision-making.

3. Explain ethical dilemmas with examples.

4. Discuss factors influencing ethical decisions.

5. Explain the role of managers in ethical decision-making.
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Corporate Ethics and Culture

4.1 Introduction

4.2 Evolution of Corporate Ethics

4.3 Why Corporate Ethics Matters Today
4.4 Key Conceptsin Ethics

4.5 Concept and Meaning of Corporate Ethics
4.6 Nature of Corporate Ethics

4.7 Importance of Corporate Ethics

4.8 Principles of Corporate Ethics

4.9 Ethical Theories in Corporate Context
4.10 Ethical Organizational Culture

4.11 Code of Ethics and Code of Conduct
4.12 Ethics Training Programs

4.13 Role of Leadership in Promoting Ethics
4.14 Conclusion

Exercise

4.1 Introduction:

Corporate ethics and culture form the backbone of modern organizations.
In today's globalized and highly competitive business environment, organizations
are not judged solely on financial performance but also on how ethically they conduct
their operations. Ethical lapses can lead to loss of reputation, legal consequences,

and decline in stakeholder trust.

Corporate ethics refers to the moral principles and standards that guide
behavior in the business world. These principles determine what is right and wrong
in organizational conduct. Corporate culture, on the other hand, represents the

shared values, beliefs, attitudes, and practices that characterize an organization.
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The integration of ethics into corporate culture ensures that ethical behavior
becomes a natural and consistent part of decision-making processes. This alignment
is crucial for long-term sustainability, stakeholder satisfaction, and organizational

SUCCCsS.

In recent decades, numerous corporate scandals have highlighted the
importance of ethics in business. Organizations have increasingly recognized that

ethical conduct is not just a legal requirement but a strategic necessity.

Corporate ethics and culture have become central to organizational success
in the 21st century. Earlier, businesses were primarily profit-driven, but today they

are expected to operate responsibly toward society, environment, and stakeholders.

Ethics in business is no longer optional; it is a strategic necessity. Organizations

operate in an environment shaped by:
. Globalization

. Technological advancements

. Regulatory frameworks
Social awareness and activism

Corporate culture determines how things are actually done in an organization, while

ethics defines how things should be done.

4.2 Evolution of Corporate Ethics :

Corporate ethics refers to the moral principles and values that guide the
behavior and decisions of businesses. Over time, the concept of corporate ethics
has evolved significantly due to changes in society, government regulations, consumer

expectations, and global business practices.
1.  Profit Maximization Era

During the early stages of business development, companies mainly focused
onmaximizing profits and increasing shareholder wealth. The primary objective
of’businesses was earning higher returns with little attention to social or

environmental concerns.
Main Features

> Profit was considered the ultimate goal.
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Success was measured only through financial performance.

Limited concern for employee welfare and environmental impact.
Businesses followed the principle: Business exists only to make money.
Cost reduction at any level.

Focus on production and sales growth.

Minimal ethical responsibility.

Lack oftransparency in operations.

Limitations include Exploitation of workers, Environmental pollution, Unfair trade

practices and Rise in corruption and unethical behavior. Many early industrial

companies focused heavily on profits without considering labor rights or

environmental protection.

2. Corporate Social Responsibility (CSR) Era

Businesses gradually realized that they are part of society and have

responsibilities toward customers, employees, communities, and the

environment. This led to the development of Corporate Social Responsibility

(CSR).
Main Features
> Businesses started contributing to social welfare.
> Companies began balancing profit with social responsibility.
> Ethical business practices became important.
> Improved company reputation.
> Better customer trust.
> Strong employee relationships.
> Positive social impact.

Areas of CSR includes Employee welfare, Community development, Education

and healthcare support, Environmental protection and Charity and donations.

Companies started funding schools, hospitals, and social development projects.
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3.  Sustainability Era

In this stage, businesses focused on long-term sustainable growth by balancing

economic, social, and environmental responsibilities.

This concept is often called the: Triple Bottom Line

1. Profit (Economic)
2. People (Social)
3. Planet (Environmental)
Main Features
> Focus on long-term business survival.
> Conservation of natural resources.
> Reduction of pollution and waste.
> Promotion of renewable energy and eco-friendly practices.
> Protects the environment for future generations.
> Builds sustainable business models.
> Enhances brand image and global competitiveness.

Examples of Sustainable Practices includes Recycling programs, Energy-efficient

production, green packaging and Water conservation.

4. Ethical Governance Era

Modern businesses now integrate ethics directly into corporate strategy,

leadership, and organizational culture. Ethical governance ensures

transparency, accountability, honesty, and fairness in all business activities.

Main Features

>
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Ethical values become part of company culture.
Strong corporate governance systems.
Transparent decision-making.

Accountability of management.

Anti-corruption policies.

Prevents fraud and corruption.

Improves stakeholder trust.



> Enhances long-term business success.

> Strengthens corporate reputation.

Example includes many global companies now publish sustainability and ethics

reports regularly.

Key Components

L. Code of ethics

2. Ethical leadership

3. Compliance systems

4. Whistle-blower protection

5. Risk management

4.3

Why Corporate Ethics Matters Today :

Corporate ethics has become extremely important in modern business due

to increasing public expectations, legal requirements, and global competition.

1.

Rise of Corporate Scandals (Fraud and Corruption): Many companies

have faced scandals involving fraud, bribery, insider trading, and corruption.

It impacts on loss of public trust, financial losses, legal penalties and damage

to brand reputation.

Corporate ethics helps to prevent unethical practices, promote honesty and

transparency and build responsible corporate culture.
Examples include accounting fraud, financial scams and corruption cases.
Strict Government Regulations

Governments worldwide have introduced strict laws and regulations to ensure

ethical business behavior.

Examples of regulations includes consumer protection laws, environmental

laws, anti-corruption laws and corporate governance rules.

Businesses must follow ethical standards to avoid legal penalties, maintain

operating licenses and ensure compliance.
Consumer Awareness

Modern consumers are more educated and socially aware. They prefer

businesses that behave ethically and responsibly.
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Customers now expect companies to provide safe products, protect the

environment, respect human rights and maintain transparency.

Ethical companies gain customer loyalty, better brand image and competitive

advantage.
Unethical companies may face boycotts, negative publicity and loss of sales.

Investor Expectations (ESG - Environmental, Social, Governance):
Investors now evaluate companies not only on profits but also on ethical and

sustainable practices.

ESG Components includes environmental focus on pollution control, climate

change action and resource conservation.

Social focus on employee welfare, diversity and inclusion and community

development.
Governance focus on ethical leadership, transparency and accountability.

Investors prefer companies with strong ESG performance because, they are
considered less risky. They provide sustainable long-term growth. They

maintain better public trust.

Benefits for companies includes easier access to investment, improved

corporate image, better risk management and long-term profitability.

4.4

Key Concepts in Ethics :

Morality

Morality refers to an individual's personal beliefs and understanding about
what is right and wrong, good and bad, or acceptable and unacceptable
behavior. It develops through family upbringing, religion, culture, education,
traditions, and personal experiences. Morality acts as an internal guide that
influences a person's decisions, attitudes, and actions in daily life. Moral
principles encourage people to behave honestly, responsibly, and respectfully
toward others. Morality differs from person to person because different
societies and cultures may have different beliefs and standards. A morally
responsible person tries to avoid harmful actions and chooses behavior that
benefits society. Examples of moral behavior include telling the truth,

respecting elders, helping people in need, avoiding cheating, and treating



others fairly. Strong morality helps build good character, social harmony,

and trust among individuals.
Ethics

Ethics is the systematic study of moral principles, values, and standards that
guide human behavior in personal, social, and professional life. Unlike morality,
which is personal, ethics is more formal and organized and applies to groups,
professions, and organizations. Ethics provides guidelines for determining
what actions are right, fair, honest, and socially acceptable. It helps individuals
and businesses make responsible decisions while dealing with employees,
customers, investors, and society. Ethical behavior promotes transparency,
accountability, fairness, and respect for laws and regulations. Ethics plays an
important role in professions such as business, medicine, law, education,
and public administration. Organizations often establish codes of ethics to
guide employee behavior and prevent corruption or misconduct. Types of
ethics include personal ethics, professional ethics, business ethics, and social
ethics. Examples of ethical behavior include maintaining confidentiality,
avoiding corruption, treating employees fairly, and following company rules
honestly. Ethics helps build trust, improve reputation, reduce conflicts, and

ensure long-term success for individuals and organizations.
Values

Values are the core beliefs, ideals, and principles that guide a person's thinking,
attitudes, and behavior. They influence how people make decisions, interact
with others, and respond to different situations. Values are developed through
family, education, culture, religion, and life experiences. They serve as the
foundation for morality and ethical behavior. Personal values may include
honesty, kindness, discipline, loyalty, responsibility, and respect. Organizational
values may include teamwork, innovation, customer satisfaction, integrity;,
and social responsibility. Values help individuals identify what is important in
life and motivate them to act accordingly. Strong values lead to positive
behavior, better decision-making, and stronger personal and professional
relationships. Shared organizational values create a positive work culture
and improve employee commitment. Examples include valuing honesty by
always speaking the truth, or valuing discipline by completing work on time.
Values also help organizations maintain ethical standards and achieve long-

term goals successfully.
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Integrity

Integrity means maintaining consistency between one's words, actions,
principles, and values. A person with integrity behaves honestly and ethically in
every situation, even when no one is watching. Integrity reflects strong moral
character, trustworthiness, and commitment to doing the right thing. It involves
honesty, transparency, accountability, fairness, and responsibility. People with
integrity keep promises, admit mistakes, and avoid dishonest or unethical
practices. Integrity is considered one ofthe most important qualities of good
leadership and professional conduct. In organizations, integrity helps create an
ethical work environment and strengthens trust among employees, customers,
and stakeholders. Lack of integrity can damage reputation, reduce trust, and
lead to corruption or misconduct. Examples of integrity include refusing bribes,
reporting unethical behavior, following rules honestly, and accepting responsibility
for mistakes. Integrity improves credibility, strengthens relationships, and

contributes to long-term personal and organizational success.

4.5

Concept and Meaning of Corporate Ethics :

Corporate ethics, also known as business ethics, refers to the application of

ethical principles and moral values to business activities. It governs how a company

interacts with its stakeholders, including employees, customers, suppliers, investors,

and society at large.

It includes guidelines on:

»  Honestyand integrity

»  Fairness in dealings

»  Transparency in operations

»  Accountability and responsibility
»  Respect for stakeholders

4.6 Nature of Corporate Ethics :
1.  Normative in Nature

Corporate ethics is normative in nature because it establishes standards and
guidelines for determining what is right and wrong in business activities. It
provides moral principles that organizations and employees are expected to

follow while making decisions and conducting operations. Ethical standards



help businesses distinguish between acceptable and unacceptable behavior.
It encourages organizations to act honestly, fairly, responsibly, and
transparently. Normative ethics helps companies create codes of conduct,
ethical policies, and professional standards for employees and management.
By defining ethical norms, businesses can reduce unethical practices such as
fraud, corruption, exploitation, and discrimination. This nature of corporate
ethics ensures that business decisions are not based only on profits but also

on moral responsibility and social welfare.
Dynamic Concept

Corporate ethics is a dynamic concept because ethical standards and
expectations change over time according to societal values, technological
developments, and business practices. What may have been considered
acceptable in the past may be viewed as unethical today. Changes in laws,
customer awareness, globalization, and environmental concerns continuously
influence corporate ethical standards. Modern businesses must adapt to new
ethical challenges such as data privacy, cyber security, artificial intelligence,
and environmental sustainability. Companies are expected to update their
ethical policies regularly to match changing social and legal expectations.
The dynamic nature of ethics encourages continuous learning, improvement,
and responsible innovation within organizations. This flexibility helps businesses

remain socially responsible and maintain public trust in changing environments.
Universal Application

Corporate ethics has universal application because ethical principles apply
to all types of businesses, industries, professions, and sectors. Ethical behavior
is important in manufacturing, banking, healthcare, education, technology,
retail, and every other business field. Principles such as honesty, fairness,
accountability, and respect are universally valued across organizations and
societies. Corporate ethics applies to all stakeholders including employees,
customers, suppliers, investors, competitors, government, and society.
Regardless of the size of the business, every organization is expected to
follow ethical standards and legal responsibilities. Multinational companies
especially need universal ethical standards to maintain consistency across
different countries and cultures. Universal ethical practices improve global

business relationships, cooperation, and reputation.
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Value-Based

Corporate ethics is value-based because it is rooted in moral values, beliefs,
and principles that guide business behavior and decision-making. Values
such as honesty, integrity, responsibility, fairness, trust, and respect form the
foundation of ethical business conduct. Ethical organizations align their
business activities with these core values to ensure responsible and sustainable
operations. Values influence organizational culture, employee behavior,
leadership style, and relationships with stakeholders. A strong value-based

culture helps employees make ethical decisions even in difficult situations.

4.7

Importance of Corporate Ethics :

Enhances Reputation

Ethical companies build a positive reputation and strong goodwill in the
market. Customers, investors, and the public trust organizations that follow
ethical business practices. A good reputation improves brand image and
competitive advantage. Ethical behavior helps companies avoid scandals,
corruption, and negative publicity. Organizations with strong ethical standards
attract more customers, investors, and talented employees. A positive

reputation supports long-term business success and growth.
Builds Customer Loyalty

Customers prefer businesses that act honestly, responsibly, and ethically.
Ethical companies provide quality products, fair pricing, and transparent
communication. Responsible business practices increase customer satisfaction
and trust. Loyal customers are more likely to continue purchasing from ethical
organizations. Ethical treatment of customers strengthens long-term
relationships and brand loyalty. Companies that ignore ethics may lose

customers due to unfair practices or misleading information.
Improves Employee Morale

Ethical work environments create trust, fairness, and respect among
employees. Employees feel more motivated and satisfied when organizations
follow ethical practices. Fair treatment, equal opportunities, and honest
leadership improve workplace morale. Ethical companies encourage
teamwork, commitment, and positive organizational culture. Employees are
more productive and loyal when they feel valued and respected. Strong

ethical values also reduce workplace conflicts, stress, and employee turnover.



Ensures Legal Compliance

Ethical practices help organizations follow laws, regulations, and professional
standards. Businesses that operate ethically reduce the risk of legal violations,
penalties, and lawsuits. Ethical conduct prevents corruption, fraud, tax
evasion, and unfair trade practices. Compliance with laws improves trust
among regulators, investors, and customers. Organizations with strong ethical
systems are better prepared to manage legal and operational risks. Ethical

compliance also protects the organization's reputation and financial stability.
Promotes Long-term Sustainability

Ethical decision-making supports sustainable business growth and long-term
success. Ethical companies consider the economic, social, and environmental
impact of their actions. Sustainable practices help conserve resources and
protect the environment. Businesses that focus on ethics and sustainability

build stronger relationships with stakeholders.

4.8

Principles of Corporate Ethics :

Integrity

» Integrity means being honest, truthful, and consistent in actions and

decisions.

» Organizations with integrity maintain ethical behavior even in difficult

situations.
> Integrity builds trust and credibility among stakeholders.

» Itencourages transparency, honesty, and responsible conduct in business

operations.
Accountability

»  Accountability means accepting responsibility for decisions, actions, and

their consequences.

»  Ethical organizations hold employees and management answerable for
their behavior.

» Accountability promotes discipline, responsibility, and trust within the

organization.

» It helps prevent negligence, corruption, and unethical conduct.
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3.  Transparency
» Transparency refers to open communication and clear disclosure of
mformation.
» Ethical businesses share accurate and honest information with
stakeholders.
» Transparency improves trust, reduces misunderstandings, and supports
informed decision-making.
» Italso helps organizations maintain credibility and legal compliance.
4.  Fairness
» Fairness means treating all stakeholders equally and without
discrimination.
»  Ethical companies provide equal opportunities, fair wages, and unbiased
decisions.
»  Fair treatment improves employee morale and customer trust.
» It promotes justice, equality, and ethical relationships in business.
5. Respect
» Respect means valuing individuals, diversity, and human dignity.
» Ethical organizations respect employees, customers, suppliers,
competitors, and society.
Respectful behavior creates a positive and inclusive work environment.
It encourages cooperation, understanding, and strong professional
relationships.
4.9 Ethical Theories in Corporate Context:

Ethical theories provide frameworks for understanding and evaluating ethical

business decisions. These theories help organizations determine what actions are

morally right and socially responsible. Major ethical theories include Utilitarian

Theory, Rights Theory, Justice Theory, Virtue Ethics, and Deontological Theory.

1.

Utilitarianism (Consequential Theory)

It focuses on the greatest good for the greatest number, and the decision is

ethical if it maximizes overall happiness. Example: A company reduces

workforce to survive financially to benefits majority stakeholders. Criticism

such as may ignore minority rights.



Deontological Theory (Duty-Based)

It focuses on duties and rules and actions are ethical if they follow moral
principles, regardless of outcome. Example such as refusing to bribe even if

it results in losing a contract.
Virtue Ethics

It focuses on character and moral virtues and ethical behavior comes from

good character traits (honesty, courage)
Rights Theory

It emphasizes protection of individual rights and employees have rights to

privacy, safety, fairness

Justice Theory

It focuses on fair distribution of benefits and burdens
Stakeholder Theory

Organizations must consider the interests of:
Employees

Customers

Suppliers

Government

Society

YV V V¥V V V V

Shareholders

4.10

Ethical Organizational Culture :

Ethical organizational culture refers to a system of shared values and beliefs

within an organization that promotes ethical behavior among its members. It ensures

that employees act responsibly and align their actions with ethical standards.

Three Levels of Organizational Culture (Edgar Schein Model)

1. Artifacts: Visible elements (dress code, office layout)
2. Espoused Values: Declared values (mission, vision)

3. Basic Assumptions: Deep beliefs (unconscious behavior patterns)

Characteristics of Ethical Culture

1. Clear Ethical Values: The organization defines and communicates ethical
principles.
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A

Leadership Commitment: Leaders demonstrate ethical behavior.
Open Communication: Employees can discuss ethical concerns freely.
Accountability: Ethical violations are addressed promptly.

Consistency: Ethical standards are applied uniformly.

Components of ethical culture include values and beliefs, norms and practices,

policies and procedures, leadership behavior, and reward systems.

Factors Influencing Ethical Culture

1.

Eal

Leadership Style: Ethical leaders set the tone for the organization.
Organizational Policies: Formal guidelines shape behavior.
Peer Influence: Employees influence each other's actions.

External Environment: Laws, regulations, and societal expectations impact
culture.

Organizational Structure: Clear roles and responsibilities support ethical
conduct.

Benefits of Ethical Culture

>
>
>
>
>

Increased trust among stakeholders
Reduced unethical practices
Enhanced employee engagement
Better decision-making

Strong corporate image

Challenges in Building Ethical Culture

>
>
>
>

>

Resistance to change

Lack of awareness
Conflicting interests
Pressure to achieve targets

Weak enforcement mechanisms

4.11 Code of Ethics and Code of Conduct :

A code of ethics is a formal document that outlines the ethical principles and

values that guide an organization's behavior.

Features include broad guidelines, value-based, focus on principles and applicable
to all stakeholders.
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Objectives include promote ethical behavior, provide decision-making framework
and enhance organizational integrity. Examples of ethical principles include honesty,

integrity, fairness, confidentiality, and respect.

Code of Conduct: A code of conduct is a set of specific rules and guidelines that

define acceptable and unacceptable behavior within an organization.

Features include detailed and specific, rule-based, focus on behavior and
enforceable. Workplace behavior, conflict of interest, use of company resources,

anti-harassment policies and compliance with laws.
Importance of Codes

1. Provides clarity on expectations

2. Prevents unethical behavior

3. Supports decision-making

4. Builds trust and credibility

5. Ensures legal compliance

4.12 Ethics training programs :

Ethics training programs are structured initiatives designed to educate

employees about ethical standards, values, and practices within an organization.

Objectives include increase ethical awareness, develop ethical decision-

making skills, prevent misconduct and promote organizational values.
Types of Ethics Training
1. Orientation Training: Introduces new employees to ethical standards.
2. Workshops and Seminars: Interactive sessions on ethical issues.
3. Online Training: Flexible and accessible modules.
4. Case Study Analysis: Real-life scenarios for practical understanding.
5. Role-Playing Exercises: Simulated situations to practice ethical decisions.
Key Elements of Effective Training
» Clear objectives
> Relevant content

> Interactive methods
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» Continuous evaluation

» Management support
Benefits of Ethics Training

1. Improves ethical awareness

2. Reduces violations

3. Enhances decision-making

4. Strengthens corporate culture

5. Builds employee confidence
Challenges in Ethics Training

» Lack of interest

» Limited resources

> Inconsistent participation

» Difficulty in measuring effectiveness

4.13 Role of leadership in promoting ethics :

Leadership plays a crucial role in shaping and promoting ethical behavior
within an organization. Leaders act as role models and influence the attitudes and

actions of employees.

Responsibilities of Leaders

1. Setting Ethical Standards: Leaders define and communicate ethical values.
Leading by Example: Demonstrating ethical behavior in actions.

Encouraging Ethical Practices: Supporting ethical decision-making.

w0

Ensuring Accountability: Taking action against unethical behavior.
5.  Creating Open Environment: Encouraging employees to voice concerns.
Leadership Styles and Ethics

1.  Transformational Leadership: Inspires ethical behavior through vision

and values.
2.  Transactional Leadership: Focuses on rewards and penalties.

3.  Servant Leadership: Prioritizes the well-being of employees and
stakeholders.
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Ways Leaders Promote Ethics

» Establish clear policies

» Conduct ethics training

» Reward ethical behavior

» Encourage transparency

» Implement reporting mechanisms
Impact of Ethical Leadership

> Builds trust and credibility

» Enhances employee loyalty

» Improves organizational performance

> Reduces ethical violations

4.14 Conclusion :

Corporate ethics and culture are essential for sustainable business success.
Organizations that prioritize ethical behavior and foster a strong ethical culture are
better equipped to handle challenges, maintain stakeholder trust, and achieve long-
term growth. Leadership, training, and well-defined codes play a vital role in

embedding ethics into the organizational framework.
Exercise :
Q.1 Multiple Choice Questions
1. Corporate ethics mainly refers to:
a) Increasing profits only
b) Moral principles guiding business behavior
¢) Government taxation
d) Employee recruitment
Answer: b) Moral principles guiding business behavior
2. Inthe Profit Maximization Era, companies mainly focused on:
a) Environmental protection b) Employee welfare
c) Shareholder wealth d) Social service

Answer: ¢) Shareholder wealth
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CSR stands for:

a) Corporate Sales Report

b) Corporate Social Responsibility

c) Customer Service Rule

d) Corporate Standard Regulation

Answer: b) Corporate Social Responsibility

Which concept refers to personal beliefs about right and wrong?

a) Ethics b) Integrity c¢) Morality d) Governance
Answer: ¢) Morality

Which principle of corporate ethics focuses on openness and disclosure?
a) Fairness b) Integrity

c) Transparency d) Respect

Answer: ¢) Transparency

Ethical organizational culture helps in:

a) Increasing corruption b) Reducing trust

c) Promoting ethical behavior d) Avoiding teamwork
Answer: ¢) Promoting ethical behavior

A Code of Conduct mainly provides:

a) Financial statements b) Rules for employee behavior
c) Marketing strategies d) Taxpolicies

Answer: b) Rules for employee behavior

Ethics training programs are conducted to:

a) Increase production cost

b) Teach ethical standards and behavior

¢) Reduce employee skills

d) Avoid communication

Answer: b) Teach ethical standards and behavior



Q.2

Q.3
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9. Which leadership quality is important for promoting ethics in

organizations?
a) Dishonesty b) Transparencyc) Negligenced) Corruption
Answer: b) Transparency

10. Which ethical theory focuses on the greatest good for the greatest number

ofpeople?
a) Utilitarian Theory b) Rights Theory
c) Justice Theory d) Virtue Theory

Answer: a) Utilitarian Theory
Short Answer Questions
1. Define corporate ethics.
What is organizational culture?

State any two principles of corporate ethics.

Eal

What is a code of conduct?

5. Mention two objectives of ethics training.

Long Answer Questions

1. Explain the concept and importance of corporate ethics.
Discuss the characteristics of ethical organizational culture.

Differentiate between code of ethics and code of conduct.

ol

Explain the role of ethics training programs in organizations.

5. Describe the role of leadership in promoting ethical practices.

sk sk sk sk sk skeoske sk sk
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Unit - 5
Introduction to Corporate Governance

5.1 Introduction

5.2 Meaning and Definition of Corporate Governance
5.3 Objectives of Corporate Governance

5.4 Need and Importance of Corporate Governance
5.5 Principles of Good Governance

5.6 Board of Directors

5.7 Corporate Governance Framework in India

Exercise

5.1 Introduction :

Corporate governance is an important part of every business because it
explains the way a company is managed and controlled. It helps in creating a
system where the people running the company work in a fair, responsible, and
honest manner. In any organization, there are different groups such as owners,
managers, employees, customers, and investors who are connected with the
company in different ways. Corporate governance helps in maintaining balance
among all these groups and ensures that decisions are taken for the overall benefit
of the organization. A company that follows good governance practices is usually

trusted more by people and gains a strong reputation in the market.

In the modern business world, companies are not only expected to earn
profits but are also expected to act responsibly towards society and the environment.
Many large companies in the past faced problems because of fraud, misuse of
power, lack oftransparency and unethical practices. These incidents created financial
losses and reduced public trust in businesses. As a result, the need for proper
corporate governance became stronger. It acts like a guiding system that helps
companies avoid wrong practices and encourages honesty, accountability, and

discipline in management activities.

Corporate governance also focuses on the roles and responsibilities of the



board of directors and top management. The board plays an important role in
supervising company operations and ensuring that the organization follows laws,
rules, and ethical values. Good governance encourages transparency in financial
reporting and decision making so that shareholders and other stakeholders can
clearly understand how the company is performing. When companies share correct
information openly and follow proper rules, investors feel more confident in investing

their money.

Another important aspect of corporate governance is the protection of
stakeholder interests. Stakeholders include employees, customers, suppliers,
lenders, shareholders, and even society as a whole. A company that follows strong
governance practices tries to protect the rights of all these groups instead of focusing
only on profits. It promotes fairness, reduces conflicts, and creates a healthy working
environment. This helps companies achieve long term growth and stability. Strong
governance practices also improve efficiency, increase investor confidence, and

support sustainable business development.

Today, corporate governance has become a necessary part of every
organization, whether small or large. In a competitive business environment,
companies must maintain ethical standards and responsible management practices
to survive and grow successfully. Good governance not only improves the internal
functioning of'a company but also strengthens the economy by creating trust among
people. Therefore, understanding corporate governance is essential for
understanding how modern businesses operate in a responsible and organized

manner.

5.2 Meaning and Definition of Corporate Governance

Meaning:

Corporate governance refers to the method and system through which a company
is managed and controlled. It explains how the people at the top level of the
organization take decisions and perform their responsibilities. It helps companies
work in a fair, honest, and disciplined manner. Corporate governance creates a
proper relationship between owners, management, employees, customers, investors,
and other people connected with the business. It also ensures that companies follow

laws, maintain transparency, and use their power responsibly.
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In simple language, corporate governance can be understood as the way a company

is run properly and ethically. It acts as a guiding framework that helps management

make correct decisions for the benefit of the organization and its stakeholders.

Good corporate governance increases trust among investors and society because

the company works with accountability and openness. It also reduces corruption,

misuse of power, and unfair business practices while helping the organization achieve

long term growth and stability.

Definitions:

>

According to the Cadbury Committee, "Corporate governance is the system

by which companies are directed and controlled."

According to the Organisation for Economic Co-operation and Development,
"Corporate governance involves a set of relationships between a company's

management, its board, its shareholders, and other stakeholders."

According to James D. Wolfensohn, former President ofthe World Bank,
"Corporate governance is about promoting fairness, transparency, and

accountability in business operations."

5.3

Objectives of Corporate Governance :

To Ensure Proper Management of the Company

One of the main objectives of corporate governance is to make sure that the
company is managed in a proper and responsible manner. It helps management
take correct decisions and perform their duties honestly. A good governance
system creates discipline in the organization and reduces confusion in business

operations.
To Maintain Transparency in Business Activities

Corporate governance aims to keep all important business activities clear
and open. Companies are expected to provide true and complete information
about their financial position, profits, and decisions. Transparency increases
trust among shareholders, investors, employees, and the public because

people can clearly understand how the company is functioning.
To Protect the Interests of Stakeholders

Every company is connected with many groups such as shareholders,



employees, customers, suppliers, lenders, and society. Corporate governance
helps in protecting the rights and interests of all these stakeholders. It ensures
that no group is treated unfairly and that business decisions are taken for the

overall benefit of everyone connected with the company.
To Increase Accountability

Corporate governance encourages accountability at every level of
management. It makes directors and managers responsible for their actions
and decisions. When people in authority know that they are answerable for

their work, they perform their duties more carefully and sincerely.
To Prevent Fraud and Misuse of Power

Another important objective of corporate governance is to reduce corruption,
fraud, and unethical practices in business. It creates proper rules, policies,
and control systems that help in preventing misuse of company resources
and power. This protects the company from financial losses and damage to

its reputation.
To Build Investor Confidence

Investors prefer to invest in companies that are honest, transparent, and well
managed. Corporate governance helps in building confidence among investors
by ensuring fair business practices and proper financial reporting. When
investors trust a company, it becomes easier for the business to raise funds

and grow successfully.
To Promote Ethical Business Practices

Corporate governance encourages companies to follow ethical values in
their day to day activities. It teaches organizations to work with honesty,
fairness, and responsibility. Ethical practices improve the image of the
company and help in maintaining good relationships with customers,

employees, and society.
To Achieve Long Term Growth and Stability

The final objective of corporate governance is to help companies achieve
long term success. A company that follows good governance practices can

handle challenges more effectively and maintain stability in the market. It
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improves decision making, increases efficiency, and supports sustainable

business growth over a long period of time.

5.4 Need and Importance of Corporate Governance :

5.4.1 Need for Corporate Governance

In today's business environment, companies deal with large amounts of
money, resources, employees, customers, and investors. [f businesses are
not managed properly, problems such as fraud, corruption, misuse of power,
and conflicts among stakeholders can arise. Corporate governance is needed
to create a proper system through which companies can function honestly,

responsibly, and efficiently.

1.  To Maintain Proper Control and Discipline: Every organization
requires proper rules and systems to carry out its activities smoothly.
Without discipline, confusion and mismanagement can affect the
working ofthe company. Corporate governance helps in defining the
roles, responsibilities, and authority of managers and employees. It
ensures that business activities are carried out according to company
policies and legal guidelines. This creates a systematic work culture

and improves coordination among different departments.

2.  To Prevent Fraud and Unethical Practices: Many companies face
serious problems because of corruption, misuse of funds, false reporting,
and unethical business behavior. Corporate governance is needed to
create transparency and accountability in company operations. Proper
supervision and control systems help in reducing the chances of fraud
and misuse of power. It also encourages employees and managers to

act honestly and responsibly while performing their duties.

3.  To Protect the Interests of Stakeholders: A company is not only
responsible to its owners but also to employees, customers, suppliers,
lenders, investors, and society. All these groups are directly or indirectly
connected with the organization. Corporate governance is needed to
ensure fair treatment and protect the rights of all stakeholders. It
prevents management from taking decisions that benefit only a few

people while harming others connected with the company.
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4.  To Increase Investor Confidence: Investors always look for companies
that are trustworthy and financially stable. Corporate governance helps
companies maintain proper financial records and transparent reporting
systems. When investors receive correct and complete information, they
feel more secure about investing their money. Good governance practices
increase confidence among shareholders and help companies attract more

investment for business growth and expansion.

5.  To Ensure Compliance with Laws and Regulations: Every
company must follow government laws, tax rules, labor laws,
environmental regulations, and other legal requirements. Failure to
follow these rules can result in penalties, legal action, and loss of
reputation. Corporate governance is needed to ensure that companies
operate within the legal framework and perform their activities
responsibly. It helps organizations avoid unnecessary legal problems

and maintain smooth business operations.

