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e Chapter Overview

71 New interestin the non-financial aspects of corporate governance
7.2 Corporate purpose and strategic reports

7.3, Corporate risk assessment and policies

e concept of Corporate Social Responsibility

SR strategies and policies

6( 7.6 Sustainability and ESG strategies and policies

\ I 7.7 Reporting non-financial aspects of corporate governance
O @orpomte culture and corporate ethics policies

O @eaming Outcomes
" > On completion of this chapter, students will be able to:

Q 1. Construct corporate reports.
O 2. Understand CSR, ESG, and sustainability.

4. Evaluate climate-related corporate strategies.

Q %c ' 3. Explain the significance of culture and corporate ethics.

5. Contribute to the management of an entity’s carbon footprint.
6. Discuss the global reporting initiative and sustainability reporting standards.

7.1 New interest in the non-financial aspects
of corporate governance

Whe“Adfian Cadbury wrote his voluntary (conform or explain) corporate governance code
for the UK (Cadbury 1992), the annual director’s report of most British listed companies
Consisted of a relatively brief directors’ report, describing significant events and thg com-
Pany’s performance that year, plus the required audited, financial reports. Cadbury titled his

*¢minal report The Financial Aspects of Corporate Governance, because he realized theug was
;"“Ch more to the subject, as already mentioned. Since the Cadbury Report was published,
®Mands have grown for additional information, with a range of corporate reports COVering

SO : ' '
Me non-financial aspects of corporate governance, including:

* Corporate purpose and strategic reports
8 &
Risk assessment and risk policies
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7 THE NON-
FINANCIAL ASPECTS OF corpPORATE GOVER
NANCE

The subject of risk assessment, risk policies, and risk reporting has now become such
X gnifica"t part of corporate governance that the whole of Chapter 11 is devoted to thestuocpnca

7 4 The concept of Corporate Social Responsibility

CSR (Qo;pquteSocial Respor?sibility) was an acronym frequently found in corporate govern-
ance ingin the late twentieth and early twenty-first centuries. A primary focus was on the

W
hh@"’ of profit—orientated companies and raised questions about the role and legitimacy

of corporationsin society.

Questioning the societal legitimacy of corporate entities

n was neatly posed by Milton Friedman (as discussed in Chapter 6)—'What is the
purgp?e of the corporation?’ His view was that the only legitimate purpose for a company
wa.{to create wealth, pursuing its business effectively for the benefit of its customers while
providing a profitable reward to its owners—the investors. It was the role of the state, he
believed, to provide the legal framework that regulated companies’ behaviour in relation to

The questio

the rest of society.
Carroll (1979) attempted to answer Friedmans question by suggesting that corporate

responsibility has four levels:
1. economic responsibility: first and foremost, the social responsibility to be profit-orientated

and market-driven
2. legal responsibility: to adhere to society’s laws and regulations as the price for society's

licence to operate

3. ethical responsibilities: to honour society’s wider social norms and expecta

behaviour over and above the law in line with the local culture
sibilities: to undertake voluntary activities and

tions of

4. discretionary (or philanthropic) respon
expenditures that exceed society’s minimum expectations

Mervyn King, author of the South African corporate governance codes, commenting about

his fourth report noted:

e around the world because

rate governanc
mate needs

hould take account of the legiti
d to the company That did not mean that

but that they should take account of stake-

aking. [Companies should] stil! act;n the
total economic value.

,that report revolutionised approaches to COrpo
't said that in the decision-making process you s
'n.te' ests, and expectations of stakeholders linke
directors should be accountable to stakeholders,
holder needs and expectations in their decision-m
best interests of the company through the maximiza

: es. December
3 Interview in CSJ (2010), Hong Kong Institute of Chartered Secretar
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7 THE NON-FINANCIAL ASPECTS OF CORPORATE GOVERNANCE

. perspective starts frc?m the proposition that busingsses‘ social responsibility is an integral
This P the wealth-creation process. A company runs in a socially responsible way because
. CSR strategies and policies are business-driven, in both the short and long term. Such
It o ﬁié’é’lﬁﬁké a solid business case for their CSR policies based on cost-effective criteria.
compd ‘éﬁfe strategies-research, exploration, product development, production, market-
.All C:;':nan resources, and financial—are contingent on the CSR objectives. The business case
mg};kin&‘“‘" ‘an approach to corporate governance is that it enhances competitiveness,
for es customer satisfaction, improves employee relations, reduces the cost of capital,
IncE hareholder value, while also investing in communities and increasing wealth

ances s
and enh ty. Critics have argued that strategy-driven CSR distracts from the funda-

ith this perception see CSR as the alignment of corporate values and actions
with the expectations and needs of their stakeholders—shareholders, customers, femployee:r..
liers, communities, regulators, other interest groups, as well, as society. Their CS.R poI!-
describe the company’s commitment and responsibility to its stakeholders. Adopting this

pective, the European Commission has defined CSR as:

e

companies integrate social and environmental concerns in their busi-

a concept whereby . el
n their interaction with their stakeholders on a voluntary basis.

ness operations and i

If companies fail to achieve acceptable CSR standards, costs can be incurrgd such as legal
damages, restitution costs, lawyers’ fees, or product recalls. T.he lpss of re.pu.tatnon can be even
higher, affecting sales, costs, and employee turnover. Investigative mefha increasingly repor:
cases of firms 'ﬁ-a'nsgressing accepted CSR behaviour—for example, in the gmployment o)

children in in the fields and factories in developing countries, the alleg.e.d ill-treatment of
animals in testing pharmaceutical products, and pollution in the oil drilling and transport

industries, even though such practices may be legal in the places where they occur.

The ethical perspective

The ethical viewpoint sees that corporate entities, like individgals, have an obluglatlgn. ;o ?‘C;
for the benefit of society of which they are a part, contributing to society ::m'eur(:lrgady
harm. A wide range of laws and guidelines that steer and control corporate !;ets a;"':’ .
exist at state, national, and global levels on health and safety, hm{man rig : b i
mental issues. But ethical CSR activity needs to g0 beyond what &5 [Equiec. 5y esponsible
standards. A board of directors needs to be the conscience of the company—resp

te Social
S Brussels, 18 July 2001 GREEN PAPER Promoting a European framework for COrpora

Responsibility,

199
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best “ds of CSR on companies, particularly myjy,

called forksis'aﬁont:‘o Confederation of British Industry (CBI) was that Csj: . Lo,
e

The respon se from rary. Attempts 10 raise standards, the CBI believes o
. voluntary. csRaCtiVitYa“d would place an unmanag i |

market-dl’l\ﬂn : drives
.. ~ontive that . : .
thec:OI“PEtft“'e mc?:ulaﬂy small and medium-sized firms. C;SR policies shoul
on companies. P"'::j he context in which they operate, while legislation in 1/,
panies ?C;M?:e; activity and reduce CSR to a levy, the CBI said k
constrain ;mentatof-" have argued that companies do not have a mand . .
br(?at:i:::oda' goals. Such activities should be pursued by governments acting o .
zensSo.me business leaders concur, feeling that