6.  ToAchieve Long Term Growth and Stability: A business cannot
survive for a long period only by focusing on short term profits.
Sustainable growth requires proper planning, ethical practices, and
responsible management. Corporate governance helps organizations
make balanced decisions that support future growth and stability. It
improves efficiency, reduces business risks, and creates a strong

foundation for long term success in a competitive market.
5.4.2 Importance of Corporate Governance

Corporate governance plays an important role in improving the overall
performance and reputation of a company. In modern businesses, people
expect organizations to work with honesty, transparency, and responsibility.
It also improves management efficiency, reduces business risks, and supports
ethical decision making. Because of these benefits, corporate governance

has become an essential part of every successful organization.

1.  Builds Trust and Good Reputation: A company that follows proper
governance practices gains respect and trust from the public.

Transparency, honesty, and fair treatment create a positive image of
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the organization in the market. Customers prefer dealing with
trustworthy companies, and investors feel more confident in investing
their money. A strong reputation also helps businesses attract talented

employees and better business opportunities.

Improves Decision Making: Corporate governance creates a
proper structure for taking business decisions. Important decisions
are discussed carefully by directors and management before
implementation. This reduces personal bias and prevents hasty or
irresponsible decisions. Better decision making helps companies avoid
losses, solve problems effectively, and achieve business goals more

efficiently.

Encourages Transparency in Operations: Transparency means
providing clear and accurate information about company activities
and financial performance. Corporate governance encourages
organizations to maintain openness in reporting and communication.
Shareholders, investors, and other stakeholders can easily understand
the company's condition and performance. This reduces

misunderstandings and increases confidence in the organization.

Increases Accountability and Responsibility: Corporate
governance makes managers and directors answerable for their actions
and decisions. When people know they are accountable, they become
more careful and responsible while performing their duties.
Accountability reduces negligence and misuse of authority within the
organization. It also improves discipline and efficiency in business

operations.

Attracts Investors and Financial Support: Companies with good
corporate governance are generally considered safe and reliable for
investment. Investors and banks trust organizations that maintain
proper records and follow ethical business practices. This makes it
easier for companies to raise capital, receive loans, and attract financial

support for expansion and future projects.

Promotes Ethical Business Practices: Corporate governance

encourages companies to follow moral values and ethical standards



in their daily activities. It discourages unfair trade practices, corruption,
exploitation, and dishonest behavior. Ethical business practices improve
relationships with employees, customers, suppliers, and society. This
creates a healthy business environment and strengthens the company's

long term position in the market.

7.  Helps in Long Term Growth and Stability: Good corporate
governance supports sustainable growth by improving management
efficiency and reducing business risks. Companies that follow proper
governance practices can handle challenges more effectively and
maintain stability during difficult situations. It helps organizations plan
for the future, improve productivity, and achieve continuous success

over a long period of time.

5.5 Principles of Good Governance :

Good corporate governance is based on certain principles that guide
companies to work in a fair, honest, and responsible manner. When a company
follows these principles properly, it becomes more transparent, accountable, and
successful in the long run. The principles of good governance create a strong

foundation for ethical business practices and smooth functioning of the organization.

Efficiency and
Effectiveness /=

Principles
of Good
Governance
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D

2)

3)

4)

5)

Transparency

Transparency means maintaining openness and clarity in all business activities.
A company should provide correct and complete information about its
financial position, performance, policies, and important decisions.
Shareholders, investors, employees, and other stakeholders should be able
to clearly understand how the company is operating. Transparency reduces
misunderstandings, builds trust, and prevents hidden or unfair activities within

the organization.
Accountability

Accountability means that every person in the organization should be
answerable for their actions and decisions. Directors, managers, and
employees must perform their duties responsibly and honestly. If mistakes
or wrong decisions occur, the concerned person should take responsibility
for them. Accountability improves discipline in the organization and helps in

maintaining proper control over business activities.
Responsibility

Responsibility refers to performing duties carefully and sincerely for the benefit
of the organization and society. Companies should not focus only on profits
but should also think about employees, customers, investors, and the
environment. Responsible behavior helps organizations maintain a positive

image and create long term relationships with stakeholders.
Fairness

Fairness means treating all stakeholders equally and without discrimination.
Every shareholder, employee, customer, and supplier should receive fair
treatment from the company. Corporate governance ensures that no person
or group is given unfair advantage or ignored during decision making. Fairness

helps in reducing conflicts and creates a healthy business environment.
Ethical Conduct

Ethical conduct means following moral values such as honesty, integrity, and
truthfulness in business operations. Companies should avoid corruption, fraud,

cheating, and unfair business practices. Ethical behavior increases public



6)

7)

8)

trust and strengthens the reputation of the organization. A company that
follows ethical principles earns respect from society and performs better in

the long run.

Participation

Participation means involving the right people in important decision making
processes. Employees, shareholders, and other stakeholders should get
opportunities to express their views and suggestions when required.

Participation improves communication within the organization and helps

management make balanced and effective decisions.
Rule of Law

The principle ofrule of law means that companies must follow all legal rules,
government regulations, and company policies. No organization should
perform illegal activities or ignore laws for personal benefit. Following the
law protects the company from penalties, legal disputes, and damage to its

reputation. It also creates discipline and stability in business operations.
Efficiency and Effectiveness

Efficiency and effectiveness mean using company resources properly to
achieve business goals successfully. Good governance encourages
organizations to reduce waste, improve productivity, and make better use of
time, money, and manpower. Efficient management increases profits,

improves performance, and supports long term growth of the company.

5.6

Board of Directors :

The Board of Directors is one of the most important parts of corporate

governance. It is a group of people selected to guide, manage, and supervise the

overall activities of a company. These people are called directors, and they are

responsible for making major decisions related to the company's growth, policies,

and future plans. The board acts as a link between the owners of the company and

the management team that handles daily operations. It ensures that the company

works honestly, responsibly, and according to legal and ethical standards.

The main duty of the Board of Directors is to protect the interests of

shareholders and other stakeholders. The board carefully monitors the work of
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management and makes sure that company resources are used properly. Directors
participate in important decisions such as expansion plans, financial management,
appointment of top executives, and company policies. They also check whether
the organization is following laws, maintaining transparency, and achieving its business

goals effectively.

A strong and active board helps a company maintain stability and long term
growth. The directors provide guidance and expert advice based on their knowledge
and experience. They help the company identify risks, solve problems, and make
better decisions during difficult situations. A good board also encourages ethical
behavior, accountability, and discipline within the organization. This improves public

trust and creates a positive image of the company in the market.

The Board of Directors usually includes different types of directors such as
executive directors, non-executive directors, and independent directors. Executive
directors are involved in daily business activities, while non-executive and
independent directors mainly supervise and provide unbiased opinions. Having
different types of directors helps in balanced decision making and prevents misuse
of power. Therefore, the Board of Directors plays a very important role in ensuring

good corporate governance and the successful functioning of a company.

5.7 Corporate Governance Framework in India :

The corporate governance framework in India consists of laws, rules,
regulations, institutions, and ethical practices that guide companies to work in a
fair, transparent, and responsible manner. It helps organizations maintain

accountability, protect stakeholder interests, and follow proper business standards.
»  Companies Act, 2013

The Companies Act, 2013 is one of the most important laws related to
corporate governance in India. It provides rules regarding the formation,
management, and functioning of companies. The Act explains the duties and
responsibilities of directors, conduct of meetings, preparation of financial
reports, and auditing procedures. It also includes provisions related to
independent directors, audit committees, and protection of shareholder rights.
This law helps companies maintain accountability, transparency, and discipline

in their operations.



Securities and Exchange Board of India

The Securities and Exchange Board of India, commonly known as SEBI,
plays an important role in regulating listed companies and protecting investors.
SEBI issues rules and guidelines that companies must follow while operating
in the stock market. It ensures that companies provide correct financial
information and maintain transparency in their activities. SEBI also monitors
unfair trade practices and protects investors from fraud and manipulation in

the securities market.
Listing Regulations of Stock Exchanges

Companies listed on stock exchanges such as the National Stock Exchange
and Bombay Stock Exchange must follow certain governance rules and
disclosure requirements. These regulations ensure that companies regularly
provide information about their financial performance, management decisions,
and business activities to shareholders and the public. Proper disclosure

creates transparency and helps investors make informed decisions.
Board of Directors

The Board of Directors is an important part of the corporate governance
framework in India. The board is responsible for guiding and supervising
company activities. Directors make important business decisions, monitor
management performance, and ensure that the company follows laws and
ethical standards. Independent directors are also included to provide unbiased

opinions and prevent misuse of power within the organization.
Audit Committees and Internal Control Systems

Audit committees are formed to check the financial records and reporting
systems of companies. These committees help ensure that financial statements
are accurate and free from fraud or manipulation. Internal control systems
are also created to monitor business operations and reduce risks. These
measures improve accountability and strengthen trust among investors and

stakeholders.
Protection of Shareholders and Stakeholders

The framework of corporate governance in India focuses on protecting the
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rights and interests of shareholders and other stakeholders. Companies are
expected to treat all shareholders fairly and provide equal opportunities for
participation in important decisions. Employees, customers, suppliers, and
society are also considered important stakeholders whose interests should

be respected and protected.
Transparency and Disclosure Practices

Transparency is an important part of the governance framework. Companies
are required to disclose financial statements, annual reports, company policies,
and other important information regularly. Proper disclosure helps
stakeholders understand the company's performance and financial condition
clearly. This increases trust and reduces the chances of hidden or unfair

business practices.
Ethical Business Practices and Corporate Social Responsibility

Corporate governance in India also encourages ethical business conduct
and social responsibility. Companies are expected to follow honesty, fairness,
and integrity in their activities. Many organizations also participate in social
welfare activities, environmental protection, and employee welfare programs.
Ethical practices improve the company's reputation and create a positive

relationship with society.
Role of Professional Bodies and Regulatory Institutions

Professional institutions such as the Institute of Chartered Accountants of
India and other regulatory bodies also support corporate governance in India.
These organizations issue professional standards and guidelines related to
accounting, auditing, and financial reporting. They help companies maintain

accuracy, discipline, and professionalism in their operations.
Legal Compliance and Accountability

The corporate governance framework ensures that companies follow all
government laws, tax regulations, labor laws, and environmental rules.
Companies and management are held accountable for their actions and
decisions. Following legal requirements helps organizations avoid penalties,

maintain reputation, and ensure smooth business functioning.
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Exercise :

Q.1 Answer the following questions in detail.

1. What is corporate governance? Explain objectives of corporate
governance.

2. Explain the need of corporate governance in business.

3. Discuss the importance of corporate governance in detail.

4. Describe the principles of good corporate governance.

5. Describe the corporate governance framework in India and explain

the role of different laws and regulatory bodies.

Q.2 Write ashort note on:

1. Transparency and Accountability in corporate governance
2. Fairness and Ethical conduct principle of good corporate governance
3. Role of Board of Directors in corporate governance

Q.3 Multiple Choice Questions (MCQS)
1. What is corporate governance mainly concerned with?
A. Selling products
B. Managing and controlling a company properly
C. Increasing employee holidays
D. Advertising products
Answer: B. Managing and controlling a company properly

2. Which principle of corporate governance focuses on openness in business

activities?
A. Transparency B. Fairness
C. Responsibility D. Participation

Answer: A. Transparency

3. Who is mainly responsible for supervising company management?
A. Customers B. Suppliers
C. Board of Directors D. Competitors

Answer: C. Board of Directors
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4.  Which law is important for corporate governance in India?

A. Income Tax Act B. Consumer Protection Act
C. Companies Act, 2013 D. Partnership Act

Answer: C. Companies Act, 2013

What is the main purpose of accountability in corporate governance?
A. To increase sales

B. To avoid meetings

C. To reduce company profits

D. To make people answerable for their actions

Answer: D. To make people answerable for their actions
Which organization regulates the securities market in India?

A. RBI B. SEBI C. LIC D. NABARD
Answer: B. SEBI

Which principle ensures equal treatment of stakeholders?

A. Fairness B. Transparency

C. Responsibility D. Efficiency

Answer: A. Fairness

Why is corporate governance important for investors?

A. Itincreases product prices B. It creates trust and confidence
C. Itreducesemployee salaries D. It avoids business expansion
Answer: B. It creates trust and confidence

What does ethical conduct mean in corporate governance?

A. Following dishonest practices

B. Ignoring company rules

C. Reducing business activities

D. Following honesty and moral values

Answer: D. Following honesty and moral values



10. Which of'the following helps in checking company financial records?
A. Marketing Committee B. Purchase Committee
C. Audit Committee D. Welfare Committee

Answer: C. Audit Committee
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Unit - 6
Corporate Governance Committees

6.1 Introduction

6.2 Audit Committee

6.3 Nomination and Remuneration Committee
6.4 Stakeholders Relationship Committee

6.5 Risk Management Committee

6.6 Role of Committees in Governance

Exercise

6.1 Introduction :

Corporate Governance is the set of process, customs, policies, laws and
institutions affecting the way in which a corporation is directed, administered or
controlled. Corporate Governance also includes the relationships among the many
players involved (the stakeholders) and the goals for which the corporation is
governed. The principal players are the shareholders, management and the board
ofdirectors. Other stakeholders include employees, suppliers, customers, banks

and other lenders, regulators, the environment and the community at large.

Corporate Governance is a multi-faceted subject. An important theme of
corporate governance deals with issues of accountability and fiduciary duty (in
good faith/trust), essentially advocating the implementation of guidelines and
mechanisms to ensure good behaviour and protect shareholders. Another key focus
is the economic efficiency view, through which the corporate governance system
should aim to optimize economic results, with a strong emphasis on shareholders
welfare. There are yet other aspects to the corporate governance subject, such as
the stakeholder view, which calls for more attention and accountability to players

other than the shareholders.

Recently, there has been considerable interest in the corporate governance
practices of modern corporations, particularly since the high-profile collapses ofa

number of large U.S. firms such as Enron Corporation and Worldcom.
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Board members and those with a responsibility for corporate governance
are increasingly using the services of external providers to conduct anti-corruption,

auditing, due-diligence and training.

Meaning and Definition

The term corporate governance has come to mean two things:

»  The processes by which companies are directed and controlled

»  Afield in economics, which studies the many issues arising from the separation

of ownership and control

The corporate governance structure specifies the rules and procedures for making
decisions on corporate affairs. It also provides the structure through which the
company objectives are set, as well as the means of attaining and monitoring the

performance ofthose objectives

Corporate governance is used to monitor whether outcomes are in accordance
with plans and to motivate the organization to be more fully informed in order to
maintain or alter organizational activity. Corporate governance is the mechanism
by which individuals are motivated to align their actual behaviours with the overall

participants.

"Corporate governance is about promoting corporate fairness, transparency

and accountability”.
- James D. Wolfensohn

"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 development of all stakeholders."
- The Institute of Company Secretaries of India
Features of Good Corporate Governance

Key elements of good corporate governance principles include honesty, trust and
integrity, openness, performance orientation, responsibility and accountability, mutual

respect, and commitment to the organization.

What is importance is how directors and management develop a model of
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governance that aligns the values ofthe corporate participants and then evaluate

this model periodically for its effectiveness. In particular, senior executives should

conduct themselves honestly and ethically, especially concerning actual or apparent

conflicts of interest, and disclosure in financial reports.

Commonly accepted principles of corporate governance include:

1.

86

Rights and equitable treatment of shareholders

Organizations should respect the rights of shareholders and help shareholders
to exercise those rights. They can help shareholders exercise their rights by
effectively communicating information that is understandable and accessible

and encouraging shareholders to participate in general meeting.
Interests of other stakeholders

Organizations should recognize that they have legal and other obligations to

all legitimate stakeholders.
Role and responsibilities of the board

The board needs a range of skills and understanding to be able to deal with
various business issues and have the ability to review and challenge management
performance. It needs to be of sufficient size and have an appropriate level of
commitment to fulfil its responsibilities and duties. There are issues about the
appropriate mix of executive and non-executive directors. The key roles of

chairperson and CEO should not be held by the same person.
Integrity and ethical behaviour

Organizations should develop a code of conduct for their directors and
executives that promotes ethical and responsible decision making. It is
important to understand, though, that systematic reliance on integrity and
ethics is bound to eventual failure. Because of this, many organizations
establish Compliance and Ethics Programmes to minimize the risk that the

firm steps outside of ethical and legal boundaries.
Disclosure and transparency

Organizations should clarify and make known the roles and responsibilities

of board and management to provide shareholders with a level of



accountability. They should also implement procedures to independently verify
and safeguard the integrity of the company's financial reporting. Disclosure
of material matters concerning the organization should be timely and balanced

to ensure that all investors have access to clear, factual information.

6.2 Audit committee :

The Audit Committee is a central pillar of effective corporate governance,
playing a critical role in maintaining transparency, accountability, and trust within an
organization. It acts as an independent body that oversees the company's financial
reporting and internal control systems, ensuring that stakeholders can rely on the

integrity of the company's financial information.

Composition and Independence

The Audit Committee is typically composed of non-executive, independent
directors, many of whom possess strong backgrounds in finance, accounting, or
auditing. This independence is essential because it allows the committee to evaluate
financial matters objectively, without influence from management. Having members
with financial expertise ensures that complex accounting issues and financial reports

are properly understood and scrutinized.

Oversight of Financial Reporting

One of the committee's primary responsibilities is to oversee the financial
reporting process. This involves reviewing quarterly and annual financial statements
before they are presented to the board. The committee ensures that these reports
are accurate, complete, and prepared in accordance with applicable accounting
standards. It also evaluates key accounting policies, estimates, and judgments made

by management to ensure they are reasonable and transparent.

Internal Controls and Risk Management

The Audit Committee plays a vital role in assessing the effectiveness of the
company's internal control systems. Strong internal controls help prevent errors,
fraud, and financial misstatements. The committee reviews reports from internal
auditors and evaluates whether risks-especially financial and operational risks-are
being properly identified and managed. If weaknesses are found, the committee

ensures that corrective actions are implemented promptly.
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Relationship with Auditors

The committee maintains a close working relationship with both internal and
external auditors. It oversees the appointment, compensation, and performance of
external auditors, ensuring their independence is not compromised. The Audit
Committee reviews audit plans, findings, and recommendations, and ensures that
management addresses any issues raised. This oversight enhances the credibility of

the audit process.

Fraud Prevention and Ethical Oversight

Another important function of the Audit Committee is to help prevent and
detect fraud and financial misconduct. By monitoring internal controls and financial
practices, the committee reduces the risk of irregularities. Many audit committees
also oversee whistleblower mechanisms, allowing employees to report unethical

behavior confidentially.

Compliance with Laws and Regulations

The Audit Committee ensures that the company complies with relevant legal
and regulatory requirements. It reviews compliance reports and monitors adherence
to financial regulations, corporate governance codes, and industry standards. This

helps protect the organization from legal risks and reputational damage.

Communication Role

The committee serves as a key link between auditors, management, and the
board of directors. It communicates important financial information, audit findings,
and risk issues to the board, enabling informed strategic decisions. This
communication ensures that the board remains fully aware of the company's financial

health and governance practices.

In summary, the Audit Committee is essential for promoting financial integrity,
strengthening internal controls, and ensuring accountability within an organization.
Its independent oversight not only enhances the reliability of financial reporting but

also builds confidence among investors, regulators, and other stakeholders.

6.3 Nomination and remuneration committee :

The Nomination and Remuneration Committee is a vital component of

corporate governance, responsible for ensuring that the organization is led by capable



individuals and that they are fairly and effectively compensated. Its dual role focuses
on building a strong leadership structure and aligning compensation with the

company's long-term success.

Composition and Purpose

This committee is typically made up of independent, non-executive directors
to ensure objectivity and impartiality in decision-making. Its primary purpose is to
strengthen the board's effectiveness by selecting qualified individuals and establishing

fair remuneration practices that support the company's strategic goals.

Board Nomination and Composition

One of'the committee's key responsibilities is identifying and recommending
suitable candidates for board positions. It evaluates candidates based on their
qualifications, experience, expertise, and integrity. The goal is to ensure that the
board has a balanced mix of'skills, industry knowledge, and diversity in perspectives.

This diversity enhances decision-making and contributes to better governance.

Remuneration Policies and Practices

The committee plays a central role in designing and implementing
compensation policies for directors and senior management. It ensures that
remuneration is fair, competitive, and aligned with industry standards. At the same
time, compensation structures are carefully crafted to reflect the company's

performance, financial health, and long-term objectives.

Aligning Incentives with Performance

A critical function ofthe committee is to ensure that compensation encourages
long-term value creation rather than short-term gains. It achieves this by designing
incentive plans-such as bonuses, stock options, and performance-based rewards-
that align the interests of executives with those of shareholders. This alignment

helps drive sustainable growth and responsible decision-making.

Performance Evaluation

The committee is also responsible for evaluating the performance ofthe
board, its committees, and individual directors. Regular assessments help identify
strengths and areas for improvement, promoting accountability and continuous
development. These evaluations contribute to maintaining an effective and high-

performing governance structure.
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Transparency and Disclosure

Transparency is a fundamental aspect of the committee's role. It ensures that
remuneration policies and decisions are clearly disclosed to shareholders and other
stakeholders. This openness builds trust and demonstrates that compensation

practices are fair, justified, and aligned with the company's performance.

Succession Planning

Another important responsibility is succession planning. The committee
ensures that the organization has a strong pipeline of qualified individuals ready to
take on key leadership roles in the future. This forward-looking approach minimizes

disruption and ensures leadership continuity.

In summary, the Nomination and Remuneration Committee plays a crucial
role in shaping both leadership and compensation within an organization. By ensuring
the appointment of competent leaders and establishing fair, performance-driven
remuneration policies, the committee supports effective governance and long-term

organizational success.

6.4 Stakeholders relationship committee :

The Stakeholders Relationship Committee plays a crucial role in fostering
strong, transparent, and trust-based relationships between a company and its
stakeholders, especially shareholders. It ensures that stakeholder interests are
protected and that their concerns are addressed efficiently, contributing to overall

corporate credibility and goodwill.

Purpose and Composition

This committee is generally composed of directors, often including non-
executive members, to ensure fair and balanced oversight. Its primary purpose is
to safeguard stakeholder interests by ensuring effective communication and prompt

resolution of'issues.

Investor Relations and Communication

One of'the committee's main responsibilities is to oversee investor relations.
It ensures that shareholders and other stakeholders receive timely, accurate, and
relevant information about the company's financial performance, strategic initiatives,
and key developments. Clear communication helps stakeholders make informed

decisions and strengthens their confidence in the company.



Grievance Redressal Mechanism

A key function of the Stakeholders Relationship Committee is to address
and resolve complaints from shareholders. These grievances may relate to dividend
payments, share transfers, dematerialization issues, or delays in receiving important
documents. The committee ensures that such issues are handled promptly and

fairly, which helps maintain trust and satisfaction among stakeholders.

Regulatory Compliance

The committee also ensures that the company complies with legal and
regulatory requirements related to stakeholder communication and disclosures.
This includes adherence to guidelines set by regulatory authorities regarding investor

protection and transparency.

Promoting Transparency and Accountability

The Stakeholders Relationship Committee enhances transparency by ensuring
that stakeholders have easy access to relevant information. It encourages
accountability by making sure that the company remains responsive to stakeholder

concerns and operates in an open manner.

Strengthening Investor Confidence

By maintaining effective communication channels and addressing concerns
proactively, the committee helps build and sustain investor confidence. A company
that listens to its stakeholders and responds to their needs is more likely to earn

long-term loyalty and support.

In summary, the Stakeholders Relationship Committee acts as a bridge
between the company and its stakeholders. Through effective communication,
prompt grievance resolution, and regulatory compliance, it plays a key role in
enhancing transparency, protecting stakeholder interests, and strengthening trust in

the organization.

6.5 Risk management committee :

The Risk Management Committee is a key element of modern corporate
governance, tasked with safeguarding the organization against uncertainties that
could hinder its performance or long-term sustainability. In an increasingly complex
and rapidly changing business environment, effective risk management is essential

for ensuring stability, resilience, and informed decision-making.
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Purpose and Composition

The committee is usually composed of board members, often including
independent directors with expertise in finance, operations, or risk management.
Its main purpose is to provide oversight of the company's risk management
framework and ensure that risks are systematically identified, assessed, and

managed.

Risk Identification and Assessment

One of the committee's primary responsibilities is to identify potential risks
that could impact the organization. These risks may be financial (such as market
fluctuations), operational (like supply chain disruptions), strategic (such as
competition or business model challenges), or compliance-related (including legal
and regulatory risks). The committee evaluates the likelihood and potential impact

of these risks to prioritize them effectively.

Risk Management Framework and Policies

The Risk Management Committee develops and implements structured
policies and frameworks to manage risks. This includes defining risk tolerance
levels, establishing procedures for risk reporting, and ensuring that appropriate

systems are in place to monitor and control risks across the organization.

Risk Mitigation and Monitoring

A critical function of the committee is to ensure that suitable risk mitigation
strategies are implemented. This may involve internal controls, contingency planning,
insurance coverage, and diversification strategies. The committee continuously
monitors risk exposure and ensures that timely corrective actions are taken when

necessary.

Promoting a Risk-Aware Culture

Beyond policies and controls, the committee plays an important role in
fostering a risk-aware culture within the organization. It encourages employees at
all levels to recognize, report, and manage risks proactively. This cultural aspect
ensures that risk management is embedded in everyday decision-making rather

than treated as a separate function.



Regulatory Compliance

The committee ensures that the company complies with applicable laws,
regulations, and standards related to risk management and disclosure. This includes
maintaining transparency in reporting risks to stakeholders and adhering to

governance requirements set by regulatory bodies.

Continuous Review and Improvement

Given the evolving nature of risks, the committee regularly reviews and updates
the company's risk management framework. This ensures that new and emerging
risks-such as technological disruptions, cybersecurity threats, or environmental

challenges-are effectively addressed.

In summary, the Risk Management Committee plays a vital role in protecting
the organization from potential threats and uncertainties. By establishing robust
risk management practices, promoting awareness, and ensuring compliance, the

committee helps the company achieve sustainable growth and long-term success.

6.6 Role of committees in governance :

Board committees are fundamental to strengthening corporate governance
by enabling the board of directors to function more effectively and efficiently. Since
modern organizations face complex financial, regulatory, and strategic challenges,
it is not practical for the full board to handle every issue in detail. Committees help
by dividing responsibilities and focusing on specific areas that require deeper

attention.

Enhanced Oversight

One ofthe most important roles of board committees is to improve oversight.
Each committee concentrates on a particular domain-such as auditing, risk
management, or executive compensation-allowing for detailed examination and
careful monitoring. This focused approach reduces the risk of errors, fraud, or
mismanagement and ensures that critical matters are thoroughly reviewed before

decisions are made.

Improved Efficiency

Board committees increase operational efficiency by distributing workload

among smaller groups. This allows the board to address multiple complex issues
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simultaneously without becoming overwhelmed. Committees can meet more
frequently, analyze issues in depth, and provide well-informed recommendations

to the full board, leading to faster and more effective decision-making.

Transparency and Accountability

Committees play a key role in promoting transparency within the organization.
They ensure that accurate and timely information is disclosed to stakeholders,
particularly in areas like financial reporting and executive remuneration. At the same
time, they enhance accountability by holding management responsible for

performance, compliance, and ethical conduct.

Regulatory Compliance

Ensuring compliance with laws, regulations, and corporate governance
standards is another critical function of board committees. They monitor adherence
to legal requirements and internal policies, helping the organization avoid penalties,

legal risks, and reputational damage.

Access to Specialized Expertise

Committees bring specialized knowledge to the board. Members are often
chosen for their expertise in areas such as finance, law, risk, or human resources.
This expertise allows committees to analyze complex issues more effectively and

provide valuable insights that support better decision-making at the board level.

Strategic Support

While committees focus on specific operational and oversight functions, they
also support the board's broader strategic role. By handling detailed reviews and
technical matters, committees free up the board's time to concentrate on long-term

planning, growth opportunities, and overall direction.

In summary, board committees are essential for enhancing governance by
improving oversight, increasing efficiency, ensuring transparency, and supporting
compliance. Their specialized focus and expertise enable better decision-making

and contribute to the organization's long-term stability and success.



Exercise :

Q.1 Multiple Choice Questions (MCQS)

1.

The Audit Committee primarily deals with:
A. Marketing strategies

B. Financial reporting and controls

C. Employee training

D. Product development

Answer: B. Financial reporting and controls

The Nomination and Remuneration Committee is responsible for:

A. Risk assessment

B. Shareholder complaints

C. Board appointments and compensation

D. Financial audits

Answer: C. Board appointments and compensation
The Stakeholders Relationship Committee focuses on:
A. Internal auditing B. Stakeholder grievances
C. Risk management D. Recruitment
Answer: B. Stakeholder grievances

The Risk Management Committee deals with:

A. Salestargets

B. Riskidentification and mitigation

C. Employee benefits

D. Public relations

Answer: B. Risk identification and mitigation
Board committees help in:

A. Reducing transparency

B. Improving governance efficiency

C. Avoiding accountability

D. Limiting communication

Answer: B. Improving governance efficiency

Corporate Governance and
Business Ethics

95



Corporate Governance and
Business Ethics

96

Q.2 True or False

Q.3

1. Audit Committee ensures financial transparency. - True
2. Risk management is not important in governance. - False
3. Committees improve board efficiency. - True

4. Stakeholders committee ignores complaints. - False

5. Nomination committee handles hiring of workers. - False
Fill in the Blanks

1. The  Committee oversees financial reporting.

Answer: Audit

2.

The Committee handles executive compensation.

Answer: Nomination and Remuneration

3.

The Committee manages stakeholder grievances.

Answer: Stakeholders Relationship

4.

The Committee identifies risks.

Answer: Risk Management

3.

Board committees improve in governance.

Answer: efficiency
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Unit - 7
Shareholders and Stakeholders

7.1 Introduction

7.2 Meaning

7.3 Rights and Responsibilities of Shareholders
7.4 Protection of Minority Shareholders

7.5 Stakeholder Theory

7.6 Stakeholder Engagement Practices

Exercise

7.1 Introduction :

In today's business environment, organizations do not operate in isolation;
they are part of a larger social and economic system. Every company interacts
with various groups such as investors, employees, customers, suppliers, and the
community. Among these, shareholders and stakeholders play a crucial role in
influencing and shaping business decisions. Traditionally, companies focused mainly
on maximizing profits for shareholders, as they are the legal owners of the business.
However, with the growth of globalization and awareness about social responsibility,

the focus has expanded to include stakeholders as well.

This shift has led to the development of concepts like corporate governance
and business ethics, which ensure that companies operate in a fair, transparent,
and responsible manner. Corporate governance provides a framework for managing
relationships between a company's management, board of directors, shareholders,
and stakeholders. On the other hand, business ethics emphasizes moral principles
and values in business practices. Together, these concepts help in building trust,
ensuring accountability, and promoting long-term sustainability. Understanding
shareholders, stakeholders, corporate governance, and business ethics is essential

for maintaining a balance between profit-making and social responsibility.

7.2 Meaning:

Shareholders are individuals or organizations who own shares in a company,
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making themthe legal owners of the business. By investing their money, they provide
capital to the company and, in return, receive ownership rights. Shareholders have
the right to vote on important matters such as appointing directors and approving
major decisions. They earn dividends, which are a portion ofthe company's profits
and can benefit from capital appreciation if the share price increases. Shareholders

liability is usually limited to the amount they have invested.

Stakeholders are all persons, groups, or entities that have an interest in or
are affected by the activities of a business. This concept is broader than shareholders.
Stakeholders can be internal (employees, managers, owners) or external (customers,
suppliers, government, society, creditors). They may or may not invest money in

the company.

7.3 Rights and Responsibilities of Shareholders :

Shareholders, being the owners of a company, are granted certain rights to
protect their interests and are expected to fulfil responsibilities to ensure the smooth

and ethical functioning ofthe organization.
1.  Rights of Shareholders

a)  Right to Vote: Shareholders have the right to vote on important matters of
the company during general meetings. This includes decisions like the
appointment or removal of directors, approval of financial statements, and
major business changes. Voting ensures that shareholders have a say in how
the company is managed. It also helps in maintaining control over management
actions. Through voting, shareholders can influence the direction and policies

ofthe company.

b)  Right to Receive Dividends: Shareholders are entitled to receive dividends,
which are a portion of the company's profits distributed among them. The
amount of dividend depends on the company's performance and decisions
of the board of directors. While dividends are not guaranteed, they represent
areturn on investment. Regular dividends indicate good financial health of

the company. This right motivates investors to invest in the company.

¢) Right to Transfer Shares: Shareholders have the freedom to buy or sell
their shares in the market, especially in public companies. This provides

liquidity, allowing investors to convert their shares into cash whenneeded. It



d)

g)

also enables shareholders to exit the company if they are dissatisfied. The
transferability of shares makes investment flexible and attractive. This right

supports the smooth functioning of stock markets.

Right to Information: Shareholders have the right to receive accurate and
timely information about the company's performance and activities. This
includes access to financial statements, annual reports, and audit reports.
Proper information helps shareholders make informed decisions regarding
their investment. Transparency builds trust between the company and its

investors. It also ensures accountability of management.

Right to Attend Meetings: Shareholders can attend Annual General
Meetings (AGMs) and other important meetings of the company. In these
meetings, they can ask questions, express opinions, and discuss company
matters. Participation allows shareholders to stay informed about company
policies and future plans. It also provides a platform to raise concerns directly

with management. Active involvement strengthens corporate governance.

Right to Residual Claim: In case the company is liquidated, shareholders
have the right to claim the remaining assets after all debts and obligations are
paid. Although they are last in priority after creditors, they still have a claim
on leftover assets. This right reflects their ownership status in the company.
It also involves risk, as they may receive little or nothing if liabilities are high.

Hence, shareholders are considered risk-bearing investors.

Right to Sue for Misconduct: Shareholders can take legal action against
the company's management ifthey find any fraud, mismanagement, or violation
of their rights. This right protects shareholders from unfair practices. It ensures
that directors and executives act responsibly and ethically. Legal remedies
help maintain discipline within the company. It also strengthens investor

confidence in the system.
Responsibilities of Shareholders

Responsibility to Act Wise: Shareholders should make careful and
mnformed decisions while exercising their rights, especially voting. They should

analyze company performance and policies before taking any action. Wise
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b)

d)

decisions contribute to the company's growth and stability. Irresponsible
actions can harm both the company and other stakeholders. Therefore,

shareholders must act with maturity and understanding.

Responsibility to Follow Laws: Shareholders must comply with all legal
rules and regulations related to shareholding. This includes adhering to
company laws, taxation rules, and stock market regulations. Following laws
ensures smooth functioning of the financial system. It also prevents legal
issues and penalties. Responsible behavior helps maintain the company's

reputation.

Responsibility to Support Long-term Growth: Shareholders should focus
on the long-term success of the company rather than only short-term profits.
Supporting sustainable strategies helps the company grow steadily. Long-
term thinking benefits not only shareholders but also other stakeholders. It
encourages stability and innovation within the organization. This approach

leads to lasting value creation.

Responsibility to Avoid Insider Trading: Shareholders must not misuse
confidential or unpublished information for personal gain. Insider trading is
illegal and unethical as it creates unfair advantage. It damages trust in financial
markets and harms other investors. Shareholders should act with integrity

and fairness. Avoiding such practices ensures transparency and equality.

Responsibility to Participate in Meetings: Active participation in
company meetings is an important responsibility of shareholders. By attending
meetings, they can stay informed and contribute to decision-making. Their
involvement helps in better governance and accountability. [gnoring meetings
may lead to poor decisions by management. Participation strengthens the

overall functioning of the company.

Responsibility Toward Society: Shareholders should encourage companies
to follow ethical practices and contribute to social welfare. They should
support decisions that promote environmental protection and community
development. Responsible shareholders help build a positive image of the
company. This also ensures sustainable development. Their role goes beyond

profit to include social responsibility.



7.4 Protection of Minority Shareholders :

Minority shareholders are those who hold a small portion of shares in a
company and do not have control over decision-making. Since they lack voting
power compared to majority shareholders, they are more vulnerable to unfair
treatment. Therefore, protecting their rights is an important aspect of corporate

governance and business ethics.

Meaning: Minority shareholders are investors who do not have significant control
over the company's management or decisions. They usually cannot influence major
policies because they hold fewer shares. Despite their smaller stake, they are still
owners of the company. Hence, their interests must be safeguarded. Protection

ensures fairness and equality among all shareholders.
Measures for Protection of Minority Shareholders

a)  Legal protection: Laws provide safeguards to minority shareholders against
unfair practices. They can approach courts or tribunals if they face oppression
or mismanagement. Legal provisions ensure that their rights are not violated.
These laws act as a deterrent against misuse of power by majority

shareholders. It also provides a formal mechanism for justice.

b)  Right to Information: Minority shareholders have the right to receive
accurate and timely information about the company. This includes financial
statements, audit reports, and annual reports. Access to information helps
them understand the company's performance. It enables them to make

informed decisions. Transparency reduces the chances of exploitation.

¢)  Rightto vote and participate: Even though they hold fewer shares, minority
shareholders still have the right to vote in meetings. They can attend Annual
General Meetings (AGMs) and express their views. Participation ensures
their voice is heard in company matters. It promotes democratic functioning

within the organization. This right helps maintain balance in decision-making.

d) Protection against oppression and mismanagement: Minority
shareholders are protected against actions that are unfair or harmful to their
mterests. [fmajority shareholders act in a way that is oppressive or prejudicial,
minority shareholders can seek legal remedies. This includes removal of
directors or changes in management. Such protection ensures fairness. It

prevents abuse of power.
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g)

Independent directors: The appointment of independent directors helps
protect minority interests. These directors are not involved in day-to-day
management and act impartially. They ensure that decisions are made fairly
and ethically. Independent directors monitor the actions of management.

Their presence strengthens corporate governance.

Audit and transparency mechanisms: Regular audits and proper
disclosure of financial information help protect minority shareholders. Auditors
verify the accuracy of financial statements. Transparency ensures that no
hidden activities take place. It builds trust among investors. Strong audit

systems reduce the risk of fraud.

Class Action Suits: Minority shareholders can come together and file a
class action suit against the company if their rights are violated. This allows
them to take collective legal action. It increases their strength and influence.
Class action suits help in obtaining compensation or corrective measures. It
ensures justice for small investors. Thus, Protection of minority shareholders
is essential for maintaining fairness, transparency, and trust in the corporate
sector. It ensures that even small investors are treated equally and their rights
are respected. Strong protection mechanisms contribute to better corporate

governance and encourage more people to invest in companies.

Need for Protection of Minority Shareholders

1.

Misuse of power for personal benefit

Majority shareholders have significant control over company decisions
because of their larger shareholding and voting power. This control can
sometimes be misused to take decisions that benefit them personally rather
than the company as a whole. For example, they may approve transactions
that Favor their own interests, such as giving contracts to related parties.
Such actions can harm minority shareholders financially. Therefore, protection

is necessary to prevent abuse of power and ensure decisions are made fairly.
Ignorance in decision-making

Since minority shareholders hold a smaller percentage of shares, their voting
power is limited. As a result, their opinions and concerns may not be

considered during important decisions. This can lead to decisions that do



not reflect the interests of all shareholders. Ignoring minority voices can create
dissatisfaction and reduce trust in the company. Protection ensures that their

rights to participate and express views are respected.
Risk of fraud and mismanagement

Minority shareholders are more vulnerable to unethical practices such as
fraud, manipulation of financial statements, or misuse of company resources.
Majority shareholders or management may take advantage of their position
to engage in such activities. This can lead to financial losses for minority
investors. Legal and governance protections help prevent such situations.

They also provide remedies if any wrongdoing occurs.
Protection builds confidence among small investors

When minority shareholders know that their rights are protected, they feel
more secure in investing their money. This encourages more people to
participate in the stock market. Increased investor confidence leads to better
capital formation for companies. It also strengthens the financial system as a
whole. Without proper protection, small investors may hesitate to invest due

to fear of exploitation.
Promotes fairness and transparency in business practices

Protecting minority shareholders ensures that companies follow fair and
transparent practices. It encourages proper disclosure of information and
ethical decision-making. Transparency reduces the chances of hidden or
biased actions by majority shareholders. Fair treatment of all shareholders
improves the company's reputation. This ultimately leads to better corporate

governance and long-term success.

7.5

Stakeholder Theory :

Stakeholder Theory is a concept that suggests a business should consider

the interests of all stakeholders, not just shareholders, while making decisions. It

was developed to highlight that companies operate within a broader social

environment. Therefore, their actions affect many groups such as employees,

customers, suppliers, and society. The theory emphasizes that long-term success

depends on maintaining good relationships with all stakeholders. It shifts the focus

from profit-only thinking to responsible and inclusive decision-making.

Corporate Governance and
Business Ethics

103



Corporate Governance and
Business Ethics

104

Stakeholder Theory states that a company should create value for all

stakeholders and not prioritize only shareholders' profits. It recognizes that different

groups have different interests, and all must be considered fairly. Businesses should

balance these interests while making decisions. The theory promotes ethical

management and social responsibility. It also encourages companies to think beyond

short-term gains and focus on sustainable growth.

Main Features of Stakeholders Theory

1.

Inclusive Approach

Stakeholder Theory follows an inclusive approach by considering the interests
ofall stakeholders connected to the business. It does not give importance
only to shareholders but also includes employees, customers, suppliers,
government, and society. Every group is considered important for the success
of the organization. This approach ensures that no stakeholder is ignored in

decision-making. It creates a balanced and fair business environment.
Ethical Decision-Making

The theory emphasizes that business decisions should be based on ethics
and moral values. Companies should act honestly, fairly, and responsibly
toward all stakeholders. It discourages practices like fraud, exploitation,
and unfair treatment. Ethical behavior helps in building trust and long-term
relationships. This feature makes businesses more responsible and socially

acceptable.
Focus on Long-Term Sustainability

Stakeholder Theory promotes long-term success rather than short-term profit
maximization. Businesses are encouraged to build strong and lasting
relationships with stakeholders. Sustainable practices such as environmental
protection and employee welfare are given importance. This ensures stability
and continuous growth of the organization. Long-term focus reduces risks

and future problems.
Interdependence of Stakeholders

The theory recognizes that all stakeholders are interconnected and depend

on each other. For example, employees contribute to productivity, customers



generate revenue, and suppliers ensure smooth operations. If one group is
neglected, it can affect the entire business. Understanding this interdependence
helps companies make better decisions. It promotes cooperation among

different groups.
Value Creation for All

Stakeholder Theory focuses on creating value for all stakeholders, not just
profits for shareholders. It ensures that benefits are shared among different
groups. Employees get fair wages, customers receive quality products, and
society benefits from responsible practices. This approach improves overall

satisfaction and loyalty. It leads to balanced and inclusive growth.
Transparency and Accountability

The theory promotes openness in business operations and decision-making.
Companies are expected to provide clear and accurate information to
stakeholders. Management is held accountable for their actions and decisions.
Transparency reduces the chances of fraud and misuse of power. It also

builds confidence among stakeholders.

Significance of Stakeholder Theory

1.

Improves Corporate Governance

Stakeholder Theory strengthens corporate governance by ensuring that
companies operate in a transparent and accountable manner. It requires
management to consider the interests ofall stakeholders, not just shareholders.
This reduces chances of corruption and misuse of power. It also promotes
fairness in decision-making. As a result, the company becomes more reliable

and well-managed.
Enhances Decision-Making

When businesses consider the views of different stakeholders, decisions
become more balanced and effective. It helps management understand various
perspectives before taking action. This reduces conflicts and improves the
quality of decisions. It also leads to solutions that are acceptable to most

groups. Better decisions contribute to overall business success.
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Builds Trust and Goodwill

By treating stakeholders fairly and ethically, companies build trust among
employees, customers, and investors. Trust is an important factor for long-
term success. A company with good relationships enjoys loyalty and support
from stakeholders. This goodwill improves the company's reputation in the

market. It also attracts more investors and customers.
Promotes Social Responsibility

Stakeholder Theory encourages businesses to act responsibly toward society
and the environment. Companies are expected to contribute to community
development and protect natural resources. This leads to sustainable
development and positive social impact. Responsible behavior enhances the

company's public image. It also aligns business goals with societal needs.
Ensures Long-Term Sustainability

The theory focuses on long-term growth instead of short-term profits. By
maintaining good relationships with stakeholders, businesses ensure stability
and continuous development. It reduces risks such as employee dissatisfaction
or customer loss. Sustainable practices help the company survive in the long

run. This creates lasting value for all.
Reduces Conflicts Among Stakeholders

Considering the interests ofall stakeholders helps in minimizing disputes and
misunderstandings. When stakeholders feel heard and valued, conflicts are
less likely to arise. It creates a cooperative and positive environment. This
improves organizational efficiency. Reduced conflicts lead to smoother business

operations.

7.6

Stakeholder Engagement Practices :

Stakeholder engagement refers to the process by which a company interacts,

communicates, and builds relationships with its stakeholders. It is an important

part of corporate governance and business ethics, as it ensures that the views and

interests of stakeholders are considered in decision-making. Effective engagement

helps organizations understand expectations, reduce conflicts, and improve overall

performance. It also strengthens trust and cooperation between the company and

its stakeholders.



Meaning of Stakeholder Engagement

Stakeholder engagement is a systematic approach of identifying stakeholders,

understanding their needs, and involving them in business decisions. It includes

communication, consultation, and collaboration with stakeholders. The main aimis

to create mutual understanding and long-term relationships. It ensures that

stakeholders feel valued and heard. This leads to better outcomes for both the

business and society.

Various Stakeholder Engagement Practices are explained as below:

1.

Identification of Stakeholders

The first step in stakeholder engagement is identifying all relevant stakeholders.
This includes both internal and external groups such as employees, customers,
suppliers, government, and society. Proper identification helps in
understanding who is affected by business activities. It also ensures that no
important group is ignored. This step forms the foundation for effective

engagement.
Needs and Expectations of Shareholders

After identifying stakeholders, the company must understand their needs,
interests, and concerns. Different stakeholders have different expectations
from the business. For example, employees expect fair wages, while customers
expect quality products. Understanding these expectations helps in making

better decisions. It also reduces misunderstandings and conflicts.
Effective Communication

Clear and open communication is essential for stakeholder engagement.
Companies should provide accurate and timely information to stakeholders.
Communication can be through meetings, reports, emails, or social media. It
helps in building trust and transparency. Good communication ensures that

stakeholders are well-informed about company activities.
Consultation and Participation

Stakeholders should be given opportunities to express their views and

participate in decision-making. This can be done through surveys, meetings,
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feedback systems, and discussions. Participation makes stakeholders feel
valued and respected. It also improves the quality of decisions by including

different perspectives. This practice strengthens relationships.
Building Strong Relationships

Long-term relationships with stakeholders are essential for business success.
Companies should focus on trust, cooperation, and mutual respect. Strong
relationships lead to loyalty and support from stakeholders. It also helps in
handling challenges and crises effectively. Relationship building is a continuous

process.
Transparency and Disclosure

Organizations should maintain transparency by sharing relevant information
openly with stakeholders. This includes financial performance, policies, and
social initiatives. Transparency builds credibility and trust. It reduces the
chances of conflicts and misunderstandings. Ethical disclosure is a key aspect

of'good governance.
Feedback and Grievance Mechanisms

Companies should provide systems for stakeholders to give feedback and
raise complaints. This includes suggestion boxes, helplines, or online
platforms. Addressing grievances promptly improves satisfaction and trust.
It also helps the company identify problems and improve performance.

Feedback is essential for continuous improvement.
Monitoring and Evaluation

Stakeholder engagement practices should be regularly monitored and
evaluated. This helps in measuring effectiveness and identifying areas for
improvement. Companies can use performance indicators and feedback to
assess their engagement strategies. Continuous evaluation ensures better

results. It helps maintain strong stakeholder relationships.

Exercise :

Q.1 Give the answer of the following

1. Explain the concept of shareholders and stakeholders. How do they
differ from each other?
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2. Discuss the rights and responsibilities of shareholders in detail.
3. Explain the need and measures for protection of minority shareholders.
4. What is Stakeholder Theory? Explain its features and significance.

5. Describe stakeholder engagement practices and their importance in

business.

6. Explainthe role of corporate governance and business ethics in managing
stakeholders.

Q-2 Short Notes
1. Minority Shareholders
2. Rights of Shareholders
3. Stakeholder Engagement
4. Features of Stakeholder Theory
5. Importance of Corporate Governance
6. Protection against Oppression and Mismanagement
Q.3 Multiple Choice Questions
1. Who are shareholders?
a) Employees b) Owners ofthe company
c) Customers d) Suppliers
Answer: b) Owners of the company

2. Stakeholders include -

a)  Only investors

b) Onlyemployees

c) Allpersons affected by business

d)  Only managers

Answer: ¢) All persons affected by business

3. Dividend is -

a) Salary b) Interest c) Shareofprofit d) Tax

Answer: ¢) Share of profit
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Minority shareholders are those who

a) Hold majority shares b) Control company decisions
c¢) Hold smallnumber of shares d) Are directors

Answer: ¢) Hold small number of shares

Corporate governance refers to

a) Profit-making

b) Management system of a company

c) Marketing strategy

d) Sales process

Answer: b) Management system of a company

Insider trading is

a) Legalactivity

b) Ethical practice

c) Illegal use of confidential information

d) Buying goods

Answer: c) Illegal use of confidential information

Stakeholder Theory focuses on

a)  Onlyshareholders b) Only profit

c) Allstakeholders d) Onlyemployees
Answer: ¢) All stakeholders

Which is an internal stakeholder?

a) Government b) Supplier

c) Employee d) Customer
Answer: ¢) Employee

Independent directors are appointed to

a) Increase profit b) Protect minority shareholders
c) Sellshares d) Hire workers

Answer: b) Protect minority shareholders



10.

11.

12.

13.

14.

Stakeholder engagement means

a) Ignoring stakeholders

b) Communicating and involving stakeholders

c)  Only earning profit

d) Payingtaxes

Answer: b) Communicating and involving stakeholders

Right to vote allows shareholders to

a) Buyshares

b) Control management decisions

c) Sellproducts

d) Paytaxes

Answer: b) Control management decisions

Transparency in business means

a) Hiding information

b) Sharing accurate information openly

c) Avoiding meetings

d) Increasing profit

Answer: b) Sharing accurate information openly

Stakeholder Theory promotes

a) Short-term profit b) Ethical business practices
c) Ignoring society d) Only shareholder benefit
Answer: b) Ethical business practices

Class action suits are filed by

a) Managers b) Government

c) Group of shareholders d) Employees

Answer: ¢) Group of shareholders
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15. Which is an external stakeholder?
a) Manager b) Employee c¢) Customer d) Owner

Answer: ¢) Customer
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Unit - 8
Corporate Governance and Internal Control

8.1 Introduction

8.2 Meaning of Internal Control

8.3 Need for Internal Control System

8.4 Internal Control and Corporate Governance
8.5 Role of Management in Internal Control
8.6 Benefits of Effective Internal Control

8.7 Conclusion

Exercise

8.1 Introduction :

Corporate governance and internal control play an important role in the
smooth working of every organization. In today's business world, companies are
expected not only to earn profits but also to work in a fair, honest, and responsible
manner. Corporate governance refers to the system through which a company is
directed and managed. It helps in maintaining discipline, transparency, and
accountability within the organization. Good governance creates trust among
investors, employees, customers, and society. It also ensures that decisions are

taken in the best interest of all stakeholders rather than for personal benefit.

Internal control is closely connected with corporate governance because it
helps organizations protect their resources and maintain proper working systems.
It includes the policies, rules, and procedures followed by a company to reduce
mistakes, prevent fraud, and improve efficiency. Strong internal controls help in
maintaining accurate financial records, safeguarding company assets, and ensuring
that employees follow company guidelines properly. Without proper control systems,

organizations may face financial losses, corruption, and operational failures.

In recent years, many companies around the world have faced major problems
because of poor governance practices and weak internal control systems. Such

incidents have shown the importance of ethical management and responsible
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leadership in business operations. Organizations now focus more on transparency,
proper monitoring, risk management, and ethical decision-making to maintain their
reputation and long-term success. Effective governance and control systems help
companies build confidence among stakeholders and create a positive image in the

market.

The study of corporate governance and internal control provides an
understanding ofhow organizations maintain balance between profit-making and
ethical responsibility. It explains the role of management, board members, auditors,
and employees in ensuring fair business practices. This chapter highlights the
importance of accountability, transparency, discipline, and proper supervision in
achieving organizational goals. It also helps in understanding how good governance
and strong control systems contribute to stability, growth, and sustainable

development in the business environment.

8.2 Meaning of Internal Control :

Internal control refers to the system of rules, methods, and procedures used
by an organization to manage its work properly and safely. It helps a company
avoid mistakes, reduce fraud, protect its assets, and ensure that all activities are
carried out in an organized manner. Internal control acts like a guiding system that
helps employees follow the correct process while performing their duties. It also
helps management check whether the company is working according to its plans,

policies, and objectives.

In simple words, internal control is a way of keeping everything in the
organization under proper supervision and control. It ensures that financial records
are accurate, resources are used wisely, and employees perform their responsibilities
honestly and efficiently. A strong internal control system improves discipline, increases
efficiency, and creates trust among management, employees, investors, and
customers. It plays an important role in the smooth and successful functioning of

every organization.

»  According to Robert N. Anthony, "Internal control is the process by which
managers assure that resources are obtained and used effectively and

efficiently in the accomplishment of the organization's objectives."

»  According to the American Institute of Certified Public Accountants



(AICPA), "Internal control comprises the plan of organization and all the
methods and measures adopted within a business to safeguard its assets,

check the accuracy of accounting data, and encourage operational efficiency."

According to the Institute of Chartered Accountants of India (ICAI),
"Internal control is a process designed, implemented, and maintained by the
board of directors, management, and employees of an organization to provide
reasonable assurance regarding the achievement of objectives related to
operational efficiency, reliability of financial reporting, safeguarding of assets,

and compliance with laws and regulations."

8.3

Need for Internal Control System :

An internal control system is essential for every organization because it helps

in maintaining discipline, accuracy, safety, and efficiency in business activities. As

organizations grow in size

[—{ Protection of Company Assets

-

Prevention of Fraud and Errors

’—[ Accuracy of Financial Information

Improvement in Efficiency and Productivity

— e —/ e

J

Better Decision-Making |

Compliance with Policies and Law | |

Clear Distribution of Responsibilities

Building Trust and Confidence

PRERERER R

’—[ Achievement of Organizational Objectives

— o ./ | S

’—L Reduction and Management of Risks

and operations, it becomes difficult for management to supervise every activity

personally. Internal control acts as a support system that helps management monitor

work, protect resources, reduce risks, and ensure that employees perform their

duties properly. A strong internal control system creates a stable and well-managed

working environment that supports the long-term success of the organization.
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Protection of Company Assets

Organizations invest large amounts of money in assets such as cash, machinery,
furniture, equipment, stock, and important records. Internal control helps in
protecting these assets from theft, misuse, carelessness, or damage. Proper
checking systems, security measures, and regular supervision ensure that
company resources are used carefully and only for business purposes. This

reduces unnecessary losses and increases the safety of organizational
property.
Prevention of Fraud and Errors

Fraud and mistakes can create serious problems for any organization. Internal
control helps in reducing such risks by introducing checking procedures and
proper supervision. Duties are divided among different employees so that
no single person gets complete control over a process. This reduces the
possibility of manipulation, cheating, or misuse of funds. It also helps in
identifying errors quickly and correcting them before they become major

issues.
Accuracy of Financial Information

Organizations require correct financial information to understand their
performance and financial position. Internal control ensures that accounting
records are maintained properly and financial statements are prepared
accurately. [t reduces mistakes in calculations, recording, and reporting of
transactions. Accurate financial information helps management, investors,

and other stakeholders make informed decisions with confidence.
Improvement in Efficiency and Productivity

A proper internal control system helps employees work in a planned and
organized manner. It avoids duplication of work, confusion, and unnecessary
delays in operations. Clear procedures and guidelines improve coordination
between departments and save time and resources. As a result, employees

become more efficient, and the overall productivity of the organization
improves.

Better Decision-Making

Management decisions become more effective when they are based on



reliable and timely information. Internal control provides accurate reports
related to finance, operations, and performance. These reports help
management understand the strengths and weaknesses of the organization.
With proper information available, management can take better decisions

regarding planning, budgeting, investment, and future growth.
Compliance with Policies and Laws

Every organization must follow its internal policies as well as government
rules and legal regulations. Internal control ensures that employees perform
their work according to these rules and procedures. It reduces the chances
ofllegal violations, penalties, and unethical practices. Following proper laws
and policies also helps in maintaining the organization's reputation and

goodwill.
Clear Distribution of Responsibilities

Internal control helps in defining the duties and responsibilities of employees
clearly. Each employee knows what work they are expected to perform
and to whom they are accountable. This creates discipline and reduces
confusion in the workplace. Proper division of responsibilities also improves

accountability and prevents misuse of authority.
Building Trust and Confidence

Investors, customers, banks, suppliers, and employees prefer organizations
that work honestly and transparently. A strong internal control system
increases confidence among stakeholders because it shows that the
organization follows proper procedures and maintains accountability. This
trust helps in attracting investors, maintaining customer loyalty, and building

long-term business relationships.
Achievement of Organizational Objectives

Every organization works towards certain goals such as profit, growth,
customer satisfaction, and market success. Internal control helps in achieving
these goals by ensuring smooth operations and proper use ofresources. It
helps management monitor performance regularly and take corrective action
whenever required. This increases the chances of achieving organizational

objectives successfully.
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10. Reduction and Management of Risks

Business organizations face different types of risks such as financial loss,
operational problems, market changes, and technological failures. Internal
control helps in identifying these risks at an early stage and taking preventive
measures to reduce their impact. Proper risk management improves business
stability and helps organizations continue their operations smoothly even during

difficult situations.

8.4 Internal Control and Corporate Governance :

Corporate governance and internal control are deeply connected because
both work together to ensure that an organization operates in a proper, honest,
and efficient manner. Corporate governance provides the overall direction and
principles for managing the organization, while internal control helps in putting those
principles into practice through proper systems and procedures. In simple words,
corporate governance tells the organization what should be done and internal control

ensures that it is done correctly.

The relationship between these two concepts can be understood like the
relationship between a driver and the braking system of a vehicle. Corporate
governance acts like the driver who decides the direction and goals ofthe journey,
while internal control acts like the braking and control system that keeps the vehicle
safe, balanced, and under control during the journey. Without good governance,
the organization may move without proper direction, and without internal control,
even good plans and policies may fail because there is no proper monitoring or

supervision.

Corporate governance focuses on values such as accountability, transparency;,
fairness, and responsibility. Internal control supports these values by creating systems
that prevent fraud, reduce mistakes, protect company assets, and maintain accurate
records. For example, if corporate governance requires financial transparency,
internal control ensures that accounting records are checked properly and reports
are prepared accurately. In this way, internal control becomes an important support

system for achieving the goals of corporate governance.



Both concepts also work together inrisk management. Corporate governance
identifies the need to manage risks and maintain stability in the organization, while
internal control helps in identifying, monitoring, and reducing those risks through
proper procedures and checks. This connection helps organizations avoid financial
losses, operational failures, and unethical practices. Strong internal controls make

governance more effective, and good governance strengthens the overall control

environment within the organization.

Therefore, corporate governance and internal control cannot function
effectively inisolation. They complement each other and together create a strong

management system that improves efficiency, builds stakeholder trust, and supports

the long-term success of the organization.

Comparison between Corporate Governance and Internal Control:

Basis

Corporate Governance

Internal Control

Meaning

It is the overall system used to
direct and manage an

organization.

It is the set of rules and procedures

used to control daily activities.

Main Purpose

To ensure transparency,

accountability, and ethical

To prevent errors, fraud, and

misuse of resources.

reporting.

management.
Focus Area Focuses on overall management Focuses on operational activities
and decision-making. and monitoring.
Role in Guides how the organization Ensures that work is performed
Organization should function. according to policies and plans.
Risk Identifies business risks and Helps in reducing and controlling
Management responsibilities. those risks through checking
systems.
Accountability | Makes management and board Creates proper reporting and
members responsible for their checking systems.
actions.
Transparency Encourages honest and clear Maintains accurate records and

proper documentation.

Protection of

Ensures responsible use of

Protects assets from theft, misuse,

Assets company resources. and damage.

Decision- Helps management take fair and Provides accurate information for
Making responsible decisions. decision-making.

Overall Acts as the foundation of Acts as the practical tool for
Relationship responsible management. implementing management

policies.
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8.5 Role of Management in Internal Control :

Management plays a very important role in establishing and maintaining an

effective internal control system in an organization. It is the responsibility of

management to create proper policies, supervise employees, protect company

resources, and ensure that all activities are carried out in a disciplined and organized

manner. A strong internal control system becomes successful only when management

actively supports and monitors it. The major roles of management in internal control

are explained below:

1.

Establishing Proper Control Policies and Procedures: Management is
responsible for creating a strong internal control system by designing proper
rules, procedures, and policies for the organization. These guidelines help
employees understand how work should be carried out and what standards
must be followed while performing their duties. Clear procedures reduce
confusion, improve discipline, and ensure that business activities are conducted
in a systematic manner. Without proper guidance from management,

employees may work carelessly, which can increase mistakes and inefficiency.

Proper Distribution of Duties and Responsibilities: One of the important
roles of management is to divide work among employees in a balanced and
organized way. Different responsibilities are assigned to different people so
that no single employee gets complete control over an entire process. This
reduces the chances of fraud, misuse ofauthority, and manipulation of records.
Proper division of duties also increases accountability because every employee

becomes responsible for a specific task and can be easily monitored.

Supervision and Continuous Monitoring: Management must regularly
supervise and monitor the activities of employees and departments to ensure
that organizational policies are being followed properly. Continuous monitoring
helps management identify mistakes, delays, irregularities, or suspicious
activities at an early stage. Timely supervision also improves employee
performance because workers become more careful and responsible when

they know their work is being reviewed regularly.

Safeguarding Organizational Assets: Management plays a major role in

protecting the organization's assets such as cash, stock, machinery, equipment,



important documents, and confidential information. It introduces safety
measures like authorization systems, physical security, record maintenance,
and regular checking procedures to prevent theft, misuse, or damage. Proper
protection of assets helps the organization avoid unnecessary losses and

ensures that resources are used only for official purposes.

Maintaining Accurate Financial Records and Reports: Management
is responsible for ensuring that all financial transactions are recorded correctly
and honestly. A strong internal control system helps maintain accurate
accounting records and reliable financial statements. Correct financial
information is important because management decisions related to budgeting,
investment, profit planning, and future growth depend on these records.
Accurate reporting also increases the confidence of investors, auditors, banks,

and other stakeholders.

Preventing Fraud, Errors, and Unethical Practices: An important
responsibility of management is to create a work environment where fraud
and unethical activities are minimized. Through proper checking systems,
approval procedures, audits, and regular reviews, management can reduce
the possibility of cheating, corruption, and intentional manipulation. Internal
controls also help in identifying accidental mistakes before they become serious
problems. This creates honesty, transparency, and discipline within the

organization.

Ensuring Compliance with Rules, Policies, and Laws: Management
ensures that employees follow company policies as well as government laws
and legal regulations while performing their duties. It regularly checks whether
organizational activities are being carried out according to established
procedures and ethical standards. Proper compliance helps the organization
avoid legal penalties, financial losses, and damage to its reputation. It also
creates trust among stakeholders and improves the overall image of the

organization.

Reviewing and Improving the Internal Control System: Business
conditions, technology, and risks keep changing with time, so management

must regularly evaluate the effectiveness ofthe internal control system. If any
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weakness or problem is identified, management should take corrective action
and improve the control procedures. Continuous review and improvement
help the organization remain efficient, secure, and prepared to handle future

challenges successfully.

8.6

Benefits of Effective Internal Control :

An internal control system provides several advantages to an organization

by helping it function in a safe, organized, and efficient manner. It creates discipline

in business activities and ensures that employees follow proper procedures while

performing their work. A strong internal control system not only protects the

organization from financial losses and fraud but also improves operational efficiency

and decision-making. It helps management maintain better supervision over business

activities and creates trust among investors, customers, employees, and other

stakeholders. The major benefits of internal control are explained below:

; Protection of Assets and Resources

Q Builds Stakeholder Trust and Organizational Reputation

1)

) Reduction in Fraud, Manipulation and Errors

) Improvement in Efficiency and Productivity

) Accurate Financial Records and Reliable Reporting

) Better Decision-Making by Management

) Compliance with Company Policies and Legal Requirements

Protection of Assets and Resources

One ofthe most important benefits of internal control is the protection of
organizational assets such as cash, stock, machinery, equipment, furniture,
documents, and confidential information. Internal control introduces safety
measures like proper authorization, regular checking, restricted access, and
physical security to protect these resources from theft, misuse, or damage.
Without proper control, employees or outsiders may misuse company
property for personal benefit. For example, in a manufacturing company,

regular stock verification helps management identify missing raw materials



2)

3)

4)

or finished goods before the loss becomes serious. Proper protection of
assets helps organizations avoid unnecessary financial losses and ensures

better use of resources.
Reduction in Fraud, Manipulation, and Errors

Internal control plays a major role in preventing fraud, corruption, and
accounting mistakes within an organization. Duties are divided among different
employees so that no single person gets complete control over a process.
This reduces the possibility of manipulation and dishonest activities. Regular
supervision, audits, and approval procedures help identify errors and
irregularities at an early stage. For example, if one employee handles cash
collection and another employee records transactions in the accounts, it
becomes difficult for anyone to misuse company money without being

detected. This creates a transparent and disciplined work environment.
Improvement in Efficiency and Productivity

A proper internal control system helps employees perform their duties in a
planned and organized manner. Clear procedures and guidelines reduce
confusion, duplication of work, and unnecessary delays in operations.
Employees become more responsible because their work is regularly
monitored and evaluated. This improves coordination between departments
and increases overall efficiency. For example, in an office where purchase
procedures are properly defined, employees know exactly how to place
orders, approve bills, and maintain records, which saves time and avoids

operational confusion.
Accurate Financial Records and Reliable Reporting

Internal control ensures that all financial transactions are properly recorded
and financial statements are prepared accurately. Correct financial records
help management understand the actual financial condition ofthe organization
and avoid wrong business decisions. Reliable accounting information is also
important for investors, banks, auditors, and government authorities. Internal
control systems such as bill verification, checking of entries, and regular
reconciliation reduce the chances of accounting mistakes. Accurate financial
reporting increases transparency and improves the credibility of the

organization.
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5)

6)

7)

Better Decision-Making by Management

Management decisions become more effective when they are based on
reliable and timely information. Internal control provides accurate reports
related to finance, sales, expenses, production, and employee performance.
These reports help management identify problems, measure performance,
and plan future activities properly. For example, if internal control reports
show that production costs are increasing continuously, management can
take corrective action to reduce unnecessary expenses. Thus, internal control

supports smart and informed decision-making.
Compliance with Company Policies and Legal Requirements

Every organization is required to follow its internal policies as well as
government laws and regulations. Internal control helps ensure that employees
perform their work according to these rules and standards. Proper compliance
reduces the risk of penalties, legal disputes, and unethical practices. For
example, maintaining proper tax records and following labour laws help
organizations avoid legal problems and maintain smooth operations. It also

creates a culture of discipline and responsibility within the organization.
Builds Stakeholder Trust and Organizational Reputation

Organizations with effective internal control systems are usually seen as more
trustworthy and professionally managed. Investors feel safer investing in such
companies because financial records are reliable and operations are
transparent. Customers and suppliers also develop confidence in organizations
that follow proper procedures and ethical practices. A good internal control
system improves the reputation and goodwill of the organization in the market.
This positive image helps the organization build long-term relationships and

achieve sustainable growth and success.

8.7

Conclusion :

Corporate governance and internal control are very important for the smooth

and successful functioning of every organization. Corporate governance helps an

organization work in a responsible, transparent, and ethical manner, while internal

control ensures that daily activities are carried out properly and safely. Together,



they help in maintaining discipline, protecting company assets, reducing fraud,
improving efficiency, and achieving organizational goals. A strong system of
governance and control creates trust among investors, employees, customers, and

other stakeholders, which is necessary for long-term business growth and stability.

In today's competitive business environment, organizations cannot achieve
success only through profit-making. They must also focus on honesty, accountability,
proper management, and risk control. Effective internal control systems help
management make better decisions and ensure that resources are used wisely. At
the same time, good corporate governance creates a positive work culture and
strengthens the reputation of the organization. Therefore, both corporate governance
and internal control are essential for building a stable, efficient, and trustworthy

organization that can grow successfully in the future.

Exercise :

Q.1 Answer the following questions in detail.
1. Explain the meaning and importance of internal control in an organization.
2. Describe the need for an internal control system in business organizations.

3. Explain the connection between corporate governance and internal

control.

4. Discuss the role of management in maintaining an effective internal control

system.
5. Explain the major benefits of internal control with suitable examples.

6. Describe the difference between corporate governance and internal

control.
Q.2 Write ashort note on:

1. Meaning and Definitions of Internal Control

»

Internal Controland Corporate Governance

3. Protection of Assets through Internal Control

b

Prevention of Fraud and Errors through Internal Control

Corporate Governance and
Business Ethics

125



Corporate Governance and
Business Ethics

Q.3 Multiple Choice Questions
1. Internal control mainly helps an organization to:
a) Increase confusion
b) Reduce discipline
c) Protect assets and improve efficiency
d) Avoid management
Answer: ¢) Protect assets and improve efficiency
2. Corporate governance mainly focuses on:
a) Personal benefits of employees
b) Proper management and accountability
c) Increasing holidays
d) Reducing communication
Answer: b) Proper management and accountability
3. Which ofthe following is a benefit of internal control?
a) Increasein fraud b) Delayinwork
c) Waste of resources d) Better financial accuracy
Answer: d) Better financial accuracy
4. Internal control helps in preventing:
a) Business growth b) Teamwork
c) Fraud and errors d) Planning
Answer: ¢) Fraud and errors
5. Theresponsibility for maintaining internal control mainly belongs to:
a) Customers b) Suppliers
c) Competitors d) Management
Answer: d) Management
6. Which of'the following improves because of proper internal control?

a) Operational efficiency b) Carelessness

126



10.

11.

c) Confusion in work d) Financial losses
Answer: a) Operational efficiency

Corporate governance helps in maintaining:

a) Transparency and accountability

b) Irregularity

c) Misuse of resources

d) Unethical practices

Answer: a) Transparency and accountability

Internal control helps in maintaining accurate:

a) Rumours b) Personal opinions
c) Financial records d) Office gossip
Answer: ¢) Financial records

Proper division of duties in internal control reduces the risk of:
a) Team coordination b) Fraud and manipulation
c) Productivity d) Communication
Answer: b) Fraud and manipulation

Which ofthe following is protected through internal control?
a) Company assets b) Market competition
c) Weather conditions d) Personal hobbies
Answer: a) Company assets

Internal control supports management in:

a) Wrong decision-making

b) Better planning and supervision

c) Ignoring problems

d) Reducing responsibility

Answer: b) Better planning and supervision
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12. A strong internal control system creates:
a) Poor discipline b) More confusion
c) Financial instability d) Trust among stakeholders
Answer: d) Trust among stakeholders
13. Internal control helps an organization in:
a) Increasing operational confusion
b) Maintaining proper supervision and control
c) Avoiding responsibility
d) Reducing transparency
Answer: b) Maintaining proper supervision and control
14. Which ofthe following is closely connected with corporate governance?
a) Internal control b) Weather forecasting
c) Personal hobbies d) Entertainment activities

Answer: a) Internal control

sk sk sk sk sk sk skeoske sk sk
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Unit -9
Corporate Social Responsibility

9.1 Introduction

9.2 Meaning

9.3 Concept

9.4 Objectives

9.5 Scope

9.6 CSRActivities under Companies Act, 2013
9.7 CSR Reporting and Disclosure

9.8 Benefits of CSR to Business and Society

Exercise

9.1 Introduction :

Corporate Social Responsibility has become an essential aspect of modern
business operations as organizations are no longer judged only by their financial
performance but also by their contribution to society. In earlier times, businesses
focused primarily on profit maximization and increasing shareholder wealth.
However, with the changing global environment, rising awareness among consumers,
and increasing social expectations, companies are now expected to act responsibly
and contribute to the well-being of society. This transformation has led to the

development of CSR as a key component of corporate strategy.

The introduction of CSR is closely linked with the idea that businesses operate
within a broader social and environmental framework. Every organization interacts
with multiple stakeholders such as employees, customers, suppliers, communities,
and governments. The activities of businesses have a direct or indirect impact on
these stakeholders. For example, industrial production can lead to environmental
pollution, while business decisions can affect employment opportunities and
community development. Therefore, companies are expected to take responsibility

for their actions and ensure that they operate in a manner that is beneficial to society.

Another important factor contributing to the rise of CSR is globalization. As
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companies expand their operations across different countries, they face increased
scrutiny from international stakeholders. Consumers today are more informed and
prefer to associate with companies that demonstrate ethical behavior and social
responsibility. This has forced organizations to adopt CSR practices as a way to
build trust and maintain their reputation in the global market. CSR also helps
companies differentiate themselves from competitors by showcasing their

commitment to social and environmental causes.

CSR also plays a crucial role in addressing global challenges such as climate
change, poverty, inequality, and environmental degradation. Governments alone
cannot solve these issues, and businesses are expected to contribute through
responsible practices and initiatives. Companies can use their resources, expertise,
and innovation to develop solutions that benefit society. For instance, organizations
may invest in renewable energy, support education programs, or promote healthcare
initiatives. These efforts not only help society but also create long term value for

businesses.

In the Indian context, CSR gained significant importance with the introduction
of the Companies Act, 2013. This legislation made it mandatory for certain
companies to spend a portion of their profits on CSR activities. This legal framework
has encouraged businesses to adopt a structured and systematic approach to social
responsibility. It has also increased transparency and accountability in CSR
practices. Companies are now required to report their CSR activities and ensure
that they are aligned with national development goals. CSR reflects a shift in business
philosophy from profit centric to responsibility oriented. It emphasizes that businesses
have a duty to contribute to the welfare of society while achieving economic success.
CSR is no longer an optional activity but a strategic necessity that helps companies
achieve sustainable growth and build strong relationships with stakeholders. By
integrating CSR into their operations, businesses can create a positive impact on

society and ensure their long term success.

9.2 Meaning:

Corporate Social Responsibility refers to the obligation of business
organizations to operate in an ethical and sustainable manner while contributing to
the economic and social development of society. It emphasizes that companies

should be accountable for the impact of their actions on all stakeholders, including



employees, customers, communities, and the environment. CSR goes beyond profit
making and legal compliance, incorporating ethical values and social concerns into

business operations.

The meaning of CSR can be understood through its different dimensions.
The first dimension is economic responsibility, which requires businesses to be
profitable and efficient. Profit is essential for the survival and growth ofa company,
but it should be earned through fair and ethical means. Companies must ensure that
their operations are transparent and do not harm stakeholders. The second dimension
is legal responsibility, which involves complying with laws and regulations. Businesses
must adhere to rules related to labour, environment, taxation, and corporate

governance.

The third dimension is ethical responsibility, which focuses on doing what is
right, fair, and just. This includes avoiding practices such as corruption,
discrimination, and exploitation. Ethical responsibility ensures that companies
maintain integrity and build trust among stakeholders. The fourth dimension is
philanthropic responsibility, which involves voluntary contributions to society.
Companies may engage in activities such as donating to charitable organizations,
supporting education and healthcare, and participating in community development

programs.

CSR is also closely associated with the concept of sustainability. Sustainable
development means meeting the needs of the present without compromising the
ability of future generations to meet their own needs. Businesses are expected to
use resources efficiently, reduce waste, and adopt environmentally friendly practices.
This includes reducing carbon emissions, conserving water, and promoting the use
ofrenewable energy. Sustainability ensures that business activities do not harm the
environment or society in the long run. Another important aspect of CSR is
stakeholder engagement. Companies must consider the interests and expectations
of all stakeholders while making decisions. This includes employees who expect
fair wages and safe working conditions, customers who demand quality products,
and communities that seek development and support. By addressing these

expectations, companies can build strong relationships and ensure long term success.
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CSR also reflects a company's commitment to transparency and
accountability. Businesses are expected to disclose their CSR activities and report
their impact on society. This helps stakeholders evaluate the company's performance
and ensures that it is fulfilling its responsibilities. Transparency builds trust and
enhances the credibility of the organization. In summary, the meaning of CSR extends
beyond traditional business objectives and includes ethical, social, and environmental
responsibilities. It represents a holistic approach to business that balances profit
with purpose. By adopting CSR practices, companies can contribute to sustainable

development, improve their reputation, and create value for all stakeholders.

9.3 Concept:

The concept of Corporate Social Responsibility is based on the principle
that businesses are an integral part of society and must contribute to its development.
It recognizes that corporate activities have significant impacts on various stakeholders
and therefore must be carried out responsibly. CSR is not limited to charitable
activities but involves integrating social, environmental, and ethical considerations
into business strategies and operations. This makes CSR a continuous and long

term commitment rather than a one-time effort.

One ofthe key elements ofthe CSR concept is stakeholder theory. According
to this theory, businesses should consider the interests of all stakeholders rather
than focusing solely on shareholders. Stakeholders include employees, customers,
suppliers, investors, communities, and the environment. Each ofthese groups is
affected by business activities and has certain expectations. For example, employees
expect fair wages and safe working conditions, while customers expect quality
products and honest communication. By addressing these expectations, companies

can build trust and maintain strong relationships with stakeholders.

Another important aspect of CSR is sustainability. Sustainable business
practices aim to achieve economic growth while minimizing environmental impact
and promoting social welfare. This includes adopting eco-friendly technologies,
reducing waste, conserving resources, and supporting community development.
Sustainability ensures that businesses operate in a manner that does not harm future
generations. It also helps companies reduce costs and improve efficiency, making

it a valuable component of CSR.



The concept of CSR also emphasizes ethical governance. Companies are
expected to conduct their operations with honesty, integrity, and fairness. This
includes avoiding corruption, discrimination, and unethical practices. Ethical
governance also involves transparency in decision making and reporting. Companies
must disclose relevant information to stakeholders and ensure that their actions are
aligned with ethical standards. This builds credibility and enhances the company's

reputation.

CSR also involves the idea of shared value creation. This means that
businesses should create value not only for themselves but also for society. For
example, acompany that invests in education programs not only helps the community
but also creates a skilled workforce for the future. Similarly, environmental initiatives
can lead to cost savings and improved efficiency. This approach ensures that CSR

is not seen as a cost but as an investment that generates long term benefits.

The concept of CSR has evolved over time. Initially, it was associated with
philanthropy and charitable donations. However, modern CSR focuses on
mntegrating social responsibility into core business operations. Companies now adopt
comprehensive strategies that address social and environmental issues while
achieving business objectives. This shift reflects the growing importance of
responsible business practices in a globalized world. It highlights the role of
businesses as responsible members of society. It emphasizes the need for ethical
behavior, stakeholder engagement, and sustainability. By adopting CSR, companies
can create a positive impact on society while achieving long term success. CSR
represents a balanced approach to business that aligns economic goals with social

and environmental responsibilities.

9.4 Objectives:

Corporate Social Responsibility has several important objectives that guide
businesses in performing their duties toward society and the environment. These
objectives ensure that organizations not only achieve economic success but also

contribute to sustainable development and social welfare.
1.  Promoting Sustainable Development
2.  Enhancing Social Welfare

3.  Building Corporate Reputation
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4.

5.

6.

Strengthening Stakeholder Relationships
Ensuring Ethical Practices

Contributing to Economic Development

The objectives of CSR are broad and cover various aspects of business operations

and their impact on stakeholders which are explained as follows.

1.

Promoting Sustainable Development

One ofthe primary objectives of CSR is to promote sustainable development.
Businesses are expected to operate in a way that balances economic growth
with environmental protection and social well-being. This involves using natural
resources responsibly and minimizing negative environmental impacts.
Companies may adopt practices such as reducing carbon emissions,
conserving water, managing waste efficiently, and using renewable energy
sources. Sustainable development ensures that present needs are met without
compromising the ability of future generations to meet their own needs. By
focusing on sustainability, businesses can contribute to environmental
conservation while also improving their long term efficiency and profitability.
This objective highlights the importance ofresponsible resource utilization

and environmental stewardship in modern business practices.
Enhancing Social Welfare

Another important objective of CSR is to enhance the welfare of society.
Businesses are expected to contribute to improving the quality of life of
people, especially those in underprivileged communities. This can be achieved
through initiatives such as providing education, healthcare, skill development
programs, and basic infrastructure. Companies may build schools, support
scholarships, organize health camps, and promote employment opportunities.
These activities help in reducing poverty and inequality while promoting
inclusive growth. Enhancing social welfare also strengthens the relationship
between businesses and communities, creating mutual trust and cooperation.
This objective reflects the idea that businesses have a moral responsibility to

give back to society and support its development.



Building Corporate Reputation

CSR plays a significant role in building and maintaining a positive corporate
reputation. Organizations that actively engage in social and environmental
initiatives are perceived as responsible and trustworthy. A good reputation
helps in attracting customers, investors, and talented employees. It also
enhances brand loyalty and provides a competitive advantage in the market.
Companies that are known for their ethical practices and social contributions
are more likely to gain public support and recognition. Building a strong
reputation through CSR is a long term process that requires consistent efforts
and genuine commitment. This objective emphasizes the importance of image

and credibility in achieving business success.
Strengthening Stakeholder Relationships

Strengthening relationships with stakeholders is another key objective of
CSR. Businesses depend on various stakeholders such as employees,
customers, suppliers, and communities for their success. CSR initiatives help
in addressing the needs and expectations of these stakeholders. For example,
providing fair wages and safe working conditions improves employee
satisfaction, while ensuring product quality enhances customer trust.
Community development programs help in building strong relationships with
local populations. By focusing on stakeholder engagement, companies can
create a supportive environment that contributes to their growth and stability.
This objective highlights the importance of maintaining positive relationships
with all stakeholders.

Ensuring Ethical Practices

Ensuring ethical behavior in business operations is a fundamental objective
of CSR. Companies are expected to conduct their activities with honesty,
integrity, and fairness. This includes avoiding corruption, discrimination, and
exploitation. Ethical practices also involve compliance with laws and
regulations and maintaining transparency in financial reporting. By adhering
to ethical standards, businesses can build trust among stakeholders and avoid
legalissues. Ethical conduct also contributes to a positive organizational culture
and enhances employee morale. This objective underscores the importance

of integrity and accountability in business.
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Contributing to Economic Development

CSR also aims to contribute to the overall economic development of society.
Businesses create employment opportunities, support local suppliers, and
promote entrepreneurship. By investing in community development and
nfrastructure, companies can stimulate economic growth in the regions where
they operate. This not only benefits society but also creates a favourable
environment for business operations. Economic development through CSR

ensures that growth is inclusive and benefits all sections of society.

9.5

Scope :

The scope of Corporate Social Responsibility is wide and covers various

areas of business operations and their impact on society. CSR is not limited to a

single activity but includes a range of initiatives that address social, environmental,

and economic issues. The scope of CSR can be understood through different

dimensions, each focusing on a specific aspect of responsibility which includes the

following.

1.  Internal aspect

2.  External aspect

3.  Environmental aspect
4. Economic aspect

5.  Global aspect

6.  Philanthropic aspect
1.  Internal aspect

The internal scope of CSR focuses on responsibilities within the organization,
particularly toward employees. It includes providing a safe and healthy
working environment, ensuring fair wages, and offering opportunities for
professional growth and development. Companies are also expected to
promote equality and diversity in the workplace and prevent discrimination.
Employee welfare programs such as training, health benefits, and work life

balance initiatives are important aspects of internal CSR. By taking care of



their employees, organizations can improve productivity, reduce turnover,
and create a positive work culture. Internal CSR ensures that the workforce

is treated with respect and dignity.
External aspect

The external scope of CSR involves responsibilities toward society and the
community. Companies engage in activities such as community development,
education, healthcare, and social welfare programs. These initiatives help in
improving the quality oflife of people and contribute to social development.
External CSR also includes maintaining ethical relationships with customers
and suppliers by ensuring fair practices and transparency. By addressing the
needs of'society, businesses can build strong relationships with communities
and enhance their social image. This scope emphasizes the role of businesses

in contributing to societal progress.
Environmental aspect

Environmental responsibility is a major component of CSR. Companies are
expected to minimize their impact on the environment by adopting sustainable
practices. This includes reducing pollution, conserving natural resources, and
promoting the use of eco-friendly technologies. Environmental CSR also
involves initiatives such as afforestation, water conservation, and waste
management. By protecting the environment, businesses contribute to the
well-being of society and ensure long term sustainability. This scope highlights

the importance of environmental conservation in business operations.
Economic scope

The economic scope of CSR involves conducting business in a fair and
responsible manner. Companies are expected to generate profits while
maintaining transparency and ethical standards. This includes fair trade
practices, honest marketing, and compliance with regulations. Supporting
small businesses and local suppliers is also an important aspect of economic
CSR, as it promotes inclusive growth. By contributing to economic
development, businesses can create a positive impact on society and ensure

their own sustainability.
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5.  Global aspect

With the growth of globalization, the scope of CSR has expanded beyond
national boundaries. Multinational companies are expected to maintain
consistent ethical standards across all countries in which they operate. This
includes respecting human rights, following environmental regulations, and
ensuring fair labour practices. Global CSR also involves addressing
international issues such as climate change and sustainable development.

This scope highlights the responsibility of businesses to act as global citizens.
6.  Philanthropic aspect

Philanthropic activities form an important part of CSR. Companies often
contribute to society through donations, sponsorships, and support for
charitable organizations. These activities may include disaster relief, funding
for education and healthcare, and support for cultural initiatives. While
philanthropy is voluntary, it reflects a company's commitment to social
responsibility and community welfare. This scope emphasizes the role of

businesses in supporting social causes.

9.6 CSR activities under companies act, 2013 :

The Companies Act, 2013 marked a significant step in institutionalizing
Corporate Social Responsibility in India by making it mandatory for certain
companies to undertake CSR activities. This legal framework ensures that
businesses contribute systematically to social development rather than treating CSR
as a voluntary or occasional activity. The provisions under this Act aim to integrate
social responsibility into corporate governance and align business growth with

national development goals.

According to the Act, CSR provisions apply to companies that meet specific
financial criteria such as a net worth of ?500 crore or more, a turnover of 71000
crore or more, or a net profit of ?5 crore or more during any financial year. These
companies are required to spend at least 2 percent of their average net profits of
the preceding three years on CSR activities. This requirement ensures that large

and profitable companies actively participate in social welfare initiatives.

One of'the key features ofthe Act is the requirement to forma CSR Committee



of the Board. This committee consists of directors who are responsible for
formulating the CSR policy, recommending activities, and monitoring their
implementation. The CSR policy outlines the company's approach toward social
responsibility and identifies the areas in which it will operate. This structured approach

ensures accountability and proper utilization of resources.

The Act also specifies a list of permissible CSR activities under Schedule
VII. These include eradicating hunger and poverty, promoting education, ensuring
gender equality, improving healthcare, supporting environmental sustainability,
protecting national heritage, promoting sports, and contributing to government relief
funds. In recent years, the scope has been expanded to include activities such as
disaster management, rural development, and support for technology incubators.
Companies are encouraged to select activities based on societal needs and their

own expertise.

Implementation of CSR activities can be done directly by the company or
through registered trusts, societies, or non governmental organizations. Companies
are required to ensure that these implementing agencies are credible and capable
of delivering results. The Act also introduced provisions related to unspent CSR
amounts. Ifa company fails to spend the required amount, it must transfer the
unspent funds to specified accounts or funds within a prescribed time frame. This

ensures that CSR funds are not misused or retained without purpose.

Recent updates have emphasized impact assessment and transparency.
Certain companies are required to conduct impact assessments of their CSR projects
to evaluate their effectiveness. This ensures that CSR initiatives create meaningful
and measurable outcomes. Overall, the Companies Act, 2013 has transformed
CSR in India from a voluntary practice into a structured and accountable system

that contributes to sustainable development.

9.7 CSR reporting and disclosure :

CSR reporting and disclosure are essential components of Corporate Social
Responsibility as they ensure transparency, accountability, and effective
communication with stakeholders. In recent years, there has been a growing
emphasis on proper reporting of CSR activities, driven by regulatory requirements,
stakeholder expectations, and the need for sustainable business practices. Reporting
allows companies to demonstrate their commitment to social responsibility and

evaluate the impact of their initiatives.
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Under the Companies Act, 2013, companies that fall under the CSR criteria
are required to disclose detailed information about their CSR activities in their
Board's Report. This includes the composition of the CSR Committee, the CSR
policy, the amount allocated and spent on CSR activities, and the details of projects
undertaken. The report must also include reasons for any unspent amount, ensuring

that companies are held accountable for their commitments.

In addition to statutory reporting, many companies voluntarily adopt global
reporting standards to enhance the quality and credibility of their disclosures.
Frameworks such as sustainability reporting and integrated reporting provide
guidelines for measuring and communicating social, environmental, and economic
performance. These frameworks help companies present a comprehensive view

of their CSR initiatives and their impact on stakeholders.

Another important aspect of CSR reporting is impact assessment. Companies
are increasingly focusing on measuring the outcomes of their CSR activities rather
than just reporting financial expenditure. Impact assessment involves evaluating
whether the objectives of CSR projects have been achieved and how they have
benefited society. For example, a company may assess the effectiveness of an
education program by measuring improvements in literacy rates or school
attendance. This approach ensures that CSR initiatives are result oriented and

create real value.

Transparency is a key principle of CSR reporting. Companies are expected
to provide accurate and complete information about their activities and performance.
Many organizations also publish separate CSR or sustainability reports and make
them available on their websites. This allows stakeholders such as investors,
customers, and communities to access information easily and make informed

decisions.

Recent developments have also highlighted the importance of digital reporting
and real time disclosures. Companies are using technology to track and report
their CSR activities more efficiently. This improves data accuracy and enhances
stakeholder engagement. CSR reporting not only fulfils legal requirements but also
helps companies build trust, improve their reputation, and strengthen relationships

with stakeholders.



9.8 Benefits of CSR to business and society :

Corporate Social Responsibility provides numerous benefits to both
businesses and society, making it a valuable approach for achieving sustainable
development. By integrating social and environmental considerations into their
operations, companies can create positive outcomes that go beyond financial
performance. The benefits of CSR are wide ranging and contribute to long term

success for organizations as well as the well-being of society.

From a business perspective, one ofthe most important benefits of CSR is
the enhancement of brand image and reputation. Companies that are actively involved
in social and environmental initiatives are perceived as responsible and trustworthy.
This positive image attracts customers who prefer to associate with ethical brands.
It also increases investor confidence, as investors are more likely to support
companies with strong CSR practices. A good reputation provides a competitive

advantage and helps businesses differentiate themselves in the market.

CSR also contributes to employee satisfaction and engagement. Employees
take pride in working for organizations that care about society and the environment.
CSR initiatives such as volunteering programs and community projects provide
employees with opportunities to contribute beyond their regular roles. This increases
motivation, improves morale, and enhances productivity. It also helps in attracting

and retaining talented employees, which is crucial for business success.

Another important benefit is risk management. CSR helps companies identify
and address potential social and environmental risks before they become major
issues. For example, adopting environmentally friendly practices can reduce the
risk ofregulatory penalties and legal disputes. Ethical business practices also minimize
the risk of corruption and reputational damage. By proactively managing risks,

companies can ensure stability and sustainability.

CSR also leads to improved financial performance in the long run. Although
CSR activities involve costs, they often result in long term benefits such as increased
customer loyalty, operational efficiency, and market opportunities. Sustainable
practices such as energy conservation and waste reduction can lead to cost savings.
In addition, companies that focus on innovation in CSR can develop new products

and services that meet social and environmental needs.
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From the perspective of society, CSR plays a crucial role in improving the
quality of life. Companies contribute to education, healthcare, infrastructure, and
social welfare programs. These initiatives help in addressing issues such as poverty,
inequality, and lack ofaccess to basic services. CSR also promotes environmental
sustainability by encouraging businesses to reduce pollution, conserve resources,

and protect ecosystems.

CSR also supports community development by creating employment
opportunities and supporting local businesses. It empowers communities and
promotes inclusive growth. In times of crisis, such as natural disasters or pandemics,

CSR initiatives provide essential support and reliefto affected populations.

In conclusion, CSR creates a win-win situation for both businesses and society.
It enables companies to achieve sustainable growth while contributing to social
and environmental well-being. By adopting CSR practices, businesses can build

trust, enhance their reputation, and create long term value for all stakeholders.

Exercise :

Q.1 Multiple Choice Questions

1. CSR stands for
a) Corporate Social Responsibility
b) Corporate Social Regulation
c¢) Company Social Reform
d) Corporate Service Responsibility
Answer: a) Corporate Social Responsibility

2. CSR under Companies Act, 2013 is applicable when companies meet
a) Social criteria b) Financial thresholds
c) Political criteria d) Export criteria
Answer: b) Financial thresholds

3. Minimum CSR spending required is
a) 1% b) 2% c) 3% d) 5%

Answer: b) 2%



CSR Committee is formed by
a) Government b) Employees
c) Board of Directors d) Customers

Answer: ¢) Board of Directors

CSR activities are listed under

a) Schedule V b) Schedule VI
c) Schedule VII d) Schedule VIII
Answer: ¢) Schedule VII

CSR mainly focuses on

a) Profitonly

b) Social and environmental responsibility

c) Marketing only

d) Production only

Answer: b) Social and environmental responsibility

Which is NOT a CSR activity
a) Education support b) Healthcare programs
c) Child labour promotion d) Environmental protection

Answer: ¢) Child labour promotion

CSR reporting is included in

a) Income Statement b) Board's Report

c) Trial Balance d) CashFlow Statement

Answer: b) Board's Report

CSR encourages
a) Ethical practices b) Corruption
c) Monopoly d) Taxevasion

Answer: a) Ethical practices
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Stakeholders include

a) Only shareholders b) Only managers
c) Employees, customers, society d) Only government
Answer: ¢) Employees, customers, society
Sustainable development means

a) Overuse of resources

b) Meeting present needs without harming future

¢) Maximum profit

d) Short term growth

Answer: b) Meeting present needs without harming future

CSR helps in
a) Environmental protection b) Pollution increase
c) Resource misuse d) Corruption

Answer: a) Environmental protection

CSR Committee consists of

a) Workers b) Directors c¢) Customersd) Suppliers
Answer: b) Directors

CSR reporting ensures

a) Secrecy b) Transparency ¢) Monopoly d) Confusion

Answer: b) Transparency

One benefit of CSR is
a) Reduced brand image b) Improved reputation
c) Increased losses d) No impact

Answer: b) Improved reputation
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Q.2 Fillin the Blanks

1. CSRstands for (Corporate Social Responsibility)

2. CSRis governed under Act, 2013 in Indi. (Companies)

3. Minimum CSR spending is percent. (2)

4.  CSR activities are mentioned in Schedule v

5. CSR Committee is formed by the (Board of Directors)

6.  CSR promotes development. (Sustainable)

7. CSRincludes ethical, environmental and responsibilities.
(Social)

8. CSRreporting is part of report. (Board's)

9.  Stakeholder theory considers interests. (All)

10. CSR helps improve image. (Corporate)

Q-3 Give answers in brief.
1. Define Corporate Social Responsibility.
2. Whatis CSR Committee?
3. State four objectives of CSR.
4. What is CSR reporting?
5. Mention four CSR activities under Companies Act, 2013.
6.  Define sustainable development.

7. What is stakeholder concept in CSR?

>

State any four benefits of CSR.

Q-4 Give answers in details.

—

Explain the concept and importance of CSR in detail.

2. Discuss objectives and scope of CSR.

(98]

Explain CSR provisions under Companies Act, 2013.

b

Describe CSR reporting and disclosure requirements.

5. Discuss benefits of CSR to business and society with examples.
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Q-5 Short Note:
1.  CSR Committee
2. CSRPolicy
3. Sustainable Development
4.  Stakeholder Theory
5. Schedule VII Activities
6.  CSRReporting
7. Ethical Responsibility
8. Environmental Responsibility
9.  Philanthropy in CSR

10. Impact Assessment

sk sk sk sk sk skeoske sk sk
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Legal and Regulatory Framework of
Corporate Governance

10.1. Introduction
10.2. Companies Act, 2013
10.2.1 Provisions
10.3. Clause 49 of Listing Agreement & SEBI (LODR) Regulations
10.3.1 The Principal Characteristics
10.3.2 A Comparison
10.3.3 Applicability of the Regulations
10.4. Role of Ministry of Corporate Affairs and SEBI
10.4.1 Ministry of Corporate Affairs
104.2 SEBI
10.5. Compliance and Disclosure Requirements
10.5.1 Principles Governing Disclosures and Obligations
10.6. Exercise
10.6.1 Theoretical questions

10.6.2 MCQ

10.1 Introduction :

Corporate governance is based on a complicated set of laws, rules, and
institutional practices that work together to make firms more accountable, open,
and ethical. The main goal ofthe legislative framework for corporate governance is
to protect the interests of all stakeholders, including shareholders, employees,
creditors, consumers, and society as a whole, while also making sure that managers

use their power appropriately.

Securities regulation makes governance even stronger by requiring disclosure
standards, banning insider trading, and making sure that capital markets are fair.

This protects investors' trust. In many places, stock exchanges have rules that
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companies must follow in order to be listed. These rules include following governance
codes, having a certain number of board members, and having an audit committee.
Regulatory entities like Securities Commissioners, Competition Authorities, and
Financial Regulators work with statutory legislation to make sure that people follow
the rules and punish those who break them. Internationally, institutions like the
Organisation for Economic Co-operation and Development (OECD) Principles
of Corporate Governance and guidelines from the World Bank or the International
Finance Corporation set standards that encourage practices to be the same in

different countries.

The judiciary is also very important since it interprets laws, settles disputes,
and develops case law that improves standards of government. Self-regulatory
organisations, professional groups, and industry groups also help by developing

codes of conduct and best practice recommendations.

Corporate governance is not fixed; it changes in reaction to crises, advances
in technology, and changes in what society expects, which leads to changes in the
legislation and regulation from time to time. For instance, the global financial crisis
0f2008 led to big changes in how risks are managed and how boards are watched.
Today, environmental, social, and governance (ESG) issues are becoming more
and more important in regulatory frameworks. This shows that people want
businesses to act in a way that is good for the environment and society. So, the
legal and regulatory framework of corporate governance is both complex and
changing, made up ofthe interaction of laws, enforcement, judicial interpretation,
and voluntary compliance. It gives businesses the framework they need to build
trust, legitimacy, and long-term value, which is essential for the stability of modern

economies and the protection of the public interest.

Company law is the basis ofthis structure. It sets the rules for how to form,
run, and dissolve a business, as well as the rights and responsibilities of directors,
executives, and shareholders. The Companies Act of 2013, the SEBI (Listing
Obligations and Disclosure Requirements) Regulations, and Clause 49 ofthe Listing

Agreement work together to make up the main rules for governance in India.



Figure 1.1 Legislative Framework

Legislative Framework of Corporate
Governance in India for all companies
under Companies Act, 2013 inculding

Listed and Non listed comapnies

SEBI Listing Obligations and
Companies Act, 2013 Disclosure Requirements
(LODR) Regulations, 2015

10.2 Companies Act, 2013 :

The Companies Act 02013 introduced significant reforms in Corporate
Governance in India. It instituted a significant reform in company Governance
standards and aimed to have extensive effects on company operations in India.
The Act has been revised three times: in 2015, 2017, and 2019. The Amendments
affect all facets of business management in India, including key structuring, disclosure,

and compliance obligations.

The steps undertaken by the Government of India in 1991, focused on
economic liberalisation, privatisation, and globalisation of the domestic sector,
resulted in several measures to enhance corporate governance mechanisms.
Currently, we possess a robust framework for regulating the operations of
corporations, including all publicly traded businesses, banks, non-banking financial

companies, and insurance firms.

In India, corporations are established, registered, and governed primarily
under the Companies Act, 2013 or the preceding Companies Act. The previous
Companies Act,1956 was entirely overhauled in 2013, resulting in the establishment
ofanew Act that represents significant legislation aimed at enhancing corporate
governance for corporations. The Companies Act, 2013 explicitly emphasises the
regulators' commitment to augmenting the responsibility and accountability of
boards. The Act defines numerous stipulations about governance, disclosures, and
the augmented roles, responsibilities, and liabilities of the board, its committees,

and independent directors. The Companies Act has intensified the focus on corporate
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governance via the board and its processes. The Act addresses corporate
governance via its subsequent provisions: Each corporation must designate one
resident director on its board. Nominee directors shall not be regarded as
independent directors, listed firms and certain categories of public enterprises must
appoint independent directors and female directors to their boards, the Companies
Act codifies the responsibilities of directors for the first time, listed businesses and
specific other public entities must nominate a minimum of one female director to
their boards. The firms Act requires the board to establish certain committees for
designated categories of firms: Audit Committee, Nomination and remuneration
committee, Stakeholders relationship committee, Corporate social responsibility

committee

10.2.1  Some of the Provisions (Section 149 to 197) of Companies Act,

2013 related to Corporate Governance are:
Appointment and maximum tenure of Independent Directors;
Appointment of Woman Director;

Appointment of Whole Time Key Managerial Personnel;

S o w »

Performance Evaluation of the Directors and Committee & Board as a

whole;

E. Enhanced disclosures and assertions in Board Report, Annual Return
and Boards' Report with regard to managerial remuneration, risk
management, internal controls for financial reporting, legal compliance,
related-party transactions, corporate social responsibility, shareholding

patterns, unutilized public funds, etc.

F. Stricter yet forward-looking procedural requirements for Secretarial

Compliances and Secretarial Standards made mandatory;

G Enhanced compliances of related-party transactions and introduction

of concept of arm's- length pricing.

H. Enhanced restrictions on appointment of auditors and mandatory rotation

ofauditors.
I.  Separation of role of Chairperson and Chief Executive Officer.

J. Mandatory provisions regarding vigil mechanism.



7

Constitution of Audit Committee, Nomination and Remuneration

Committee.
Constitution of Corporate Social Responsibility Committee.
Secretarial Audit.

Constitution of National Financial Reporting Authority.

©c z £ r

Mandatory provision of E-voting by certain class of Companies.

g~}

Mandatory Vigil Mechanism.

The Companies (Amendment) Act, 2017 and the Companies (Amendment)
Act, 2019 enacted numerous modifications to the Companies Act 2013, refining
sections to enhance corporate governance and facilitate commercial operations in

India, while simultaneously reinforcing compliance and safeguarding investor interests.

In addition to these, a range of legislations such as the Competition Act,
2002; the Consumer Protection Act, 2019; the Code on Wages, 2019; the Code
on Social Security, 2020; the Industrial Relations Code, 2020; the Occupational
Safety, Health and Working Conditions Code, 2020; Environmental Laws; the
Prevention of Money Laundering Act, 2002; and the Insolvency and Bankruptcy

Code, 2016, aims to promote sound governance practices within corporations.

10.3 Clause 49 of Listing Agreement & SEBI Regulations (LODR) :

All enumerated entities are governed by the Securities and Exchange Board
of India. SEBI is a regulatory body founded on April 12, 1992. SEBI was founded
primarily to mitigate malpractices and safeguard the interests of investors. The
primary purpose is to control Stock Exchange activities while simultaneously ensuring
the robust development of the financial market. To support effective corporate
governance, SEBI has published comprehensive Corporate Governance Norms
in the form of Clause 49 ofthe Listing Agreement, which has now been updated
and publicized as the SEBI (Listing Obligations and Disclosure Requirements)
Regulations, 2015. To consolidate and streamline the provisions of previous listing
agreements across various capital market segments and align them with the
Companies Act, 2013, SEBI disseminated the SEBI (Listing Obligations and
Disclosure Requirements) Regulations, 2015 for entities with listed designated

securities on recognised stock exchanges.
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The Listing Regulations are separated into two sections: substantive regulations
within the main body and procedural requirements presented as Schedules. The
Listing Regulations establish guidelines for disclosures by listed businesses and

encompass COl’lCCptS ofcorporate governance.

The Regulations are organised into 12 chapters and 10 schedules, as stipulated by
the Securities and Exchange Board of India (Listing Obligations and Disclosure
Requirements) (Amendment) Regulations, 2016, which includes the deletion of
Schedule VIII and the introduction of a statement regarding the impact on audit

qualifications for enhanced clarity.

SEBI has revised the Listing Agreement to ensure conformity with the Companies
Act. Clause 49 of the Listing Agreement is a significant endeavour aimed at
enhancing corporate governance among listed businesses. This Clause aims to
regulate corporate activity to protect shareholder interests. In general, SEBI
(LODR)Regulations, 2015 stipulates the following:

Board Composition under SEBI

(LODR)Regulations, 2015

At least 50% of Non —Executive
Directors

At least one Woman Director

If the chairperson is ) ) If the chairperson is Non-
Non-Executive If the c.halrpe.:rson 18 Executive Director but
Director Executive Director promoter of the listed entity

or is related to any

At least 50% of the 9
At least 1/3 of the BoDs & . At least 50% of t}}e
. BoDs shall comprise of BoDs shall comprise
shall comprise of IDs
IDs of IDs
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10.3.1 The principal characteristics of these regulations are as follows
(Regulation 17 to 27):

1.  Guiding guidelines (Chapter II): The regulations initiate by setting forth
norms that govern disclosures by listed businesses, in accordance with
International Organization of Securities Commission's principles, and
incorporate corporate governance concepts along with OECD standards.
These principles establish the basis for the specific requirements described
in many chapters of the Regulations. In the absence of specific criteria or in

instances of ambiguity, these principles will direct the specified entities.

2.  Common obligations for all listed entities (Chapter III): Obligations
that apply uniformly to all listed businesses have been defined. These
encompass the general obligation of compliance for the listed firm, the
appointment ofa compliance officer, electronic platform filings, mandatory

registration on SCORES, among others.

3.  Obligations Pertaining to Various Types of Securities (Chapters IV
to IX): Obligations relevant to distinct categories of securities have been

defined in various chapters.

4.  Obligations of stock exchanges and provisions in case of default
(Chapter X & XI): Stock Exchanges have been given responsibility to
monitor compliance or adequacy / accuracy of compliance with provisions

of these regulations and to take action for non-compliance.

5.  Ease of Reference: The relevant provisions have been consolidated and
centralised for easy access. As specified in the Listing Agreement, all clauses
concerning the disclosure of events or information that may be material or
price-sensitive have been incorporated into the regulations as a schedule.
For the sake of expediency, all disclosures that are required to be published
on the website of the listed entity have been consolidated in a single location,

and all disclosure requirements from the annual report have been incorporated.

6.  Streamlining and segregation of initial issuance/listing obligations:
Prelisting requirements have been incorporated into the ICDR Regulations,
ILDS Regulations, and other relevant regulations to prevent any overlapping
or confusion regarding the applicability of these regulations. These provisions

pertain to the allotment of securities, the refund and payment of interest, and
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the 1% Security Deposit (in the event of a public issuance). Listing Regulations

have been amended to include post-listing obligations.

7. Alignment with Provisions of Companies Act, 2013: An effort has been

made to also align, the provisions in Listing Regulations with those of the

Companies Act, 2013.

10.3.2

Composition and Structure of Board - A Comparison

Particulars

Companies Act, 2013

SEBI (LODR) Regulations, 2015

Size of the
Board

Section 149(1) stipulates that every
corporation must maintain a Board of
Directors composed of individuals
serving as directors and shall possess
e A minimum number of 3
directors

in the case of a public company,

* At least 2 directors in the case of a
private company, and

* At least one director in the case of
a One Person Company; and

* A maximum of 15 directors
provided that a company may appoint

more than fifteen directors after

passing a special resolution.

Note: Maximum directors’ clause is
not applicable to Government

Company and Section 8§ Company.

* Regulation 17(1)(a) stipulates that
the Board of members shall possess a
suitable proportion of executive and
non-executive members, including a
minimum of one female director,
with non-executive directors being
no less than fifty percent of the
board.

The top 500 listed firms shall appoint
at least one independent female
director by 1 April 2019, and the top
1000 listed organisations by 1 April
2020.

Regulation 17 (1) (c) stipulates that
the boards of directors of the top
1000 listed businesses, effective
April 1, 2019, and the top 2000 listed
entities, effective April 1, 2020, shall
of a minimum of six

consist

directors.

Explanation: Market capitalisation
of the immediate previous financial
year, is the base to determine the top

500, 1000 and 2000 entities.

Board

Composition

Section 149(4) stipulates that every
public listed company shall have a
minimum of one-third of its total
directors as independent directors,
and the Central Government may
determine the minimum number of
independent directors required for

specific groups of firms.

Regulation 17 (1) (b) provides that
the
composition of board of directors of

the listed entity shall be as follows:

* Where the chairperson of the board
of directors is a non-executive

director, at least one-third of the




Note: Not applicable to Government

Company and IFSC Public Company

Rule 4 of the Companies
(Appointment and Qualification of
Directors) Rules, 2014 prescribes that
the following class or classes of
companies shall have at least two
independent directors:

* Public Companies having paid- up

board of directors shall comprise of
independent directors;

* Where the listed entity does not
have a regular non-executive
chairperson, at least half of the board
of directors shall comprise of
independent directors: Provided that
where the regular nonexecutive
chairperson is a promoter of the

listed entity or is related to any

10.3.3

(a) Specified securities listed on main board or SME Exchange or institutional

(b) Non-convertible debt securities, non-convertible redeemable preference

Applicability of the Regulations

trading platform.

shares.

(c) Indiandepository receipts.

(d) Securitised debt instruments.

(e) Units issued by mutual funds.

The entity that has been listed any of the following designated securities

onrecognised stock exchange(s) is subject to follow these regulations:

shares, perpetual debt instrument, perpetual noncumulative preference

() Any other securities as may be specified by the Board.

10.4 Role of Ministry of Corporate Affairs and SEBI :

10.4.1

Ministry of Corporate Affairs (MCA)

The MCA governs companies, including public and private, under the
Companies Act, 2013 (the Act) and the associated rules. The Companies
Act, 1956 has been superseded by the Companies Act, 2013, which
places significant focus on enhancing corporate governance. Several
new provisions were implemented, including the requirement for at least
one woman Director on the Board, the introduction of Key Managerial
Personnel (KMP), mandates for Board evaluation, the establishment of
separate meetings for Independent Directors, the concept of Corporate

Social Responsibility (CSR) obligating profit-making companies to
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10.4.2

allocate a minimum of2% of'their average net profit to social development
initiatives, measures to enhance the organization of Board and committee
meeting agenda documents through Secretarial Standards-1,
improvements to Annual General Meeting (AGM) processes via
Secretarial Standards-2, the establishment of the National Company
Law Tribunal (NCLT), and the introduction of class action suit filings
for the first time in India. The establishment of entities such as NFRA
and SFIO was also noted. NFRA was established to guarantee adequate
independent oversight of Statutory Auditors. The SFIO, a multi-
disciplinary statutory body, was established to identify and punish white-
collar crimes. The MCA has persistently endeavoured to decriminalise

certain crimes under the Act to enhance the ease of conducting business.
Securities and Exchange Board of India (SEBI)

The Securities and Exchange Board of India (SEBI) governs all publicly
traded firms via the SEBI (Listing Obligations and Disclosure
Requirements) Regulations, 2015 (LODR). LODR supplanted the
previous Clause 49 ofthe Listing Agreement. It instituted several measures
to enhance governance, including the requirement for at least one woman
Independent Director, a majority of independent members on the Audit
Committee and Nomination and Remuneration Committee, the
establishment ofa Risk Management Committee, stipulations for Senior
Management Personnel (in addition to Key Managerial Personnel),
mandates concerning disclosures on Stock Exchanges and company
websites, regulations pertaining to Related Party Transactions, and the
implementation of secretarial audits for companies and their significant

unlisted subsidiaries.

SEBI has consistently implemented revisions to LODR to enhance
transparency and mitigate misconduct in the corporate sector. The recent
amendments encompass the designation of a Compliance Officer as a
Key Management Personnel (KMP) positioned one tier below the
Board, augmented governance-related disclosures on Stock Exchanges,

and a shortened deadline for disclosures to foster market transparency.



10.5 Compliance and Disclosure Requirements :

10.5.1

Principles governing disclosures and obligations - Regulation 4

(A) The listed company that has listed its securities must follow these

(a)

(b)

©

(d)

©

(®

(@

(h)

()

V)

rules and make disclosures according to the following principles:

Information must be prepared and made public in line with the rules for

accounting and financial transparency that apply.

The listed company must follow the accounting standards exactly as
they are written when making financial statements, keeping in mind the
needs ofall stakeholders. They must also make sure that an independent,

qualified, and competent auditor does the annual audit.

The listed company must not lie and make sure that the information it

gives to recognised stock exchanges and investors is not false.

The listed company must give recognised stock exchanges and investors

enough and timely information.

The listed company must make sure that any information shared under
these rules and any circulars sent out as a result are clear, correct, timely,

and presented in a way that is easy to understand.

Channels for spreading information must make sure that all investors

may get to the information they need in a timely and cost-effective way.

The listed company must follow all the rules set out in the relevant laws,
such as the securities laws, as well as any other rules that the Board and
the recognised stock exchange(s) may issue from time to time that are

relevant.

The listed entity must provide the required disclosures and meet its duties

in both letter and spirit, keeping in mind the interests of all stakeholders.

Events-based or periodic filings, reports, statements, papers, and

information must all have the right information.

Periodic filings, reports, statements, documents, and information reports
must have information that lets investors keep an eye on how a listed
company is doing over time and gives them enough information to figure

out about the current status of companies
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(B) The listed entity which has listed its specified securities shall
comply with the corporate governance provisions as specified in
chapter IV which shall be implemented in a manner so as to

achieve the objectives of the principles as mentioned below:
(a) The rights of shareholders

(1 Right to participate in, and to be sufficiently informed of, decisions

concerning fundamental corporate changes.

(i) Opportunity to participate effectively and vote in general shareholder

meetings.

(i) being informed of'the rules, including voting procedures that govern

general shareholder meetings.

(iv) opportunity to ask questions to the board of directors, to place items on
the agenda of general meetings, and to propose resolutions, subject to

reasonable limitations.

(v) effective shareholder participation in key corporate governance decisions,

such as the nomination and election of members of board of directors.

(vi) exercise of ownership rights by all shareholders, including institutional

investors.
(vil) adequate mechanism to address the grievances of the shareholders.

(viii)protection of minority shareholders from abusive actions by, or in the
interest of, controlling shareholders acting either directly or indirectly,

and effective means of redress.

(b) Timely information: The listed company must give shareholders
enough and timely information, which includes but is not limited

to the following:

(1 Enough and timely information on the date, time, and place of general
meetings, as well as comprehensive and timely information about the

topics that will be discussed at the meeting.

(i) Capital structures and arrangements that enable certain shareholders to

obtain a degree of control disproportionate to their equity ownership.



() rights attached to all series and classes of shares, which shall be disclosed

©

()

(iii)

to investors before they acquire shares.

Equitable treatment: The listed entity shall ensure equitable
treatment of all shareholders, including minority and foreign

shareholders, in the following manner:

All shareholders within the same series of a class shall be treated

equitably.

Effective shareholder engagement in critical corporate governance issues,
including the nomination and election of board members, shall be

promoted.

Foreign shareholders shall be enabled to exercise their voting rights.

(iv) The listed entity shall establish a structure to prevent insider trading and

V)

exploitative self-dealing.

Processes and procedures for general shareholder meetings shall provide

equitable treatment of all shareholders.

(vi) The procedures of the listed entity shall not render the voting process

@

()

(iii)

excessively complicated or costly.

Role of stakeholders in corporate governance: The listed entity
shall recognise the rights of its stakeholders and encourage co-
operation between listed entity and the stakeholders, in the

following manner:

The listed entity shall honour the rights of stakeholders as defined by

law or mutual agreements.

Stakeholders shall have the chance to secure meaningful redress for the
infringement of'their rights.

Stakeholders will get pertinent, adequate, and dependable information
promptly and consistently to facilitate their involvement in the corporate

governance process.

(iv) The listed firm shall establish an efficient whistle-blower framework that

allows stakeholders, including individual employees and their
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(e)
()

(ii)

(i)

®
()

(ii)

representative organisations, to openly express their concerns regarding

unlawful or unethical actions.
Disclosure and transparency

Information must be created and disclosed in compliance with established

standards for accounting, as well as financial and non-financial disclosure.

Channels for transmitting information shall ensure equitable, prompt,

and cost-effective access to pertinent information for users.

Minutes of the meeting shall be meticulously documented, explicitly noting

any dissenting opinions, if present.
Responsibilities of the board of directors:
Information disclosure:

Members of the board of directors and senior executive personnel must
disclose to the board if they, directly, indirectly, or on behalf of third
parties, own a material interest in any transaction or issue directly

impacting the listed firm.

The board of directors and senior management shall behave in a manner
that fulfils stakeholders' expectations for operational transparency while
preserving the confidentiality of information to promote a culture of sound

decision-making.
Principal responsibilities of the board of directors:

Evaluating and directing company strategy, significant action plans, risk
policy, annual budgets, and business strategies, establishing performance
objectives, and overseeing implementation and company performance,
as well as supervising significant capital expenditures, acquisitions, and

divestment.

Evaluating the efficacy of the governance practices ofthe listed entity

and implementing modifications as necessary.

Identifying, rewarding, supervising, and, when required, substituting

essential managerial staff, as well as managing succession planning.

Aligning key managerial staff and the remuneration of the board of

directors with the long-term interests ofthe listed firm and its shareholders.



(iii)

Ensuring a clear nominating process for the board of directors that
incorporates diversity in thought, experience, knowledge, perspective,

and gender.

Monitoring and controlling potential conflicts of interest among
management, board members, and shareholders, including the
misappropriation of business assets and misconduct in related party

transactions.

Ensuring the integrity of the listed entity's accounting and financial
reporting systems, including the independent audit, and the establishment
of appropriate control systems, particularly for risk management, financial

and operational control, and compliance with legal and relevant standards.
Supervising the process of transparency and communication.

Monitoring and assessing the evaluation framework of the board of

directors.
Other responsibilities:

The board of directors shall offer strategic direction to the listed entity,
ensure effective oversight of management, and remain accountable to

both the listed entity and its shareholders.

The board of directors shall establish a corporate culture and the

principles that executives across the organization are expected to uphold.

Board members must operate with comprehensive knowledge, in good
faith, exercising due diligence and care, and prioritising the interests of
the listed firm and its shareholders.

The board of directors shall promote ongoing training for directors to

ensure that board members remain informed.

In instances where the board of directors' choices may impact various
shareholder groups differently, the board shall ensure equitable treatment

for all shareholders.

The board of directors shall uphold elevated ethical standards and

consider the interests of stakeholders.

The board of directors shall exercise impartial and independent

Corporate Governance and
Business Ethics

161



Corporate Governance and
Business Ethics

162

judgement on corporate matters.

The board of directors shall contemplate designating an adequate number
of non-executive members, capable of exercising independent

judgement, to responsibilities where a conflict of interest may arise.

The board of directors shall ensure that, while appropriately promoting
optimistic thinking, it does not culminate in over-optimism that either
fails to acknowledge substantial hazards or exposes the listed firm to

excessive risk.

The board of directors shall possess the capacity to 'stand back' to
support senior management by scrutinising the assumptions that underpin
strategy, strategic initiatives (such as acquisitions), risk appetite,

exposures, and the principal areas of the listed entity's emphasis.

Upon the establishment of board of directors' committees, its mandate,
composition, and operational processes must be clearly specified and
published by the board of directors.

Members of the board of directors shall be capable of fulfilling their

obligations successfully.

To accomplish their responsibilities, board members shall have access

to accurate, relevant, and timely information.

The board of directors and senior management shall enable independent

directors to fulfil their responsibilities effectively as members of the board

and its committees.

Exercise :

Q.1 Theoretical questions :

1.

Give idea about the legislative framework of corporate governance in
India

Companies Act, 2013 is the principal component in application of

corporate governance - Explain

List out the provisions of Companies Act, 2013 related to Corporate

Governance

Discuss the characteristics of SEBI (LODR)Regulations, 2015
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5. Critically evaluate size of the board and board composition with respect
to Companies Act, 2015 and SEBI (LODR) Regulations, 2015

6.  Write anote on: Role of Ministry of Corporate Affairs (MCA)

7. Writeanote on: Role of Securities and Exchange Board of India (SEBI)
8. Explain principles governing disclosures and obligations in detail
Multiple Choice Questions

1. OECD stands for

A. Organisation for Economic Co-operation and Development
B. Organisation of Efficient Co-operation and Development

C. Organisation of Efficient Co-ordination and Development
D. Organisation of Efficient Co-operation and Disclosure

Answer: A. Organisation for Economic Co-operation and

Development
2. Companies Act, 2013 has been amended for times.
A. 6times B. 4times C. 3times D. 2times

Answer: C. 3 times

3. Sections of Companies Act, 2013 arerelated to corporate

governance.
A. 140to 154 B. 120to 134 C. 144to156D. 149to 197
Answer: D. 149 to 197

4. Minimum number of Directors in case of public company as per

Companies Act, 2013
A 6 B. 4 C. 3 D. 2
Answer: C.3

5. Minimum number of Directors in case of private company as per

Companies Act, 2013
A 4 B. 3 C. 2 D. 1

Answer: C. 2
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6. is the base to determine the top 500, 1000

and 2000 companies as per SEBI regulations

A. Market Volume B. Market Price of the share
C. Turnover D. Market Capitalisation
Answer: D. Market Capitalisation

7. SEBI regulations shall not apply to the following securities

listed on recognised stock exchange(s):
A. Indiandepositoryreceipts; ~ B. Securitised debt instruments
C. Unitsissued bymutual funds D. Convertible debt securities
Answer: D. Convertible debt securities
8. MCA stands for
A. Ministry of Corporate Affairs
B. Ministry of Company Affairs
C. Memorandum of Company affairs
D. None ofthe above
Answer: A. Ministry of Corporate Affairs
9. SEBI stands for
A. Securities Exchange Board of Institute
B. Stock Exchange Board of India
C. Securities Exchange Board of India
D. Stock Exchange Board of Institute

Answer: C. Securities Exchange Board of India

sk sk sk sk sk sk skeoske sk sk
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Unit - 11

Corporate Governance in Financial Institutions

11.1 Introduction
11.2 Governance in Banks
11.2.1 The Principles

11.2.2  'Fit and Proper"' Criteria for Elected Directors on the Boards
of Banks

11.3 Governance in Insurance Companies

11.3.1 The Structural Elements of Corporate Governance in

Insurance Companies
11.4 Role of RBI, SEBI, IRDAI
11.4.1 Reserve Bank of India
11.4.2 IRDAI
11.5 Key Challenges in Financial Sector Governance

Exercise

11.1 Introduction :

The expanding size and complexity of India's financial sector highlights the
importance of enhancing governance standards in financial sector. Recent
developments in a dynamic and rapidly changing financial environment have resulted
in heightened examination of the responsibilities of promoters, principal shareholders,
and senior management in relation to the board's responsibility. In the context where
management acts as an agent for the board, and the board serves as an agent for
shareholders, governance failures have highlighted the influence of governance quality
on resource allocation efficiency, depositor interest protection, and financial stability

maintenance.

11.2 Governance in Banks :

Any economy relies on banks and financial organisations. Banking and financial

institutions operate differently from other corporations, making effective corporate
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governance crucial. To improve Indian banking corporate governance, RBI took

many steps. Advisory and consultative committees conducted extensive banking

industry studies on corporate governance.

Basel Committee on Banking Supervision (BCBS) released Guidelines on

Corporate Governance for banks in July 2015.

11.2.1

The principles of corporate governance of these guidelines are

as under:

Principle 1: The board's overall responsibilities: The board is in
charge of the whole bank. This includes authorising and overseeing the
implementation of the bank's strategic goals, governance framework,
and corporate culture. The board is also in charge ofkeeping an eye on

senior management.

Principle 2: Board Qualifications and Composition: Board
members should possess and maintain the requisite qualifications, both
individually and collectively, for their roles. They must comprehend their
oversight and corporate governance responsibilities and be capable of

exercising prudent, impartial judgement regarding the bank's operations.

Principle 3: Board's own structure and practices: The board should
establish suitable governance frameworks and procedures for its
operations, ensuring mechanisms are implemented for adherence and

regular evaluation of their continued efficacy.

Principle 4: Senior management: Senior management is responsible
for carrying out and managing the bank's operations under the board's
guidance and supervision in a way that aligns with the business strategy,

risk tolerance, compensation, and other board-approved rules.

Principle 5: Governance of group structures: The parent company's
board holds overarching responsibility for the group, guaranteeing the
design and functioning of a transparent governance system suitable for
the group's structure, operations, and associated risks. The board and
senior management must comprehend the bank group's operational

framework and the associated risks.



Principle 6: Risk management function: Banks should have a robust
independent risk management function, overseen by a Chief Risk Officer
(CRO), endowed with adequate Authority, autonomy, resources, and

direct access to the board.

Principle 7: Risk identification, monitoring and controlling:
Risks should be recognised, monitored, and managed continuously at
both the organisational and individual entity levels. The bank's risk
management and internal control systems must evolve in accordance
with alterations to its risk profile, the external risk environment, and

industry standards.

Principle 8: Risk communication: A proficient risk governance
system necessitates strong communication regarding risk inside the bank,
both throughout the organization and in reporting to the board and senior

management.

Principle 9: Compliance: The bank's board of directors is accountable
for supervising the management of the bank's compliance risk. The board
must endorse the bank's compliance strategy and policies, which

encompass the creation of a permanent compliance function.

Principle 10: Internal Audit: The internal audit function offers
independent assurance to the board and assists board and senior
management in fostering an effective governance process and the long-
term stability of the bank. The internal audit department must possess a
definitive mandate, maintain accountability to the board, operate
independently from the audited activities, and have adequate stature,

expertise, resources, and authority within the bank.

Principle 11: Compensation: The bank's remuneration framework
should be properly connected with prudent risk management and should
foster the organization's long-term viability and suitable risk-taking

conduct.

Principle 12: Disclosure and transparency: For the benefit of its

shareholders, depositors, relevant stakeholders, and market participants,
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11.2.2

the bank's governance should be sufficiently transparent.

Principle 13: The role of supervisors: Supervisors should offer
direction and oversee corporate governance in banks, which includes
conducting thorough assessments and maintaining regular communication
with boards and senior management, necessitating enhancements and
corrective measures when required, and disseminating information on

corporate governance to other supervisors.

'Fit and Proper' Criteria for Elected Directors on the Boards of

Banks:

Age - age should be between 35 to 67 years as on the cut-off date

fixed for submission of nominations for election.
Educational qualification - Graduation

Experience and field of expertise - The candidate shall have specific
knowledge or practical expertise in one or more of the matters listed in
section 19A(a) of the SBI Act / section 9(3A) (A) of the Banking
Companies (Acquisition and Transfer of Undertakings) Act, 1970/1980.

Tenure - An elected director will serve a term of three years and is
eligible for re-election. No director shall serve for a duration exceeding

six years, whether continuously or occasionally.

Disqualifications

a. The candidate cannot be on the Board of any bank, Reserve Bank,

FI, insurance company, or NOFHC that owns another bank.

b. Anelected PSB director must not be involved in hire buy, financing,

money lending, investing, leasing, or other para-banking operations.
Investors in such firms can serve as directors if they have no

administrative control.

c.  No one who has served as a director on the board of any bank/FI/
RBU/Insurance Company for six years, continuously or intermittently,

can be elected or re-elected.



d. The candidate should not trade stocks.

e. Candidate shall not be an MP, state legislator, municipal

corporation, or other local official.

f  The candidate cannot be a partner of a Chartered Accountant firm
that is a Statutory Central Auditor of a nationalised bank or State
Bank of India.

g The candidate must not serve as a partner in a Chartered Accountant
firm that is presently functioning as the Statutory Branch Auditor or
Concurrent Auditor for the bank where the election nomination is

submitted.

11.3 Governance in Insurance Companies :

A circular from the Insurance Regulatory and Development Authority of
India (IRDAI) on August 5, 2009, issued Corporate Governance Guidelines for
insurance companies. Several circulars from the Authority suggest the appointment/
reappointment and remuneration of MD/CEO/WTD and other Key Management
Personnel (KMPs) and statutory auditors for insurers. The IRDAI amended the
Guidelines in response to changes made by the Companies Act, 2013, as per the
circular dated 18 May 2016, to ensure that the Board of Directors and company
management's structure, responsibilities, and functions meet stakeholder and
regulator expectations. These guidelines apply to all Authority-registered insurers

except:

(1  Companies engaging in reinsurance may not need a Policyholder Protection

Committee

(i)  Foreign insurer branches in India may not need to establish a Board and

obligatory committees.

11.3.1  The guidelines address the various requirements broadly covering
the following major structural elements of Corporate Governance

in insurance companies: -
A. Governance structure

Board of Directors
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Key Management Functions - CEO/ Managing Director/ Whole-Time

Director

Role of Appointed Actuaries

External audit - Appointment of Statutory Auditors
Disclosures

Interaction with the Supervisor

Governance Structure

Insurance companies may have a Board of Directors chaired by an
Executive or Non-Executive Chairman, each with supervision
responsibilities over other Directors and Key Management Personnel.
Regardless of form, successful Corporate Governance concepts should
be visible. Membership in an insurance group or a larger financial or
non-financial conglomerate may alter the insurer's governance. Insurers
in a financial group may also have to follow group-wide governance
principles and practices. These procedures must be adjusted at the
msurer level to account for its business and risk profile and sector-specific
regulations. However, such insurers should maintain rule and procedure

homogeneity to strengthen organization-wide controls.
Board of Directors
Composition

The Insurance Act mandates that public insurance companies in India

maintain a duly established Board.

Insurance companies must appoint qualified directors to their boards to
formulate plans that ensure growth and protect stakeholders and

policyholders.

The Board's size should match the organization's size, structure, and

complexity, subject to regulatory limits.

Shareholders are expected to elect or nominate Directors with financial
and management expertise in accountancy, law, insurance, pensions,

banking, securities, and economics, relevant to the company.
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The Directors must possess expertise of the insurer's group structure,

organisational structure, processes, and products.

The Board needs three "Independent Directors." However, insurers can
have 'two' independent directors for the first five years after receiving
Certificate b of Registration. Section 149 of the Companies Act, 2013

requires independent directors to meet all requirements.

If the number of independent directors drops below the minimum, the
Authority must be notified and the vacancy filled before the next Board

meeting or within three months.

Ifthe Board Chairman is non-executive, the CEO must be a full-time
director. Section 149 of the Companies Act, 2013 requires insurance

companies to have one female director.

Delegation of Functions by framing varied Committees.
Audit Committee (Mandatory)

Investment Committee (Mandatory)

Risk Management Committee (Mandatory)

Policy holder Protection Committee (Mandatory)
Nomination and Remuneration Committee (Mandatory)

Corporate Social Responsibility Committee ('CSR Committee')
(Mandatory)

With Profits Committee

Other Committees

Ethics Committee (not mandatory)

Asset Liability Management (ALM) Committee

All mandatory committees except the Nomination and Remuneration
Committee, Corporate Social Responsibility Committee, and With
Profits Committee must meet at least four times a year, no more than

four months apart.
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o)

D)

Key Management Functions - CEO/ Managing Director/ Whole-

Time Director

The CEO, Whole Time Director, Managing Director, and other key
staffare responsible for the company's operations and daily management
in compliance with the Board and its Committees. The Authority must
approve the appointment, reappointment, or firing of the CEO and
Whole Time Directors under Section 34A of the Insurance Act, 1938.
The Authority expects the CEO to oversee the company's operations
to protect policyholders and follow Board directives. The Board must
thoroughly vet the new appointment to ensure they are 'fit and proper’
before nominating them for Authority confirmation. The Authority must
be informed of the CEO's resignation and reasons. The Insurance Act
prohibits a life insurance company's Managing Director or Officer from
also serving as a director or officer of another life insurance, banking, or
investing organization. Since the IRDAI must approve the CEO's
nomination, the Board should decide whether to keep him or choose a
successor early. The Authority requires the proposal to be approved by
the Board at least one month before the incumbent's term ends.
Accordingly, insurers should identify and develop senior management

candidates to succeed important CEOs.
Role of Appointed Actuaries

In 2000, IRDAI published IRDA (Appointed Actuary) Regulations,
defining the appointment process, qualifications, powers, duties, and
obligations. The Regulations also need Authority approval for Appointed
Actuary appointments. The Board should rigorously follow requirements.

The Appointed Actuary shall meet the 'Fit & Proper’ criterion and other
eligibility requirements in the IRDA (Appointed Actuary) Regulations,
2000, as and when modified.

Insurance companies shall clearly define the Appointed Actuary's duties,
rights, and advising duties to the Board or management. These shall
supplement the IRDA Regulations and any other IRDA guidelines on

Appointed Actuaries' duties.
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The Appointed Actuary shall notify the insurer's Board if the entity fails
to meet solvency and other sound operations standards. The Board

must notify IRDAI if no viable/acceptable action is taken.
External Audit - Appointment of Statutory Auditors

The IRDAI (Preparation of Financial Statements and Auditors' Report
of Insurance Companies) Regulations, 2002 allow the Authority to direct
insurance auditors' appointment, continuation, or removal. The Authority
may prescribe auditor qualifications, experience, rotation, appointment,
and other terms under these guidelines/directions. One of the annexure
contains specific auditor appointment and reporting criteria for insurers.
The Board should ensure that statutory auditors comply with regulatory
standards and have no conflicts of interest from their appointment. The
auditors should be competent and honest enough to notify the authorities
of any event that could seriously impact the insurance company's financial
position, administration, or accounting, as well as any criminal violations

or material irregularities.
Disclosure Requirements

The Authority is finalising supplemental disclosures for insurers to provide
at regular intervals under the IRDAI (Preparation of Financial Statements
and Auditors' Report of Insurance Companies) Regulations, 2002. In
the meantime, it may be ensured by the Board disclosed information on

the following in the annual accounts

Claim, commission, and expense ratios of the insurance company, both

quantitative and qualitative.

Life insurers must report policy persistency ratios.

Insurance firm financial performance, including growth and position.
Number of intimated, disposed, and pending claims and duration.

The Annual Report must reveal all financial relationships of Non-

Executive Directors with the insurance company.

Components of the salary package (including incentives) for the Managing
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G)

Director & Chief Executive Officer, as well as all other directors and

Key Management Personnel.
Disbursements to group entities from the Policyholders' Funds.
Any further issues that significantly affect the insurer's financial standing

The status on disclosure in the financial statements required under this
section may be made within 15 days of the Board of Directors of the
Insurers adopting annual accounts if finalisation extends beyond 90 days

from the end of the Financial Year.
Interaction with the Regulator

Effective corporate governance practices in the office of the insurance
company will enable IRDAI to have greater confidence in the work and
judgment of'its board, Key Management Persons and control functions.

In assessing the governance practices in place, the IRDAI would:

Verify that the insurance company has implemented good corporate

governance standards.
Evaluate board members' suitability.
Monitor board performance.

Evaluate insurance firm internal reporting, risk management, audit, and

control.

Evaluate how the insurance company's group structure affects

governance strategies.

Evaluate crisis management and business continuity governance

processces.

11.4 Role of RBI, SEBI, IRDAI :

11.4.1

Reserve Bank of India

The Reserve Bank of India intends to reform the corporate governance
framework ofthe Indian banking industry by restricting the tenures of
directors and chief executive officers, while augmenting the accountability

ofthe board of directors regarding a bank's culture and remuneration



practices. The board of directors shall oversee remuneration and
performance outcomes, and shall be accountable for the risks undertaken
by the bank. The current governance standards proposed by the
regulator primarily address related party transactions and conflicts of
interest among the many businesses within the bank's group. The new
guidelines assign the responsibility for results related to compensation
to the board. The RBI establishes and implements prudential policies to
guarantee the integrity and stability of financial institutions. These
regulations include capital sufficiency, asset quality, management quality,
earnings, liquidity, and sensitivity to market risks, as outlined in the
CAMELS framework.

Supervisory Mechanisms: The RBI performs routine inspections,
audits, and stress tests of banks and financial institutions to evaluate
their adherence to regulatory standards and detect potential hazards to
financial stability.

Financial Stability Mandate: Monitoring systemic risks and
implementing pre-emptive actions to ensure financial stability are
fundamental responsibilities of the RBI. It serves as a lender of last
resort during financial crises and enacts liquidity support measures to

alleviate systemic concerns.

Innovation and Inclusion Initiatives: The RBI navigates the delicate
balance of fostering innovation in the financial industry, including fintech
and digital payments, while guaranteeing regulatory compliance and
safeguarding consumer protection. Programs such as the Pradhan Mantri
Jan Dhan Yojana (PMJDY) and the Unified Payments Interface (UPI)
seek to improve financial inclusion and promote digital adoption among

marginalised groups.

NPA Management and Resolution Frameworks: The RBI is
instrumental in tackling NPAs via efficient resolution mechanisms such
as the Insolvency and Bankruptcy Code (IBC) and the Securitisation
and Reconstruction of Financial Assets and Enforcement of Security
Interest (SARFAESI) Act. These frameworks enable the prompt

resolution of distressed assets and rejuvenate the banking sector's stability.
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11.4.2

Consumer Protection and Transparency: Ensuring openness in
banking operations, the disclosure of financial information, and grievance
redressal methods through programs such as the Banking Ombudsman
Scheme are essential for protecting consumer interests and preserving

trust in the financial system.

Inter-Regulatory Coordination: The RBI partners with other financial
regulators, including the Securities and Exchange Board of India (SEBI),
the Insurance Regulatory and Development Authority of India (IRDALI),
and the Pension Fund Regulatory and Development Authority (PFRDA),
to ensure synchronised regulatory supervision and tackle inter-sectoral

challenges affecting financial stability.

Insurance Regulatory and Development Authority of India

(IRDAI)

The Insurance Regulatory and Development Authority of India (IRDAI)
regulates insurance firms in India. It guarantees that insurance businesses
comply with legislation and safeguard the interests of'its policyholders.
The IRDALI has engaged actively in Corporate Governance and has
issued corresponding guidelines. The Regulator has established a
retirement age of 75 years for Directors. Consumer protection is a
primary focus of the IRDAL. It guarantees that policyholders are not

exploited by service providers.

The IRDALI has delineated the governance obligations of the Board
concerning the management of insurance functions throughout several
Regulations it has promulgated, encompassing diverse operational
domains. It has been determined to consolidate them and to promulgate
the following full guidelines for adoption by an insurer. In response to
the modifications introduced by the Companies Act, 2013, the current
standards on Corporate Governance practices for insurers are being
amended as follows. The updated rules will supersede the current
Corporate Governance rules established by the Authority and will be
effective fromFY 2016-17.



Insurers should assess their present compliance with these principles
and take prompt steps to ensure adherence, if not already compliant,
within three months of receiving informed of these guidelines. All
procedures are anticipated to be established to guarantee complete
adherence to the criteria from the financial year 2016-2017. If compliance
is not feasible for any specific reason, insurance companies should
contact the IRDAI for more information. Each insurer must appoint the
Company Secretary as the Compliance Officer, responsible for
overseeing ongoing adherence to these requirements. The Annual Report
of insurers must include a distinct certification from the Compliance
Officer. All insurers must submit an annual report on their compliance
with the Corporate Governance requirements. This report must be
submitted within three months following the conclusion of the financial

year, namely by 30 June.

11.5 Key Challenges in Financial Sector Governance :

>

Regulatory Complexity

The financial industry includes banks, non-banking financial businesses
(NBFCs), cooperative societies, fintech enterprises, and insurance corporations,
each regulated by distinct frameworks. Overlapping jurisdictions among
regulators (e.g., RBI, SEBI, IRDAI) frequently result in coordination difficulties
and regulatory arbitrage. Ensuring consistent compliance across many mstitutions
proves challenging.

Technological Disruption

The emergence of digital banking, mobile payments, and Al-enhanced financial
services has revolutionised the industry. These advancements enhance efficiency
but can pose cybersecurity dangers, data privacy issues, and operational
hazards. Regulators find it challenging to adapt to the swiftly advancing fintech
paradigms.

Financial Inclusion and Accessibility

Notwithstanding advancements, substantial portions of rural and marginalised

communities continue to be excluded from official financial institutions challenges
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encompass insuflicient digital literacy, poor infrastructure, and a lack oftrust in
financial institutions. Governance must reconcile innovation with equal

accessibility.
Systemic Risk and Stability

Global interconnection renders domestic financial systems susceptible to foreign
shocks, including currency volatility and global recessions. Non-performing
assets (NPAs) and liquidity crises in non-banking financial companies (NBFCs)
underscore governance vulnerabilities. Maintaining financial stability while

fostering growth is a nuanced equilibrium.
Policy Shifts and Reform Fatigue

Frequent policy alterations, including banking reforms, capital adequacy
standards, and digital restrictions, engender uncertainty. Institutions frequently
encounter implementation difficulties stemming from constrained resources and

opposition to change.

Exercise :

Q.1 Theoretical Questions

1. List outdifferent principles for governance in banks and discuss them in

detail.

2. Whichare the key challenges prevailing presently to maintain corporate

governance in India?
3. Writeanote on: IRDAI
4. Write anote on: RBI

5. List out the point to be considered for corporate governance in Insurance

sector and discuss the guidelines for Board of Directors in detail

6. Write a note on: disqualification guidelines of board members given by

IRDAI

7. Write a note on: disclosure requirements for insurance companies given

by IRDAI
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Q.2 Multiple Choice Questions

1. According to fit and proper criteria for elected directors, age should be

between years.

A. 35to67 B. 30to50 C. 35t058 D. 35t062

Answer: A. 35 to 67

2. The tenure for elected directors must not exceed years.
A 4 B. 8 C. 6 D. 3
Answer: C. 6

3. The regulatory body of Insurance corporations in India is
A. IRDIA B. RBI C. IRDAI D. SEBI
Answer: C. IRDAI

4. As per governance for Insurance companies, which from the following is

not mandatory committee?

A. Audit Committee B. Investment Committee
C. Risk Management Committee D. Ethics Committee
Answer: D. Ethics Committee

5. Reserve Bank of India reforms the corporate governance framework

ofthe industry.
A. Banking B. Insurance @~ C. CapitalMarket D. Textile
Answer: A. Banking

6. The Insolvency and Bankruptcy Code is used as resolution mechanism

by RBI to track
A. Daily Banking Transaction B. Frauds
C. NPA D. Allofthe above

Answer: C. NPA
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Which of'the following is not the challenge in financial

sector governance?

A. Regulatory Complexity

B. Technological Disruption

C. Policy Shifts and Reform Fatigue
D. Market volatility

Answer: D. Market volatility

Which ofthe following is one of the regulatory bodies for corporate

governance?

A. IRDAI B. SBI C. NBFC D. BSE
Answer: A. IRDAI

PFRDA stands for

A. Pension Fund Regulatory and Development Authority

B. Pension Fund Regulatory and Disclosure Authority

C. Pension Facility Regulatory and Development Authority

D. None ofthe above

Answer: A. Pension Fund Regulatory and Development Authority
NPA stands for

A. National Pension Association B. Non-Performing Assets
C. Net Profit Assets D. Net Performing Assets
Answer: B. Non-Performing Assets

Which of'the following is a primary objective of corporate governance

in banks?
A. Maximizing short-term profits

B. Ensuring transparency, accountability, and stability
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C. Reducing employee workload

D. Avoiding regulatory compliance
Answer: B. Ensuring transparency, accountability, and stability

The Basel Committee on Banking Supervision emphasizes corporate

governance in banks mainly to:

A. Increase competition among banks

B. Strengthen risk management and oversight

C. Promote mergers and acquisitions

D. Reduce the number of board members

Answer: B. Strengthen risk management and oversight

Which of'the following is considered a key element of good corporate

governance in banks?

A. Concentration of power in a single executive

B. Independent and diverse board of directors

C. Avoiding shareholder involvement

D. Limiting disclosure of financial information

Answer: B. Independent and diverse board of directors

In the context of corporate governance, the role of the audit committee

in banks is to:

A. Approve all loan applications

B. Monitor financial reporting and internal controls

C. Decide employee promotions

D. Manage customer complaints

Answer: B. Monitor financial reporting and internal controls

Which of'the following is a key objective of corporate governance in

insurance companies?
A. Maximizing shareholder wealth only

B. Reducing the number of employees
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16.

C. Avoiding compliance with regulators

D.

Protecting policyholders' interests and ensuring financial stability

Answer: D. Protecting policyholders' interests and ensuring

financial stability

In insurance corporate governance, the role of the board of directors

includes:

A. Opverseeing risk management, compliance, and strategic direction
B. Approving allindividual claims

C. Handling day-to-day customer complaints

D. Designing marketing campaigns

Answer: A. Overseeing risk management, compliance, and

strategic direction
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Unit - 12
Corporate Governance Reporting and Disclosure

12.1 Introduction

12.2 Meaning of Reporting and Disclosure

12.3 Importance of Transparency in Governance
12.4 Types of Corporate Disclosure

12.5 Annual Report and its Importance

12.6 Benefits of Proper Disclosure

Exercise

12.1 Introduction :

Corporate governance refers to the system of rules, practices, policies, and
processes through which a company is directed and controlled. It provides a
framework that defines the relationships between various stakeholders in an
organization, including the board of directors, management, shareholders, and other
interested parties. Corporate governance is not limited to compliance with legal
requirements; it also encompasses ethical conduct, accountability, and transparency

in business operations.

In today's highly competitive and globalized business environment, corporate
governance has gained immense importance. Organizations operate under increased
scrutiny from regulators, investors, and the public. As a result, companies are
expected to demonstrate high standards of integrity, accountability, and openness
in their operations. Corporate governance reporting and disclosure play a crucial
role in meeting these expectations by ensuring that relevant information is

communicated effectively to stakeholders.

Corporate governance reporting involves the systematic presentation of
information related to a company's governance practices, financial performance,
risk management, and strategic direction. Disclosure, on the other hand, refers to
the act of making such information available to stakeholders in a transparent and
timely manner. Together, reporting and disclosure serve as vital tools for enhancing

trust, reducing information asymmetry, and promoting informed decision-making.

Corporate Governance and
Business Ethics

183



Corporate Governance and
Business Ethics

184

The growing emphasis on corporate governance reporting is driven by several
factors, including corporate scandals, financial crises, and the increasing demand
for accountability. Events such as the Enron and WorldCom scandals highlighted
the consequences of poor governance and inadequate disclosure practices. These
incidents led to stricter regulatory frameworks and greater emphasis on transparency

in corporate reporting.

Moreover, stakeholders today are not only interested in financial performance
but also in non-financial aspects such as environmental impact, social responsibility,
and governance practices. This has led to the emergence of integrated reporting,
which combines financial and non-financial information to provide a comprehensive

view ofa company's performance.

This document provides an in-depth analysis of corporate governance
reporting and disclosure. It explores the meaning of reporting and disclosure, the
importance of transparency in governance, different types of corporate disclosures,

the role of annual reports, and the benefits of proper disclosure practices.

12.2 Meaning of reporting and disclosure :

Reporting and disclosure are fundamental concepts in corporate governance,
forming the backbone of effective communication between a company and its
stakeholders. Although these terms are often used interchangeably, they have distinct

meanings and functions.

Reporting refers to the structured and systematic process of preparing and
presenting information about a company's financial and non-financial performance.
It involves the collection, analysis, and organization of data into formal documents
such as annual reports, quarterly reports, sustainability reports, and management
discussion and analysis (MD&A). Reporting ensures that information is presented
in a consistent and standardized format, enabling stakeholders to understand and

compare data across different periods and organizations.

Disclosure, on the other hand, refers to the act of making relevant information
available to stakeholders. It involves sharing material information that may influence
stakeholders' decisions. Disclosure can be mandatory, as required by laws and
regulations, or voluntary, where companies provide additional information to

enhance transparency and build trust.



The primary objective of reporting and disclosure is to reduce information
asymmetry between management and stakeholders. Information asymmetry occurs
when one party has more or better information than another, leading to potential
conflicts of interest and inefficient decision-making. By providing accurate,
complete, and timely information, companies can minimize this imbalance and

promote fairness in the market.

Effective reporting and disclosure are characterized by several key attributes.
These include accuracy, which ensures that information is free from material
misstatements; completeness, which requires that all relevant information is included;
timeliness, which ensures that information is provided within a useful timeframe;
relevance, which ensures that information is useful for decision-making; and
comparability, which allows stakeholders to compare information across different

companies and periods.

In addition to financial information, reporting and disclosure increasingly
encompass non-financial aspects such as environmental, social, and governance
(ESG) factors. This reflects a broader understanding of corporate performance,
where sustainability and ethical conduct are considered integral to long-term

SUCCCsS.

Furthermore, technological advancements have transformed reporting and
disclosure practices. Digital reporting, real-time data sharing, and the use of artificial
intelligence have enhanced the accessibility and accuracy of corporate information.
Companies are now able to provide more detailed and timely disclosures, improving

transparency and stakeholder engagement.

12.3 Importance of transparency in governance :

Transparency is a fundamental principle of corporate governance, referring
to the openness, clarity, and accessibility of information provided by a company. It
plays a critical role in building trust, enhancing accountability, and ensuring the

efficient functioning of markets.

One ofthe most significant benefits of transparency is the enhancement of
investor confidence. Investors rely on accurate and timely information to make
informed decisions about where to allocate their resources. Transparent companies

are perceived as less risky, as they provide clear insights into their operations,
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financial performance, and strategic direction. This, in turn, attracts investment and

lowers the cost of capital.

Transparency also helps in preventing corporate fraud and misconduct. When
companies are required to disclose detailed information about their activities, it
becomes more difficult for unethical practices to go unnoticed. Regulators, auditors,
and stakeholders can scrutinize disclosed information to identify irregularities and

ensure compliance with laws and regulations.

Another important aspect of transparency is accountability. When
management is required to disclose information about their decisions and actions,
they are held accountable for their performance. This reduces the likelihood of

mismanagement and promotes responsible behavior within the organization.

Transparency also contributes to better decision-making. Stakeholders,
including shareholders, creditors, analysts, and policymakers, rely on disclosed
information to evaluate a company's performance and prospects. Accurate and
timely information enables them to make informed decisions, reducing uncertainty

and improving market efficiency.

Moreover, transparency enhances a company's reputation. Organizations
that are open and honest in their communications are perceived as trustworthy and
reliable. This can lead to stronger relationships with customers, suppliers, and other

stakeholders, as well as a competitive advantage in the market.

In addition, transparency is closely linked to sustainability and corporate
social responsibility. Stakeholders increasingly expect companies to disclose
information about their environmental impact, social initiatives, and governance
practices. Transparent reporting in these areas demonstrates a company's

commitment to ethical conduct and sustainable development.

Transparency also plays a crucial role in regulatory compliance. Governments
and regulatory bodies require companies to disclose certain information to ensure
fairness and protect stakeholders. Failure to comply with these requirements can

result in penalties, legal consequences, and damage to the company's reputation.

Overall, transparency is essential for the effective functioning of corporate
governance. It promotes trust, accountability, and informed decision-making,

contributing to the long-term success and sustainability of organizations.



Need to Improve Corporate Governance

The new Companies Act (the "Act"), which was introduced in 2013, places
significant emphasis on governance through the board and board processes.
Our experience on-the-ground suggests that many Indian companies are following
the tenets of the Act much more in letter than in spirit (Lack of intentions). The
spirit of the Act is to constitute boards where directors are engaged and expected
to consistently ask difficult questions to the management. In contrast, we find this
practice to be prevalent only in a handful of companies. One reason is that the
requirement in the Act to have both independent and women directors applies only
to listed companies and specified classes of public companies. Amongst this
category, a number of companies have appointed friends or family to fulfil the
criteria outlined by the Act which puts into question the true independence of such
directors. On the other hand, there are numerous private companies who do not
have to follow these requirements, but who are wilful defaulters of banks or have
defrauded their equity investors. Experience suggests that in these companies, the
loss to investors and lenders can be greatly attributed to the lack of good corporate
governance practices such as fairness, accountability, responsibility and
transparency. In fact, a number of top private equity investors in India will now tell
you that picking companies with good governance standards is one of the key

factors to investing successfully in India.

Among other stakeholders, external auditors are a crucial element of good
governance as they are responsible for providing independent evaluations of the
performance of companies and investors and lenders rely on them before they
make decisions. And yet, several investors and lenders in India have suffered from
the lack of good quality financial information as evidenced by the numerous
accounting scandals and investment disputes in India. Despite that, no external
auditors or, for that matter, other advisors have been held accountable. The Act
has introduced several measures to improve the independence and quality ofauditing
standards such as mandatory rotation of external auditors, although the effectiveness

of'these measures remains to be seen.

While new policy initiatives may provide relieftemporarily, improving the
long-term investment environment in India; requires the government and regulators

to put improving corporate governance firmly on its agenda.
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Corporate scandals occur when corporate governance fails to properly supervise

corporate operations. Senior management may try to keep corporate boards in

the dark but that can only occur when a corporate board is not following basic

governance principles.

Companies need to improve corporate governance. In the absence of

effective governance, companies will suffer financial, legal and reputational harm.

From the risk perspective, there is no greater risk to a company than poor

governance.

To improve, governance, here are five basic steps:

1.

Increase Diversity

Corporate boards suffer from a serious lack of diversity. In 2008, the board
composition of Fortune 100 companies was approximately 71 percent white
men and 29 percent women and minorities. Women make up only 16 percent
ofthe directors of the Fortune 500 companies. This lack of diversity has
been pervasive even though there are many studies which show that diversity

in the boardroom improves company performance.

A recent study issued by Credit-Suisse which examined companies around
the globe concluded that greater gender diversity results in improved financial
performance. Companies with one or more women on the board
outperformed companies with no women by 4 percent in net income growth.
United States companies lead the world in having one or two women or
minority board members. European companies lead the world in having

three or more women or minority members.

Diversity is a bottom line issue. The SEC requires companies to disclose
their diversity policies and such disclosures should lead to increased emphasis

on diversity.
Appoint Competent Board Members

The Nominating Committee should devote adequate time to identify board
members who have the skills and industry knowledge to assist the board.

That does not mean that there is only one type of board member who would



qualify. There should be a balance between those board members who
know the organization, those board members who have a helpful expertise
and those that offer a fresh perspective. What is important for a board is
that it has a good understanding of what skills it has and those skills it requires.
A board candidate should also be evaluated on his or her interpersonal skills
since board interactions and relationships will be important to overall board

performance.
Ensure Timely Information

Timely information results in better decision-making. Senior management
has to provide timely information to ensure proper board supervision and
direction. Board members, however, should not be overwhelmed with
information. There is a balance which needs to be achieved between
necessary information and irrelevant information. Interactions between senior
managers and the board are critical to ensuring that adequate information is
provided to the board. If a board member requests information, senior

managers must respond promptly to the request.
Prioritize Risk Management

Every board should establish an effective system for risk oversight and
management. "Risk" is not confined to compliance risks. It is a broader
term which incorporates all of the risks to the company - e.g. financial risks,
global warming, cyber-security, and other risks outside the compliance with
law and policy requirements. Effective risk management leads to better

decision-making and accurate cost-benefit or risk-reward decisions.
Evaluate Board Performance

Boards must be willing to examine their own strengths and weaknesses. On
aregular basis, the board should conduct a self-evaluation process, including
the performance ofindividual directors. The evaluation process should be
used to identify weaknesses in board performance, and adopt reforms needed
to improve board performance. The evaluation should be broad, cut across
all issues and personnel and include senior management interactions with

board members.
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12.4 Types of corporate disclosure :

A.

Basis of Related Party Transactions

A statement of summary form of transactions with related parties in the
ordinary course of business should be placed periodically before the audit
committee; details of material individuals transactions with related parties
which are not in the normal course of business should be placed before the
audit committee; details of material individual transaction with related parties
or others, which are not on an arm's length basis should be placed before the

audit committee, together with management's justification for the same.
Disclosure of Accounting Treatment

Where in the preparation of the financial statements, a treatment different
from that prescribed in an Accounting Standard has been followed, the fact
should be disclosed in the financial statements, together with the management's
explanation as to why it believes such alternative treatment is more
representative of the true and fair view of the underlying business transaction

in the corporate governance report.
Board Disclosure - Risk Management

The company should lay down procedures to inform board members about
the risk assessment and minimization procedures. These procedures should
be periodically reviewed to ensure that executive management controls risk

through means of a properly defined framework.
Proceeds from Public Issues, Rights Issues, Preferential Issues, etc

Where money is raised through any issue, the company should disclose to
the Audit committee, the uses/application of funds by major category on a
quarterly basis as a part of their quarterly declaration of financial results.
Further, on an annual basis, the company should prepare a statement of
funds utilized for purposes other than those stated in the offer document/

prospectus/notice and place it before the Audit Committee.
Remuneration of Directors

The disclosure of remuneration of directors should be made in the section on

the Corporate Governance ofthe Annual Report: all elements of remuneration
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package of individual directors summarised under major groups, such as
salary, benefits, bonuses, stock options, pension, etc details of fixed
component and performance linked incentives, along with the performance
criteria, service contracts, notice period and stock option details, if any -
and whether issued at a discount as well as the period over which accrued

and over which exercisable.
F.  Management

The senior management should make disclosures to the Board relating to all
material financial and commercial transactions, where they have personal
interest that may have a potential conflict with the interest of the company at

large.
G Shareholders

In case ofthe appointment of'a new director or re-appointment of a director,

the shareholders must be provided with the following information:

. A briefresume of the director
. Nature ofhis expertise in specific functional areas
. Names of companies in which the person also holds the directorship

and the membership of committees of the board, and

. Shareholding of non-executive directors as state in Clause 49 (IV)
E) ()
Insider Trading

Insider Trading, in general parlance, means dealing in the securities of a
company based on certain information which is not publicly disclosed (the
recipient has access to such information due to his proximity to the source)

and such information is likely to have an influence on the price of the securities.

The Securities and Exchange Board of India (Prohibition of Insider Trading)
Regulations, 1992, say,

"Insider" is any person, who is or was connected with the company, and
who is reasonably expected to have access to unpublished price-sensitive
information about the stock ofthat particular company, or who has access

to such unpublished price sensitive information.
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Information that could be price sensitive includes:
v' Periodical financial results of a company,
v" Intended declaration of dividend,

v" Issue or buyback of securities,
v

Any major expansion plans or execution ofnew projects, amalgamation,
merger, takeovers, disposal of the whole or substantial part of the
undertaking and any other significant changes in policies, plans or

operations of the company

Insider trading becomes a serious crime in the capital market because it
trenches upon the faith of fair dealing. Trading by an insider of a company in
the shares ofa company is not a violation of law as such but what is prohibited
is the trading by an insider in the breach oftrust or confidence in the stock of
a company on the basis of non-public information to the exclusion of others.

The degree of the violation and penalties differ widely from country to country.

12.5 Annual report and its importance :

The annual report is one of the most important instruments of corporate
governance reporting and disclosure. It serves as a comprehensive document that
provides detailed information about a company's financial performance, governance

practices, and overall operations over a specific period, usually one financial year.

An annual report typically consists of several key components. The chairman's
statement provides an overview of the company's performance and strategic
direction. The management discussion and analysis (MD&A) section offers insights
into the company's operational and financial performance, highlighting key

achievements, challenges, and future prospects.

The financial statements, which include the balance sheet, income statement,
and cash flow statement, form the core of the annual report. These statements
provide a snapshot of the company's financial health and are prepared in accordance
with established accounting standards. The notes to the accounts provide additional
details and explanations, enhancing the clarity and usefulness of the financial

statements.



The auditor's report is another critical component of the annual report. It
provides an independent assessment of the accuracy and reliability of the financial
statements, enhancing their credibility. The corporate governance report outlines
the company's governance structure, including the composition and roles of the

board of directors, committees, and internal control systems.

Annual reports play a vital role in enhancing transparency and accountability.
They provide stakeholders with a reliable and comprehensive source of information,

enabling them to evaluate the company's performance and make informed decisions.

In addition to their informational role, annual reports serve as an important
communication tool. They allow management to convey the company's vision,
strategy, and commitment to governance and sustainability. Through the annual

report, companies can build trust and strengthen relationships with stakeholders.

Annual reports are also essential for regulatory compliance. Companies are
required to prepare and publish annual reports in accordance with applicable laws
and accounting standards. Failure to comply with these requirements can result in

legal penalties and damage to the company's reputation.

Furthermore, annual reports contribute to investor confidence. By providing
detailed and accurate information, companies can attract investment and improve
their access to capital. Investors rely on annual reports to assess the viability,

profitability, and growth potential of a company.

With the advancement of technology, many companies now provide digital
annual reports, making them more accessible and interactive. This enhances
stakeholder engagement and allows for more effective communication of

mformation.

12.6 Benefits of proper disclosure :

Proper disclosure is a cornerstone of good corporate governance and offers
numerous benefits to both companies and their stakeholders. It enhances
transparency, builds trust, and contributes to the efficient functioning of financial

markets.

One of the primary benefits of proper disclosure is enhanced investor

confidence. When companies provide accurate, complete, and timely information,
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investors are better able to assess risks and returns. This reduces uncertainty and

encourages investment, leading to improved access to capital.

Proper disclosure also promotes accountability within organizations. When
management is required to disclose information about their actions and decisions,
they are held accountable for their performance. This reduces the likelihood of

fraud, mismanagement, and unethical behavior.

Another significant benefit is improved decision-making. Stakeholders rely
on disclosed information to evaluate a company's performance and prospects.
Accurate and timely information enables them to make informed decisions, whether

it is investing in a company, extending credit, or forming partnerships.

Proper disclosure also enhances a company's reputation. Companies that
are transparent and open in their communications are perceived as trustworthy
and reliable. This can lead to stronger relationships with stakeholders, increased

customer loyalty, and a competitive advantage in the market.

In addition, proper disclosure facilitates regulatory compliance. By adhering
to disclosure requirements, companies can avoid legal penalties and maintain good
standing with regulatory authorities. Compliance also demonstrates a company's

commitment to ethical conduct and good governance.

Proper disclosure contributes to market efficiency by ensuring that all market
participants have access to relevant information. This leads to better price discovery

and more efficient allocation of resources.

Furthermore, proper disclosure supports effective risk management. By
identifying and communicating potential risks, companies can take proactive
measures to mitigate them. This enhances the company's resilience and ability to

adapt to changing circumstances.

Proper disclosure also promotes ethical behavior and corporate responsibility.
When companies are transparent about their operations and impact, they are more
likely to act in a socially responsible manner. This aligns with the growing emphasis

on sustainability and ESG considerations.

Finally, proper disclosure fosters long-term sustainability. By building trust,
enhancing transparency, and promoting accountability, companies can create lasting

value for their stakeholders and ensure their continued success.



d  Conclusion

Corporate governance reporting and disclosure are essential components of
modern business practices. They provide a framework for transparency,
accountability, and effective communication between companies and their

stakeholders.

By ensuring that relevant information is accurately and timely disclosed,
companies can build trust, enhance investor confidence, and achieve long-term
success. Transparency in governance is critical for preventing misconduct, promoting

accountability, and supporting informed decision-making.

The various types of corporate disclosures, along with comprehensive annual
reports, provide stakeholders with a holistic view of a company's operations,
performance, and governance practices. Proper disclosure not only benefits
individual companies but also contributes to the overall efficiency and stability of

financial markets.

In an increasingly complex and interconnected world, the importance of
corporate governance reporting and disclosure will continue to grow. Companies
that prioritize transparency, accountability, and ethical conduct will be better
positioned to navigate challenges, seize opportunities, and create sustainable value

for their stakeholders.

Ultimately, effective reporting and disclosure are not just regulatory

requirements but strategic tools that contribute to the long-term success and

credibility of organizations.

Exercise :

Q.1 Multiple Choice Questions
1. What is corporate governance primarily concerned with?
A. Marketing strategies
B. Financial profits only
C. Systemofrules and practices directing a company
D. Employee recruitment

Answer: C. System of rules and practices directing a company
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2. What is the main purpose of corporate reporting and disclosure?
A. Increase taxes
B. Reduce information asymmetry
C. Limit stakeholder involvement
D. Avoid audits
Answer: B. Reduce information asymmetry
3. Which of'the following best defines disclosure?
A. Internal communication within management
B. Sharing irrelevant data
C. Making material information available to stakeholders
D. Preparing financial statements only

Answer: C. Making material information available to
stakeholders

4. Which of'the following is NOT a characteristic of effective reporting?
A. Accuracy B. Timeliness C. Secrecy D. Relevance
Answer: C. Secrecy

5. Transparency in corporate governance helps to:

A. Increase corruption B. Hide financial data
C. Build investor confidence D. Reduce accountability
Answer: C. Build investor confidence

6. Which type of disclosure is required by law?

A. Voluntary disclosure B. Mandatory disclosure
C. Informaldisclosure D. Internal disclosure
Answer: B. Mandatory disclosure

7. Which ofthe following is a financial disclosure?

A. Board composition B. Sustainability report
C. Income statement D. CSR activities

Answer: C. Income statement
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8. What is the purpose of the auditor's report in an annual report?

A. Promote products

B. Provide independent verification of financial statements

C. Recruit employees

D. Increase sales

Answer: B. Provide independent verification of financial

statements

9. Which section of the annual report explains management's perspective?

A. Auditor's report
C. MD&A
Answer: C. MD&A
10. Proper disclosure contributes to:
A. Market inefficiency
C. Market efficiency

Answer: C. Market efficiency

Fill in the Blanks
1. Corporate governance ensures
conduct.

Answer: transparency

2. Disclosure helps reduce

and management.

Answer: information

B.

D.

Balance sheet

Notes to accounts

Mismanagement

Reduced transparency

, accountability, and ethical

asymmetry between stakeholders

3. The report provides an independent opinion on financial

statements.

Answer: auditor's

4.  ESG stands for Environmental, Social, and

Answer: Governance
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Q.3

5. disclosures are not legally required but improve

transparency.
Answer: Voluntary
True or False
1. Corporate governance only focuses on financial performance.
Answer: False
2. Transparency helps in preventing corporate fraud.
Answer: True
3. Annualreports are optional for companies.
Answer: False
4.  Riskdisclosures include potential threats to a company's operations.
Answer: True
5. Proper disclosure reduces investor confidence.

Answer: False
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Corporate Fraud and Ethical Failures

13.1 Introduction

13.2 Meaning of corporate Fraud

13.3 Types of Corporate Fraud
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13.5 Major Corporate Scams in India
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13.7 Preventive Measures against Fraud
13.8 Conclusion

Exercise

13.1 Introduction :

Corporate fraud and ethical failures refer to unethical, dishonest, and illegal
practices carried out by companies or their employees to gain personal or
organizational benefits. In the modern business environment, organizations are
expected to follow high standards of transparency, accountability, and integrity.
However, due to intense competition, profit pressure, and weak governance, some
companies engage in fraudulent activities. These actions not only harm shareholders,
employees, and customers but also weaken trust in the financial system and economy.
Therefore, ethical conduct is essential for the long-term sustainability and reputation

of businesses.

13.2 Meaning of corporate fraud :

Corporate fraud is the intentional act of deceiving stakeholders such as
investors, creditors, or the public for financial gain. It involves manipulation of

financial information, misuse of company assets, or illegal business practices.

13.3 Types of corporate fraud :

1. Financial Statement Fraud

This type of fraud involves falsification or manipulation of financial records
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to present a better financial position than the actual one. Companies may
inflate revenues, hide liabilities, or manipulate profits to attract investors and
maintain stock prices. This is one of the most serious forms of fraud because

it misleads stakeholders and affects investment decisions.
Asset Misappropriation

Asset misappropriation occurs when employees or management misuse or
steal company resources for personal gain. This includes theft of cash, inventory,
or misuse of company funds. Although smaller in scale compared to financial

fraud, it is very common and can lead to significant losses over time.
Corruption and Bribery

This involves offering, giving, or receiving bribes to influence business decisions.
It includes kickbacks, illegal commissions, and favoritism in awarding
contracts. Such practices reduce fairness and transparency in business

operations.
Insider Trading

Insider trading occurs when individuals use confidential, unpublished
information about a company to trade in its shares for personal benefit. This

gives them an unfair advantage over other investors and is considered illegal.
Cyber Fraud

With the advancement of technology, fraud has shifted to digital platforms.
Cyber fraud includes hacking, data theft, phishing, and unauthorized access

to financial systems. It poses a serious threat to modern businesses.
Payroll Fraud

Payroll fraud occurs when employees or management manipulate the
company's payroll system to receive unauthorized financial benefits. This
may include creating fake or "ghost" employees who do not actually exist,
claiming false overtime, or increasing salaries without approval. Over time,
such practices can lead to continuous financial losses for the organization

and weaken internal control systems.



10.

11.

Procurement Fraud

Procurement fraud takes place during the purchasing process of goods and
services. In this type of fraud, employees may favor certain vendors in
exchange for bribes or commissions, create fake purchase orders, or approve
inflated invoices. This results in higher costs, poor-quality products, and loss

of transparency in business operations.
Tax Evasion Fraud

Tax evasion fraud involves illegally avoiding the payment of taxes by hiding
income, overstating expenses, or falsifying financial records. Companies or
individuals may manipulate accounts to reduce their tax liability. This is a
serious legal offense and can lead to heavy penalties, fines, and legal action

by the government.
Money Laundering

Money laundering is the process of converting illegally earned money into
legal funds through a series of financial transactions. The main objective is to
hide the original source of money obtained from illegal activities such as
corruption or crime. This practice not only supports criminal activities but

also affects the financial system and economy.
Credit Card / Banking Fraud

This type of fraud involves unauthorized use of credit cards, debit cards, or
banking systems to withdraw money or make purchases. It includes activities
such as ATM fraud, online banking fraud, and identity theft. With the growth
of digital transactions, such frauds have become more common and can

result in significant financial losses.
Insurance Fraud

Insurance fraud occurs when individuals or companies provide false
information or make fake claims to receive insurance benefits. Examples
include claiming for damages that never occurred or exaggerating losses.
This increases the financial burden on insurance companies and leads to

higher premiums for honest policyholders.

Corporate Governance and
Business Ethics

201



Corporate Governance and
Business Ethics

202

12.

13.

Corporate Espionage

Corporate espionage refers to the illegal practice of stealing confidential
business information such as trade secrets, formulas, customer data, or
strategic plans. Competitors may use this information to gain an unfair
advantage. This type of fraud harms innovation, business growth, and market

competition.
Accounting Fraud

Accounting fraud involves the intentional manipulation of accounting records
and financial transactions. This includes creating fake invoices, altering entries,
or hiding important financial information. Unlike financial statement fraud, it
may occur at a smaller level but still affects the accuracy and reliability of

financial data.

Examples of Recent Cyber Fraud and Fin-tech Scam

1.

Al Voice Cloning Scams: Fraudsters use Al to mimic voices of CEO's/CFO
s to authorize wire transfers. Multiple firms lost $20M+ in 2024 to "deep-
fake CFO" calls.

Phishing-as-a-Service: Platforms like "Darcula" sold phishing kits that clone
bank/fin-tech login pages. Hit 100K+ users in India and SE Asia.

UPI/QR Code Fraud: Fake payment QR codes and "customer care" scams
where victims share OTPs. RBI reported 30%+ YoY rise in digital payment
fraud.

Byju's Financial Mismanagement: Accused of inflating revenue and hiding

losses. Investors flagged it as a governance failure, not just a startup bust.

Wirecard Collapse Aftermath: New fin-tech tied to Wirecard's former
partners faced regulatory crackdowns in 2024 for lax KYC.

Crypto Exchange Fraud: FTX collapse in 2022 still has ripple effects 2024

saw SEC actions against other exchanges for commingling customer funds.

13.4

Causes of ethical failures :

Ethical failures occur due to a combination of individual behavior and



organizational weaknesses. These causes create an environment where unethical

practices and fraud can easily take place.

1.

Greed and Personal Gain

Greed and the desire for personal gain are one of the main reasons behind
ethical failures. Individuals may prioritize their own financial benefits over
honesty and integrity. The urge to earn quick money, achieve higher status,
or gain personal advantages often leads employees and managers to engage
in unethical practices such as fraud, bribery, or manipulation. This mindset

weakens moral values and encourages dishonest behavior.
Weak Corporate Governance

Weak corporate governance refers to poor management systems, lack of
proper rules, and ineffective supervision by the board of directors. When
there is no strict monitoring or accountability, employees may misuse their
power. Inefficient governance structures fail to detect and prevent unethical
activities, creating opportunities for fraud and corruption within the

organization.
Pressure to Achieve Targets

In many organizations, employees and managers face high performance
pressure, unrealistic targets, and intense competition. This pressure may force
them to adopt unethical methods such as manipulating data, hiding losses, or
engaging in fraudulent activities to meet expectations. Over time, achieving

targets becomes more important than maintaining ethical standards.
Lack of Ethical Culture

An organization without a strong ethical culture is more likely to experience
ethical failures. When companies do not promote values like honesty, integrity,
and transparency, employees may not understand the importance of ethical
behavior. The absence of proper ethics training and leadership example can

result in widespread unethical practices.
Ineffective Internal Controls

Internal controls such as auditing, supervision, and monitoring systems are

essential to prevent fraud. When these controls are weak or poorly
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implemented, unethical activities go unnoticed. Lack of proper checks and
balances allows employees to manipulate records, misuse assets, and commit

fraud without being detected for a long time.
Lack of Transparency

When organizations do not maintain transparency in their operations and
financial reporting, it becomes easier to hide unethical activities. Limited
disclosure of information creates confusion and reduces trust among

stakeholders, increasing the chances of fraud.
Poor Leadership and Management

Leaders play a key role in setting ethical standards. Iftop management itself
engages in unethical behavior or ignores misconduct, employees are likely to
follow the same path. Poor leadership weakens discipline and encourages

unethical practices.

13.5

Major corporate scams in India :

Satyam Computer Services Scam (2009)

The Satyam Computer Services scamis one of the most significant corporate
frauds in India and is often referred to as "India's Enron." In this case, the
company's chairman manipulated the financial statements by inflating revenues,
profits, and bank balances for several years. Fake invoices and non-existent
assets were shown to present a strong financial position. This fraud misled
investors, auditors, and regulators, resulting in a loss of around X 7,000
crore. When the scam was exposed, the company's share price crashed,
investor confidence was shaken, and thousands of employees faced
uncertainty. This case highlighted the importance of strong corporate

governance, ethical leadership, and proper auditing systems.
Punjab National Bank Scam (2018)

The Punjab National Bank (PNB) scam is one of the largest banking frauds
in India. It involved the fraudulent issuance of Letters of Undertaking (LoUs)
by bank officials without recording them in the bank's core system. These
LoUs were used to obtain huge loans from foreign banks. The total fraud

amount exceeded ¥ 13,000 crore. The scam occurred due to weak internal



controls, lack of supervision, and poor coordination between banking
systems. Its exposure led to significant financial losses for the bank, decline
in public trust, and stricter regulations by authorities. This case emphasized
the need for transparency, accountability, and strong monitoring systems in
the banking sector.

IL&FS Crisis (2018)

The IL&FS crisis was a major financial collapse that affected the entire
financial system of India. The company accumulated massive debts, reportedly
over X 90,000 crore, but failed to disclose its actual financial position.
Mismanagement, excessive borrowing, and poor corporate governance were
the main causes of this crisis. When IL&FS defaulted on its loan repayments,
it created a liquidity crisis in the Non-Banking Financial Company (NBFC)
sector and affected investors and financial institutions. This case highlighted
the importance of proper risk management, financial transparency, and

responsible management practices.
Kingfisher Airlines Case

The Kingfisher Airlines case is an example of corporate failure due to financial
mismanagement and unethical practices. The company borrowed large
amounts of money from banks but failed to repay the loans, which amounted
to over X 9,000 crore. Poor business decisions, lack of financial discipline,
and declining performance led to the collapse of the airline. As a result,
banks suffered heavy losses, employees lost their jobs, and the company's
reputation was destroyed. This case demonstrates the importance of financial

planning, accountability, and ethical management in business operations.
Nirav Modi Fraud Case (2018)

The Nirav Modi fraud case is closely linked to the Punjab National Bank
scam. Nirav Modi, a well-known diamond businessman in collusion with
bank officials, used fraudulent Letters of Undertaking (LoUs) to obtain huge
loans from foreign banks. These transactions were not properly recorded in
the banking system, allowing the fraud to continue undetected for years. The
total amount involved was over X 13,000 crore. The case exposed serious
loopholes in banking operations and internal controls, highlighting the need

for stronger monitoring systems and transparency.
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10.

Harshad Mehta Securities Scam (1992)

The Harshad Mehta scam is one of the earliest and most famous stock
market scams in India. Harshad Mehta manipulated the stock market by
using loopholes in the banking system to divert funds into the stock market,
artificially inflating share prices. When the scam was exposed, the stock
market crashed, causing huge losses to investors. This case revealed
weaknesses in the financial system and led to major reforms in stock market

regulations.
Ketan Parekh Scam (2001)

Ketan Parekh, another stockbroker, was involved in manipulating stock prices
of selected companies known as "K-10 stocks." He used borrowed funds
and circular trading to artificially increase share prices. When the scam was
uncovered, the stock market experienced a sharp fall, and investors suffered
heavy losses. This case highlighted the need for stricter regulation and

monitoring of stock market activities.
Sahara India Pariwar Case

The Sahara case involved raising huge amounts of money from the public
through optionally fully convertible debentures (OFCDs) without proper
regulatory approval. The company failed to refund money to investors as
directed by regulators. This case affected millions of small investors and

highlighted the importance ofregulatory compliance and investor protection.
Yes Bank Crisis (2020)

Yes Bank faced a major financial crisis due to bad loans, poor risk
management, and governance issues. The bank gave large loans to risky
borrowers, many of which turned into non-performing assets (NPAs). This
led to a liquidity crisis and loss of depositor confidence. The government
and RBI had to intervene to stabilize the bank. This case highlighted the

importance of prudent lending and strong banking supervision.
DHFL Scam

DHFL was involved in a major financial fraud where funds were allegedly

diverted through fake companies and shell entities. The company also



11.

12.

misreported its financial statements and defaulted on loan repayments. This
led to significant losses for banks and investors. The case exposed issues in

financial reporting and corporate governance.
Saradha Group Scam (2013)

The Saradha chit fund scam involved collecting money from investors by
promising high returns through illegal investment schemes. The company
collapsed, and thousands of investors lost their savings. This case highlighted
the dangers of unregulated financial schemes and the need for investor

awareness.
PMC Bank Scam (2019)

PMC Bank was involved in hiding bad loans given to a real estate company.
The bank manipulated its financial records to conceal non-performing assets.
When the fraud was exposed, depositors faced restrictions on withdrawals,
causing panic and financial distress. This case showed the importance of

transparency and proper auditing in the banking sector.

13.6

Role of whistle-blowers :

Whistle-blowers are individuals, either employees within an organization or

external parties, who report unethical, illegal, or fraudulent activities. They play a

very important role in maintaining honesty, transparency, and accountability in

organizations. By revealing wrongdoing at an early stage, whistle-blowers help

prevent major financial losses and protect the interests of stakeholders.

1.

Exposing Hidden Frauds

Whistle-blowers play a key role in uncovering frauds that are usually hidden
within the organization. Many fraudulent activities remain undetected due to
weak internal controls or deliberate concealment by management. Whistle-
blowers bring such activities to light by reporting them to higher authorities or
regulatory bodies, helping in early detection and prevention of further damage.

Promoting Transparency and Accountability

By reporting unethical practices, whistle-blowers promote transparency in
business operations. Their actions force organizations to maintain proper

records, follow rules, and remain accountable for their decisions. This helps
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in building trust among stakeholders such as investors, employees, and

customers.
Protecting Investors and Public Interest

Whistle-blowers help safeguard the interests of investors and the general
public by exposing frauds and preventing financial losses. Their actions ensure
that stakeholders are not misled by false information. In many cases, whistle-
blowers have prevented large-scale scams that could have harmed the

economy.
Strengthening Corporate Governance

Corporate governance refers to the system ofrules and practices that control
an organization. Whistle-blowers contribute to strong corporate governance
by ensuring that companies follow ethical standards and legal requirements.

Their role acts as a check on management and discourages unethical behavior.
Early Warning System

Whistle-blowers act as an early warning system for organizations. They
identify problems before they grow into major scandals. Early reporting helps
companies take corrective action quickly, reducing financial and reputational

damage.
Encouraging Ethical Culture

The presence of whistle-blower mechanisms encourages employees to follow
ethical practices. When employees know that unethical actions can be reported,
they are less likely to engage in fraud. This helps in building a culture of
honesty and integrity within the organization.

Risks Faced by Whistle-Blowers

Despite their important role, whistle-blowers often face serious risks such as
harassment, job loss, discrimination, or threats from management or
colleagues. Fear of retaliation may discourage individuals from reporting

wrongdoing. Therefore, proper protection and support are necessary.
Need for Legal Protection

To encourage whistle-blowing, governments have introduced laws and



policies to protect whistle-blowers. In India, regulations and policies aim to
provide safety and confidentiality to individuals who report fraud. Strong
legal protection ensures that whistle-blowers can act without fear and

contribute effectively to ethical business practices.

Whistle-Blower Protection Laws and Ethics Hotline Practices

1.

Sec 177 of Companies Act 2013: Mandates whistle-blower mechanism for

listed companies.

SEBI LODR Regulations: Requires audit committee to oversee vigil

mechanism.

Whistle Blowers Protection Act 2014: Protects public sector whistleblowers

from victimization.

Sec 806 of Sarbanes-Oxley Act: Protects employees of US listed companies
who report fraud.

Whistleblower Directive 2019 of EU: Requires confidential reporting channels

in companies more than 50 employees.

13.7 Preventive measures against fraud :

To prevent corporate fraud, organizations must adopt strong control mechanisms:

1.

Strong Internal Control Systems

Organizations should establish a well-defined internal control system that
includes regular audits, supervision, and checks. Internal audits help in early
detection of fraud, while segregation of duties ensures that no single employee
has complete control over financial transactions. This reduces the chances

of manipulation and errors.
Ethical Code of Conduct

Companies must create a clear and detailed code of ethics that defines
acceptable and unacceptable behavior. Employees should be made aware
of these guidelines and encouraged to follow them strictly. A strong ethical
culture discourages fraudulent activities and promotes honesty and integrity

in the workplace.
Transparency and Disclosure

Maintaining transparency in financial reporting and business operations is
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very important. Companies should provide accurate, complete, and timely
information to stakeholders such as investors, employees, and regulators.
Proper disclosure builds trust and reduces the chances of hiding fraudulent

activities.
Employee Training and Awareness

Regular training programs should be conducted to educate employees about
fraud risks, ethical practices, and company policies. Awareness programs
help employees understand how fraud occurs and how it can be prevented.
Informed employees are more likely to act responsibly and report suspicious
activities.

Whistle-Blower Protection Policies

Organizations should establish a secure and confidential system for reporting
fraud or unethical behavior. Employees who report wrongdoing (whistle-
blowers) must be protected from retaliation, harassment, or job loss. This
encourages more people to come forward and helps in identifying fraud at

an early stage.
Strict Legal Enforcement

Strong legal frameworks and strict punishment for fraudsters act as a
deterrent. Organizations must comply with laws and regulations and take
immediate action against those involved in fraud. Legal consequences create

fear among potential offenders and promote discipline within the organization.
Segregation of Duties

Different responsibilities should be divided among multiple employees. For
example, the person handling cash should not be the same person recording
transactions. This reduces the risk of fraud as it becomes difficult for one

individual to manipulate the entire process.
Use of Technology and Automation

Organizations should use advanced software like accounting systems, Al-
based fraud detection tools, and data analytics. These tools can quickly
identify unusual patterns, suspicious transactions, or errors, helping in early

fraud detection.
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9.  Background Verification of Employees

Before hiring, companies should conduct proper background checks of
employees, especially for sensitive positions. Verifying past records,
qualifications, and references helps in avoiding recruitment of individuals with

fraudulent intentions.
10. Rotation of Duties and Mandatory Leave

Employees should be rotated across different roles periodically, and
mandatory leave policies should be enforced. Fraud often gets detected

when another person handles the same work during absence.
11.  Strong Documentation and Record-Keeping

All financial transactions and business activities should be properly recorded
and documented. Proper documentation creates accountability and makes

it easier to trace any irregularities or fraudulent actions.
12. Independent External Audits

Apart from internal audits, companies should appoint external auditors to
review financial statements independently. External audits provide an unbiased

view and increase the chances of detecting hidden fraud.
13. Risk Assessment and Fraud Risk Management

Organizations should regularly assess areas where fraud is most likely to
occur. Identifying high-risk areas allows companies to take preventive steps

in advance and strengthen controls where needed.
14. Strong Corporate Governance

A well-structured corporate governance system ensures accountability,
fairness, and transparency. The board of directors and management should

actively monitor operations and enforce ethical practices.

13.8 Conclusion :

These additional types of corporate fraud highlight the wide range of unethical
practices that can occur within organizations. Proper internal controls, ethical
practices, and strict monitoring are essential to prevent such frauds and ensure

transparency and accountability.
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Corporate fraud and ethical failures have serious consequences on businesses,
mvestors, and the economy. Maintaining strong ethical values, effective governance,

and strict control systems is essential to prevent such

Exercise :

Q.1 MCQs (Choose the correct option)

1. Corporate fraud means:
A) Legal business activity B) Ethical practice
C) Illegal and deceptive activity D) Government policy
Answer: C. Illegal and deceptive activity

2.  Which is atype of corporate fraud?
A) Budgeting B) Financial statement fraud
C) Marketing D) Recruitment
Answer: B. Financial statement fraud

3. Insider trading involves:
A) Public information B) Secret company information
C) Advertising D) Sales strategy
Answer: B. Secret company information

4. Whistle-blowers help in:
A) Increasing fraud B) Hiding fraud
C) Reporting fraud D) Ignoring fraud
Answer: C. Reporting fraud

5. Which scam is related to banking fraud?
A) Satyam  B) PNB C) 2G D) IL&FS
Answer: B. PNB

6. Corporate fraud mainly affects:
A) Onlyemployees B) Only managers
C) Investors and economy D) Only government

Answer: C. Investors and economy
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11.

12.

Asset misappropriation means:

A) Proper use of assets

B) Theft or misuse of company assets

C) Buyingassets

D) Selling assets

Answer: B. Theft or misuse of company assets
Which of the following is NOT a type of fraud?

A) Corruption B) Insider trading
C) Budget planning D) Cyber fraud
Answer: C. Budget planning

Ethical failure occurs due to:

A) Strong leadership B) Good governance
C) Greed and pressure D) Transparency
Answer: C. Greed and pressure

Which scam is related to IT sector fraud?

A) PNB B) 2G

C) Satyam Computer Services D) IL&FS
Answer: C. Satyam Computer Services
Whistle-blowers are:

A) Managers B) Auditors

C) People who report fraud D) Customers

Answer: C. People who report fraud

Transparency means:
A) Hiding information B) Sharing accurate information
C) Ignoring data D) Destroying records

Answer: B. Sharing accurate information
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13.

14.

15.

16.

17.

18.

Which of'the following helps in fraud prevention?

A) Weak control system B) Lack ofaudit

C) Strong internal control D) Ignorance
Answer: C. Strong internal control

Insider trading is:

A) Legalactivity B) Use ofpublic data
C) Useofconfidential information D) Marketing strategy

Answer: C. Use of confidential information

Cyber fraud is related to:
A) Physical theft B) Digital systems
C) Agriculture D) Manufacturing

Answer: B. Digital systems

Which of the following is a cause of fraud?

A) Ethics B) Honesty

C) Weak controls D) Transparency
Answer: C. Weak controls

External audit is conducted by:

A) Company employees B) Independent auditors
C) Customers D) Suppliers
Answer: B. Independent auditors

Which of'the following promotes ethical behavior?

A) Code of conduct B) Fraud

C) Corruption D) Misuse of power

Answer: A.Code of conduct
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19. The main aim of fraud prevention s to:
A) Increase fraud B) Reduce risks
C) Hideerrors D) Delay work
Answer: B. Reduce risks

20. Which organization was involved in banking fraud?
A) Punjab National Bank B) Satyam
C) 2G D) IL&FS
Answer: A. Punjab National Bank

21. Fraud detection becomes easier with:
A) No monitoring B) Strong documentation
C) Ignorance D) Lack ofrecords
Answer: B. Strong documentation

22. Corporate governance ensures:
A) Fraudincrease
B) Accountability and transparency
C) Loss
D) Secrecy
Answer: B. Accountability and transparency

23. Which of'the following is a preventive measure?
A) Ignoring fraud B) Training employees
C) Hiding information D) Avoiding audits
Answer: B. Training employees

Q.2 Short Answer Questions :
1. Define corporate fraud.

2. State any two types of corporate fraud.
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Q.3

3. What is insider trading?

4. Who are whistle-blowers?

5. Give two causes of ethical failure.

6. Name any two corporate scams in India.

7. What is asset misappropriation?

8. State two preventive measures against fraud.

Long Answer Questions

1. Explain the meaning and types of corporate fraud in detail.
2. Discuss the causes of ethical failures in organizations.

3. Explain major corporate scams in India and their impact.
4. Describe the role of whistle-blowers in preventing fraud.
5. Explain various preventive measures against corporate fraud.
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Unit - 14
Sustainability and Business Ethics

14.1 Introduction
14.2 Concept of Sustainable Development
14.2.1 Sustainable Development Goals (SDGs)
14.3 Triple Bottom Line Approach
14.3.1 Why the Triple Bottom Line Matters?
14.4 Environmental Ethics
14.5 Environmental Social and Governance (ESG) Factors
14.6 Ethical Responsibility towards Future Generations
14.7 Global Practices in Corporate Governance

Exercise

14.1 Introduction :

In today's world, business is not only about making profit or increasing sales
figures. It is also about how a company earns that profit, how it treats its employees
and customers, and how it affects the environment and society around it. A company
that makes high profit but harms nature, exploits workers, or cheats customers
cannot be called a truly successful business. In the long run, such a business will
face problems like legal action, protests, and loss of trust. Because ofthis, the role

of ethics and sustainability in business has become more important than ever.

The traditional view of business focused mainly on shareholders and financial
performance. The main question used to be: "How much money did we make for
our owners?" Today, the view is much wider. Businesses are now expected to
think about all stakeholders, not just shareholders. Stakeholders include employees,
customers, suppliers, local communities, the government, and even future
generations. The key question is slowly changing to: "Are we creating value for all
stakeholders in a fair and responsible way?" This shift in thinking lies at the heart of

corporate governance, sustainability, and business ethics.
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Business ethics means the set of moral principles and values that guide the
behaviour of individuals and organisations in the business world. It deals with
questions like: Is this decision fair? Are we being honest with our customers? Are
we respecting the rights and dignity of our employees? Ethical behaviour may
sometimes demand that a company say "no" to an easy but wrong path. For example,
a firm may reject child labour, even if it reduces costs, because it believes such
labour is morally wrong. In this way, ethics acts like a moral compass for business

decisions.

Sustainability, on the other hand, is about meeting our present needs without
harming the ability of future generations to meet their own needs. In business, this
means using natural resources carefully, reducing pollution and waste, supporting
social development, and ensuring that the company can survive and grow in the
long term. A sustainable business thinks not only about short term profit this year,
but also about long term impact over many years. It tries to balance economic

success with environmental protection and social well being.

These two ideas ethics and sustainability are closely connected. An unethical
business may earn high profit for a short time, but it often does so by harming
people or the environment. This creates a hidden cost for society that someone has
to pay later, such as cleaning polluted rivers or dealing with health problems caused
by unsafe products. A truly ethical business tries to avoid creating such hidden
costs. It accepts responsibility for its actions and tries to operate in a way that is

fair to both current and future stakeholders.

Inrecent years, several major issues have drawn attention to the need for
ethical and sustainable business practices. Climate change, air and water pollution,
loss ofbiodiversity, and depletion of natural resources have shown that careless
business activities can damage the planet. At the same time, social issues like income
inequality, poor working conditions, gender discrimination, and corruption have
highlighted the need for better treatment of people. These problems cannot be
solved by governments alone. Businesses also play a major role in either increasing

or reducing these issues.

Because of these concerns, customers today are more aware and demanding.
Many customers prefer to buy products from companies that are socially

responsible and environmentally friendly. They may avoid brands accused of child



labour, environmental damage, or corruption. Similarly, investors are also beginning
to look beyond financial numbers. They want to know whether the companies they
invest in follow good corporate governance practices, respect environmental laws,
and treat employees fairly. Employees too, especially young professionals,

increasingly want to work for organisations that match their personal values.

To respond to these expectations, many companies now adopt frameworks
and concepts such as sustainable development, the triple bottom line approach,
and Environmental, Social, and Governance (ESG) factors. These concepts provide
a structured way to think about and measure a company's impact on people and
the planet, not just on profit. For example, the triple bottom line suggests that
businesses should track three results: profit (economic performance), people (social
performance), and planet (environmental performance). ESG factors help investors
evaluate how well a company manages environmental risks, social responsibilities,

and governance practices.

Corporate governance is another key part of this discussion. It refers to the
system of rules, practices, and processes by which a company is directed and
controlled. Good corporate governance ensures transparency, accountability, and
fairness in the way decisions are made at the top level of the organisation. It protects
the interests of all stakeholders by reducing misuse of power, fraud, and unethical
behaviour. In simple terms, corporate governance tries to answer: "Who controls
the company, how do they take decisions, and who checks that those decisions

are fair and legal?"

Understanding sustainability, corporate governance, and business ethics are
extremely important. You are future managers, entrepreneurs, consultants, and
policymakers. The choices you make in your careers like how you treat employees,
what kind of products you design, how you manage company resources will directly
affect society and the environment. If you are aware of ethical principles and sustainable
practices from the beginning, you will be better prepared to lead responsible

organisations and avoid many mistakes that others have made in the past.

This unit will introduce you to the basic concepts and language used in the
field of sustainability and business ethics. You will learn what sustainable development
means, how the triple bottom line approach works, and why environmental ethics
and ESG factors are becoming central to modern business decisions. You will also
discuss the idea of ethical responsibility towards future generations and examine

some global practices in corporate governance. By the end of this unit, you should
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be able to look at any business decision and ask not only "Is it profitable?" but also

"Is it ethical, sustainable, and good for society in the long run?"

14.2 Concept of sustainable development :

Sustainable development is a simple but powerful idea. It means using
resources in such a way that we can meet our needs today without destroying the
ability of future generations to meet their own needs. In other words, societies
should grow and develop, but not by finishing all the resources or damaging the

environment so much that children and grandchildren suffer.

Earlier, development was often understood mainly in terms of economic
growth. Ifa country's income, industries, and infrastructure were growing, people
assumed that development was happening. However, this view ignored two
important questions: What is happening to the environment? What is happening to
people's quality of life? If a factory increases production but pollutes a river and
makes nearby people sick, it becomes difficult to call that real development.

Sustainable development clearly rejects such one sided growth.

The concept of sustainable development brings three key dimensions together:
economic, social, and environmental. Economic development means creating jobs,
businesses, and income. Social development means improving health, education,
equality, and overall well being of people. Environmental protection means taking
care of air, water, land, forests, and all living beings. Sustainable development tries
to keep a balance between all three. It does not say "stop growth"; instead, it says

"grow in a responsible way".

A simple example can help, imagine a company that cuts down trees to
make furniture. Ifit cuts trees faster than new trees are planted, the forest will
slowly disappear. This may give good profit for a few years, but in the long run the
business will suffer and the environment will be damaged. A sustainable approach
would be to plant new trees, use wood efficiently, reduce waste, and maybe explore
alternative materials. In this way, the company can continue to earn money while

keeping the forest alive for the future.

Sustainable development also asks society to think about fairness between
generations. Present generations have the right to use resources, but they also have
a duty not to overuse or waste them. If all the groundwater, minerals, or clean air
are used or polluted now, future generations will be left with shortages and health
problems. This idea is called intergenerational equity sharing resources fairly across

different generations, not just within one generation.



This concept is not only for governments and international organisations; it is
very relevant for businesses and citizens as well. Companies use land, water, energy,
and raw materials in large quantities. Their decisions directly affect the environment
and communities. A business that follows sustainable development principles will
try to reduce pollution, use energy efficiently, manage waste properly, and respect
the rights of local people. It will also look for cleaner technologies and greener

products that have less negative impact on nature and society.

For businesses, sustainable development is not only about "doing good" but
also about managing risk and ensuring long term survival. If a company ignores
environmental rules, it may face fines, bans, or closure. Ifit exploits workers or
local communities, it may face protests, legal action, and loss of reputation. On the
other hand, a company that cares for sustainability can build a strong brand, attract
loyal customers, and gain the trust of investors and regulators. In this way,

sustainability becomes part of smart business strategy.

Sustainable development is closely connected to innovation. When
organisations try to reduce waste, save energy, or use cleaner materials, they often
need new ideas, new processes, and new technologies. This can lead to creative
products and services, such as electric vehicles, solar energy systems, recyclable
packaging, or water saving devices. Sustainability can therefore drive innovation

and open new business opportunities, instead of being only a cost or burden.

14.2.1  Sustainable Development Goals (SDGs)
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To make the idea of sustainable development more concrete, the United
Nations introduced a set of 17 Sustainable Development Goals (SDGs)
in 2015, to be achieved by 2030. These goals act like a common global
plan to reduce poverty, protect the environment, and improve the quality
of life for all people. They cover areas such as ending poverty and hunger,
ensuring good health and quality education, achieving gender equality,
providing clean water and clean energy, and promoting decent work

and economic growth.

The SDGs also focus strongly on environmental protection through goals
related to climate action, life below water, and life on land. Other goals
talk about reducing inequalities, making cities more sustainable,
encouraging responsible consumption and production, building peace
and strong institutions, and forming partnerships between countries,
businesses, and civil society. The basic idea behind these goals is that
true development must balance economic growth, social inclusion, and
environmental care, which is exactly what the concept of sustainable

development teaches.

Companies, governments, and non profit organisations are increasingly
expected to support these goals through their policies and actions. This
can include designing products that reduce waste, improving working
conditions, promoting diversity and inclusion, investing in clean
technologies, or working together on social and environmental projects.
By aligning with the SDGs, organisations not only help society and the
environment but also build a positive image, manage risks better, and
create new opportunities in areas such as renewable energy, sustainable

agriculture, health, and education.

Overall, the concept of sustainable development reminds us that true
progress is not just about higher GDP or bigger factories. Real progress
happens when economic growth, social welfare, and environmental
protection move together. For businesses and societies, this means
making decisions in a way that is ethical, responsible, and respectful
towards both present and future generations, and recognising that their
role in achieving the Sustainable Development Goals is now a central

part of modern development.



14.3 Triple Bottom Line approach :

The triple bottom line is a way of looking at

business performance from three angles instead of

only one. Traditionally, companies focused only on

financial profit the "bottom line" in the income E
statement. The triple bottom line says that, along I : _ |
with profit, a company should also pay equal _ E &
attention to its impact on people and on the planet. h
In simple words, it means measuring success in SUSTAINABILITY

terms of Profit, People, and Planet.

The idea behind the triple bottom line is that a business is part of society and

the environment, not separate from them. Ifa company earns high profit but harms

the environment or treats people badly, then it is creating hidden costs for society.

These costs may appear later as pollution, health problems, social unrest, or a

damaged reputation. The triple bottom line approach encourages companies to

think more broadly and ask: "Are we doing well financially, socially, and

environmentally at the same time?"

1.

Profit

The first part of the triple bottom line is profit, which most businesses already
understand. Profit refers to the financial performance of the organisation like
revenue, costs, and earnings. Companies need to be profitable to survive,
pay salaries, invest in new projects, and reward investors. Without profit, no

organisation can continue for long.

However, the triple bottom line approach emphasises quality of profit, not
just quantity. It asks whether profit is earned in a fair and responsible way.
For example, profit earned by cheating customers, avoiding taxes, or breaking
environmental laws may look good in the short term, but it is risky and
unethical. Under the triple bottom line, the aim is to earn profit through honest

practices, efficient use of resources, and long term planning.
People

The second part is "people", which refers to the social impact of'a business.

This includes how the company treats its employees, customers, suppliers,
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and the communities around it. It covers issues such as fair wages, safe
working conditions, training and development, non discrimination, respect

for human rights, and support for local communities.

A company following the triple bottom line approach will try to create a
positive impact on people. For employees, this might mean good working
conditions, health and safety measures, opportunities for growth, and a
respectful workplace. For customers, it means honest communication, safe
products, and fair prices. For the community, it can include local employment,
community development projects, or support during emergencies. The idea
is that a business should not exploit people for profit; instead, it should share

benefits and help improve lives.
Planet

The third part is "planet", which refers to the environmental impact of a
business. Every company uses natural resources like water, energy, land,
and raw materials, and also generates waste and pollution. The planet
dimension asks how responsibly the company uses these resources and how

it minimises damage to the environment.

Under the triple bottom line, organisations are encouraged to reduce pollution,
save energy, manage waste, and protect biodiversity. This can involve steps
like using cleaner technologies, recycling materials, improving energy
efficiency, reducing greenhouse gas emissions, and following environmental
laws strictly. In some cases, businesses may go further by investing in
renewable energy, green buildings, or eco friendly products. The main aim is
to ensure that business growth does not come at the cost of long term

environmental damage.

14.3.1  Why the Triple Bottom Line Matters?

The triple bottom line approach is important because it recognises that
financial results alone do not show the full picture of a company's
performance. A business can appear successful on paper while silently
creating social and environmental problems. By looking at profit, people,
and planet together, managers, investors, governments, and the general

public get amore complete view.



Corporate Governance and
Business Ethics

This approach also supports long term sustainability. A company that
cares only about short term profit may cut corners on safety, underpay
workers, or ignore pollution. Over time, this can lead to accidents, legal
penalties, loss of trust, and higher costs. On the other hand, a company
that respects people and the planet builds goodwill, attracts committed
employees, and reduces future risks. This often leads to more stable

and sustainable profit in the long run.
To understand this approach better, consider a few simple examples:

» A manufacturing company decides to install energy efficient machinery.
This reduces its electricity bill (profit), lowers carbon emissions (planet),

and creates a safer, less polluted workplace (people).

» A food company buys raw materials from local farmers at fair prices.
This supports farmer incomes and rural development (people), reduces
transportation distances and fuel use (planet), and builds a reliable supply
chain for the company (profit).

» Atechnology company offers training and education programmes for
young people. This improves skills in the community (people), encourages
innovation that may support green technologies (planet), and creates a

pool of future employees and customers (profit).

In each case, the company is not choosing between profit and responsibility;

it is finding ways to achieve both together.

The triple bottom line is closely linked to good corporate governance and
business ethics. When boards of directors and top management accept
responsibility for people and planet along with profit, they are more likely to
make transparent, fair, and accountable decisions. They may set policies for
environmental management, human rights, diversity, and community
engagement, and then monitor performance in these areas just as they monitor

financial results.

In summary, the triple bottom line approach expands the meaning of business
success. It tells organisations that they should not ask only "How much money
did we make?", but also "What was our impact on people?" and "What was
our impact on the planet?". When profit, people, and planet are all given
importance, business becomes more ethical, more sustainable, and more

aligned with the broader goals of society.
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14.4 Environmental ethics :

Environmental ethics is the branch of ethics that deals with the moral
relationship between human beings and the natural environment. It asks a basic
question: how should we behave towards nature? It reminds us that air, water, soil,
forests, animals, and other living beings are not just "resources" to be used, but
part of a larger life system of which humans are only one element. Environmental
ethics therefore guides our choices about how much we take from nature and how

much we give back.

For a long time, many societies followed an attitude that nature exists mainly
for human use. Forests were seen as woods, rivers as water supply, animals as
food or labour, and land as something to be cleared for buildings and farms. As
populations grew and technology became more powerful, this way of thinking led
to large scale deforestation, pollution, extinction of species, and climate change.
Environmental ethics questions this narrow, human centred view and argues that

we have a moral duty to respect and protect the environment.

At the heart of environmental ethics is the idea of responsibility. Human
activities such as industrial production, mining, transport, and intensive agriculture
have a strong impact on nature. We cannot avoid having some impact, but we can
decide what kind of impact it will be. Ethical behaviour means trying to reduce
harm, prevent unnecessary damage, and repair what we have already spoiled, as
far as possible. It also means following principles like "use resources carefully" and

"leave the environment in at least as good a condition as we found it".

Environmental ethics also talks about the rights of different beings and elements
of nature. Some approaches say that only humans have rights and that nature matters
only because it serves human needs. Other approaches argue that animals, plants,
ecosystems, and even rivers or mountains have their own value, independent of
human use. For example, killing an animal for fun, or destroying a forest for no
good reason, is considered wrong not just because humans lose something, but

because these beings and ecosystems have a right to exist and flourish.

A keyidea in environmental ethics is the difference between needs and greed.

Nature can normally provide enough for everyone's basic needs like food, water,



shelter, and energy, if resources are used fairly and carefully. Problems arise when
consumption becomes excessive and wasteful. Overuse of plastic, unnecessary use
of private vehicles, wastage of electricity and water, and a "throw away" culture all
put extra pressure on the environment. Environmental ethics encourages us to live

more simply, avoid waste, and make lifestyle choices that are less harmful to nature.

Environmental ethics is not only about individual behaviour; it is also about
collective and corporate responsibility. Governments make laws about pollution,
land use, wildlife protection, and climate action. Businesses decide what kind of
products they make, how they manage waste, and how much they invest in cleaner
technologies. Ethical organisations go beyond minimum legal requirements and adopt
higher standards for environmental protection. They may conduct environmental
impact assessments, use eco friendly materials, reduce emissions, and report

honestly on their environmental performance.

There is also a strong link between environmental ethics and social justice.
Environmental damage often affects poor and vulnerable communities the most.
For example, polluting industries may be located near low income areas, and climate
change can hit farmers and coastal communities harder than rich urban residents.
An ethical approach to the environment therefore includes caring about who bears
the costs of pollution and resource use. Fair and just environmental policies try to

protect those who are least able to protect themselves.

Another important aspect of environmental ethics is respect for traditional
and indigenous knowledge. Many traditional communities have lived close to nature
for generations and have developed practices that use resources in a sustainable
way. These may include methods of farming, water management, forest use, and
wildlife protection that maintain balance in the ecosystem. Modern environmental
ethics recognises the value of such knowledge and supports the idea of learning

from and working with local communities.

In everyday life, environmental ethics can be seen in many small decisions:
choosing to use public transport or a bicycle instead of a personal car when possible,

reducing plastic use, planting trees, saving water and electricity, and supporting
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companies and products that are environmentally responsible. Though each action
may seem small, together they reflect a moral attitude that values and protects the

natural world.

In summary, environmental ethics provides a moral framework for how
humans should interact with the environment. It reminds us that nature is not just a
storehouse of raw materials but a living system that supports all life, including our
own. By applying ethical principles to our use of resources, our technologies, and
our lifestyles, we can reduce harm, protect ecosystems, and ensure that the earth

remains healthy and liveable for present and future generations.

14.5 Environmental Social and governance (ESG) factors :

ESG stands for Environmental, Social a1 Environmental
Governance. It is a way of looking at ho
responsibly an organisation behaves, goir
beyond only profit and loss. ESG factors he
to understand how a company affects natur
people and how it is managed and controlle

Many investors, regulators and customers no

use ESG to judge whether a business Social PN

sustainable and ethical in the long run.

ESG factors can be grouped into three broad

areas:
1.  Environmental (E) Factors

Environmental factors look at how an organisation impacts the natural
environment. Every company uses resources such as water, energy and raw
materials, and creates waste and emissions. The environmental part of ESG
checks whether the company is using these resources carefully and reducing

harm to nature.
Common environmental aspects include:

»  Use of energy and water, and efforts to improve efficiency and reduce

wastage.



Level of pollution, such as emissions to air, discharge into water, and waste

generation.

Management of waste, including recycling, safe disposal of hazardous

materials, and reduction of plastic.
Impact on biodiversity, forests, land and wildlife.

Actions to reduce carbon footprint and respond to climate change, such as

using renewable energy or cleaner technologies.

A company that scores well on environmental factors is one that tries to
minimise damage to nature, follows environmental laws, and often sets its

own higher standards for environmental care.
Social (S) Factors

Social factors focus on people and relationships. They look at how the
organisation treats its employees, customers, suppliers and the communities
around it. The basic idea is that a responsible organisation should respect

human rights and contribute positively to society.

Important social aspects include:

>

Working conditions: fair wages, health and safety, reasonable working hours,

and absence of forced or child labour.

Diversity and inclusion: equal opportunities regardless of gender, religion,

caste, ethnicity, disability or age.

Employee welfare: training, career development, grievance handling and

work-life balance.

Customer responsibility: safe and reliable products, honest communication,

fair pricing and protection of customer data.

Community relations: impact on local communities, resettlement and
rehabilitation (if required), and support for education, health, or other social

programmes.

Good performance on social factors usually means higher employee

satisfaction, better community support and stronger customer loyalty.
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3.  Governance (G) Factors

Governance factors relate to how an organisation is directed and controlled.
They focus on rules, structures and processes at the top level. Good
governance reduces the chances of fraud, mismanagement and unethical

decisions.
Key governance aspects include:

Board structure: clear roles of the board and management, presence of

independent directors and diversity of skills on the board.

»  Transparency: accurate and timely reporting of financial and non financial
information, and openness about risks, related party transactions and

executive pay.

»  Protection of shareholder rights, including fair treatment of minority

shareholders and proper voting procedures.

»  Policies against corruption, bribery, insider trading and conflicts of interest,

along with mechanisms to report wrongdoing (whistle blower systems).
»  Strong internal controls and risk management systems.

Good governance builds trust among investors, regulators, employees and

the public, and supports long term stability.
14.5.1 Importance of ESG Factors

ESG factors help to see the "full picture" of an organisation's performance.
A companymay look successful in financial terms, but ifit pollutes heavily,
mistreats workers or has weak governance, it faces serious risks in the
future-such as legal cases, fines, loss of reputation and even failure. By
considering environmental, social and governance factors together,

stakeholders can judge whether a business is truly sustainable and ethical.
In simple terms, ESG asks three questions:
o  What is the impact on the environment?
o How are people affected?

o Isthe organisation governed in a fair and transparent way?



When a company manages all three areas well, it supports sustainable

development, builds long term value and maintains the trust of society.
Indian ESG and BRSR Practices

In India, the importance of ESG factors has been strengthened through
a formal reporting framework called Business Responsibility and
Sustainability Reporting (BRSR). This framework, introduced by the
Securities and Exchange Board of India (SEBI), requires the top listed
companies to disclose their performance on environmental, social and

governance aspects in a standard and comparable format.

BRSR is aligned with the National Guidelines on Responsible Business
Conduct and covers areas such as energy and water use, emissions and
waste management, employee welfare, community development and
board oversight of ESG issues. By making such disclosure mandatory,
Indian regulators are encouraging companies to integrate sustainability
into their core strategy and to be more transparent and accountable to

investors and society.
Ilustration: Tata Group and ITC Limited

Many Indian companies are now integrating sustainability into their long
term business strategy. The Tata Group has set climate and ESG
commitments across several of its companies, focusing on reducing
greenhouse gas emissions, improving energy efficiency and reporting
detailed ESG indicators such as carbon intensity, workplace safety and
community investments in their sustainability reports. These efforts reflect
a clear attempt to align business growth with environmental protection

and social responsibility.

ITC Limited presents another strong example. Its sustainability reports
highlight initiatives in renewable energy, water stewardship and solid
waste management, along with programmes that support rural livelihoods
and farmer empowerment. These initiatives can be mapped to specific
Sustainable Development Goals such as SDG 7 (Affordable and Clean
Energy), SDG 12 (Responsible Consumption and Production) and SDG
13 (Climate Action), showing how a company can contribute to national

and global development goals while pursuing its business objectives
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14.6 Ethical responsibility towards future generations :

Ethical responsibility towards future generations means recognising that our
actions today will affect people who are not yet born, and that we have a moral
duty to consider their well-being when we make decisions. We enjoy many benefits
today because earlier generations protected resources, built institutions and
developed knowledge. In the same way, what we do now will shape the world that
future generations inherit. The question is not only "What is good for us today?" but

also "What will this mean for those who come after us?"

A central idea here is fairness across time, often called intergenerational
justice. Present generations have power over how natural resources are used, how
much pollution is created, and what kind of economy and society are built. Future
generations cannot vote, protest or negotiate with us, yet they will live with the
results of our choices. Ethical responsibility means we should not enjoy short term
benefits by creating long term harms that others will be forced to bear, such as

severe climate change, loss of biodiversity, or large public debts without assets.

This responsibility is especially important in relation to the environment. Many
natural resources, such as forests, groundwater, clean air and fertile soil, take a
long time to recover or cannot be replaced at all. If we overuse or destroy them,
future generations may face shortages offood and water, more natural disasters,
and poorer health conditions. Ethical behaviour therefore requires careful use of
resources, protection of ecosystems, and strong action to reduce pollution and

greenhouse gas emissions, so that the planet remains liveable in the long term.

Ethical responsibility towards future generations also applies to social and
economic systems. It involves building fair and stable institutions, such as justice
systems, educational structures and democratic processes, that can serve people
in the future. It means investing in education, health, research and infrastructure
that will benefit many generations, not only the current one. Irresponsible actions,
like widespread corruption, discrimination or neglect of public services, weaken

mstitutions and make life harder for those who come later.

In business and corporate governance, this responsibility appears in decisions
about long termrisk, sustainability and innovation. Companies that focus only on
short term profits may ignore environmental damage, unsafe products or poor

labour practices, passing hidden costs on to future generations. Ethically responsible



organisations think beyond the next quarter or year. They design products, choose
technologies and manage resources in ways that support long term human welfare,

even if it means sacrificing some immediate gain.

Culture and values also pass from one generation to the next. When current
generations promote values such as honesty, respect, non-violence, social
responsibility and care for nature, they create a moral foundation that can guide
future behaviour. On the other hand, if selfishness, wastefulness and dishonesty
become normal, it becomes more difficult for later generations to act ethically. Our
responsibility therefore includes setting good examples, teaching ethical principles

and supporting education that encourages critical thinking and moral awareness.

At the individual level, ethical responsibility towards future generations can
be seen in many choices: how much we consume, how we manage waste, whether
we conserve energy and water, how we vote and participate in society, and what
kind of businesses and policies we support. Even small actions, such as using
resources carefully, supporting environmental protection, or speaking up against

corruption, contribute to building a better world for those who will live after us.

In summary, ethical responsibility towards future generations is about
recognising that we are temporary caretakers ofthe earth and ofthe social systems
we inherited. We do not own these completely; we hold them in trust. Acting
responsibly means leaving behind a world that is at least as healthy, fair and liveable

as the one we received, and, if possible, better.

14.7 Global Practices in Corporate Governance:

Corporate governance is about how companies are directed and controlled.
It decides who has power, who takes decisions, and how those decision makers
are held responsible. Around the world, some famous corporate failures and scandals
have forced governments, stock exchanges and companies to improve their
governance practices. As aresult, certain patterns and "good habits" of governance

are now seen aCross many countries.

Instead of only describing rules, it is useful to see how they work in real life.
The following sections explain key global practices along with examples from well-

known companies.
1.  Transparency and Honest Reporting

A central global practice is that companies must provide clear and accurate
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information to investors and the public. This includes proper financial
statements, details of major risks, and honest explanations when something

goes wrong.

After the Enron scandal in the United States in the early 2000s, where
complex oftfbalance sheet deals hid losses, new laws were introduced (such
as the Sarbanes-Oxley Act) to make financial reporting stricter and to hold
top executives personally responsible for false reports. This pushed companies

to improve internal controls and audit quality.

In contrast, when a company does follow transparency, trust increases. For
example, during the 2008 global financial crisis, some banks that disclosed
their exposure to risky assets early and clearly were better able to manage
panic among investors, because the market knew what they were dealing

with instead of guessing in the dark.

These cases show that transparency is not just a legal formality. It can protect

or destroy confidence in a very short time.
Strong and Independent Boards

Another key practice is having a strong board of directors with independent

members who can question management and stop wrong behaviour.

At many multinational companies, such as Unilever, boards include
independent directors from different countries and backgrounds. They are
not involved in day to day operations and are expected to ask tough questions

about strategy, risk, sustainability and ethics.

In some countries, there is a two tier board structure, like in Germany. There
is a management board that runs the business and a supervisory board that
oversees it. The supervisory board includes employee representatives, which
brings the workers' voice into high level decisions and balances the power of

owners and managers.

By comparing different countries, we see the common goal: to prevent too
much power from being concentrated in a few hands and to make sure

someone is always watching those who run the company.



Board Committees and Risk Oversight

Global practice now expects boards to create specialised committees to

handle critical areas like audit, remuneration and risk.

The audit committee usually consists of independent directors with financial
knowledge. At large companies such as Apple or Microsoft, the audit
committee works with internal and external auditors to review accounts,
internal controls and compliance. If something looks wrong, they can ask for

deeper investigation.

After the Deepwater Horizon oil spill involving British Petroleum in 2010,
many energy and chemical companies around the world strengthened their
board level risk committees. These committees examine high impact risks,
such as safety, environmental damage and climate related issues, and check

whether management is doing enough to prevent such disasters.

These examples show that governance is not only about money. It is also

about safety, environment and long-term survival.
Protecting Minority Shareholders

In many countries, promoters or controlling shareholders hold large stakes,
while many small investors hold small stakes. Global practice is to protect

these minority shareholders from unfair treatment.

In some Asian markets, there have been cases where controlling families
tried to push through related party transactions that mainly benefited them.
In response, stock exchanges and regulators introduced rules that require
independent shareholder approval for certain deals, and require detailed

disclosure of related party transactions.

One practical example is when a company wants to delist from the stock
exchange or merge with another group company. In several jurisdictions, the
price offered to small shareholders must be evaluated by an independent

valuer, and minority shareholders must be given a fair exit option.

These protections help ordinary investors feel safer about putting their savings

into shares, which supports capital market growth.
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Whistle blower Mechanisms and Ethics Codes

Global governance practice increasingly demands that companies have a
clear code of ethics and a system for employees to report wrongdoing without

fear.

After several global scandals involving bribery and fraud, many companies
introduced anonymous whistle blower hotlines or online portals. Employees
canreport issues like bribery, harassment, accounting manipulation or safety
shortcuts. Large groups such as Siemens, which once faced major corruption
allegations, reformed their compliance systems, appointed chief compliance

officers, and actively encouraged employees to report concerns.

Some companies publicly disclose how many whistle blower complaints
they received and how they were handled in their annual reports. This level
of openness shows that the company takes ethics seriously, not just on paper

but in practice.

These measures make it harder for unethical practices to stay hidden for

long.
Linking Pay to Long Term Performance

A growing global practice is to link executive pay with long term performance

and non-financial indicators, rather than only short-term profit.

In several large corporations, part of the CEO's bonus now depends on
long term goals like customer satisfaction, safety performance, carbon emission
reduction or employee engagement. For example, some global oil and gas
companies have linked a portion of management incentives to achieving climate
related targets, so that executives have a financial reason to think about

environmental risk.

In the past, when pay was tied mainly to short term share price or profit,
some leaders took excessive risks or manipulated results to look good in the
short run. By spreading incentives over several years and including ethical
and sustainability targets, companies try to encourage healthier decision
making.

This change reflects a broader shift from "profit this quarter" to "value over

many years'.



Integration of ESG into Governance

Around the world, the idea that boards should consider Environmental, Social

and Governance (ESG) issues has become mainstream.

Many global investors now ask companies questions such as: What is your
climate strategy? How diverse is your board? How do you manage human
rights in your supply chain? Companies that cannot answer these questions

may find it harder to attract large institutional investors.

Some firms have created dedicated sustainability or ESG committees at
board level. For example, large consumer and technology companies often
have a committee that reviews progress on carbon reduction, labour standards
at suppliers and community projects. Their decisions influence which projects

get money and which do not.

By bringing ESG into governance, companies connect corporate governance

with sustainability and ethics in a direct way.
Learning from Failures

Perhaps the most unique aspect of global corporate governance is that it

keeps evolving by learning from failures.

Enron and WorldCom in the United States pushed reforms in accounting,

auditing and director responsibilities.

The global financial crisis led to tighter rules on banks' capital requirements,

risk management and pay structures.

Scandals in car emissions testing, data privacy and social media have triggered

new rules and internal reforms in those industries.

Every big failure becomes a lesson that shapes new best practices, which
then spread across countries through regulators, professional bodies and

investor expectations.

Overall, global practices in corporate governance are moving towards more
openness, stronger checks and balances, and a wider view of responsibility
that includes not only shareholders but also society and the environment.
Real life examples, both positive and negative, show that good governance
is not an abstract theory. It can protect companies from disaster, build trust,

and support stable, sustainable success.
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Emerging Trends: Climate Governance and Ethical A1

Business responsibility today is being strongly influenced by two major
developments: tighter climate governance and increasing attention to the ethical
use of Artificial Intelligence (Al). Climate governance refers to the rules,
policies and institutional mechanisms that push organisations to treat climate
change as a serious strategic issue. Companies are expected to measure
their greenhouse gas emissions, set clear reduction targets, identify
climate?related risks such as extreme weather or transition to low?carbon
technologies, and share this information transparently with stakeholders. As
aresult, climate considerations are gradually moving from optional "CSR
projects" to core boardroom discussions about long?term competitiveness,

resilience and compliance with evolving regulatory expectations.

Parallel to this, the rapid spread of Al tools in business decision?making has
created a new set of ethical responsibilities. Firms are using Al to screen job
applicants, predict customer behaviour, support lending decisions and track
ESG data, yet these systems can unintentionally discriminate, misuse personal
data or make opaque decisions that are difficult to explain. Ethical Al in the
context of corporate governance means building and operating Al systems
that respect fairness, privacy and human dignity, and ensuring that humans
remain accountable for critical outcomes. This involves setting internal
principles for responsible Al, assessing risks before deployment, monitoring
algorithms over time and allowing affected stakeholders to raise concerns or
seek redress. When companies combine strong climate governance with
careful, ethical use of Al, they show that their approach to sustainability is
not limited to traditional environmental and social issues but also includes

emerging technological risks and opportunities.

Exercise:

Q.1 Multiple Choice Questions (MCQS):

1. Sustainable development mainly aims to
a) Maximise profit now
b) Stop all industries
c) Balance economy, society and environment
d) Focus only on technology

Answer: ¢) Balance economy, society and environment



Triple bottom line means
a) Only profit matters b) Only planet matters
c) Onlypeople matter d) Profit, People and Planet

Answer: d) Profit, People and Planet

SDGs are

a) 17 global goals for better development

b) Company rules

c) Only for poor countries

d) Only about the environment

Answer: a) 17 global goals for better development
Environmental ethics is about

a) Howtosellgreenproducts b) Moral duties towards nature
c) Howtoreduce tax d) Only Forest laws
Answer: b) Moral duties towards nature

"People" in triple bottom line refers to

a) Employees and communities b) Only shareholders
c)  Only customers d) Only managers
Answer: a) Employees and communities

In ESG, "G" stands for

a) Growth b) Government

c) Global d) Governance
Answer: d) Governance

Ethical duty towards future generations means

a) Usingallresources now

b) Thinking only of current profit

c) Caring for people who will live later

d) Ignoring climate change

Answer: ¢) Caring for people who will live later
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Q.2

10.

Protecting minority shareholders means

a)  Giving themno voting rights

b) Hiding related party deals

c) Letting promoters fix any price

d) Giving fair price and clear information

Answer: d) Giving fair price and clear information
Whistle blower system helps

a)  Onlytop managers

b) Employees to report wrong acts safely

c) Tocutstaff

d) To avoid audits

Answer: b) Employees to report wrong acts safely
Good governance helps a company to

a) Hide losses b) Reduce trust
c) Buildtrustand reduce scandals d) Ignore stakeholders

Answer: ¢) Build trust and reduce scandals

Answer the following questions in detail :

1.

What is sustainable development? Explain how it is different from old

ideas of development.

Explain the triple bottom line. Describe Profit, People and Planet with

relevant examples of each.

What are ESG factors? Explain Environmental, Social and Governance

with two points for each.

What is ethical responsibility towards future generations? Explain with

reference to use of resources and pollution.

Describe any four global practices in corporate governance, such as
transparency, independent boards, protection of small shareholders,

whistle blower systems or linking pay to long term results.



Q.3 Answer the following questions in short:

1.
2.

Write the meaning of sustainable development.

What is the main purpose of the Sustainable Development Goals
(SDGs)?

Define environmental ethics in one or two lines.
In triple bottom line, what does "Planet" focus on?

Write any two benefits of good corporate governance.
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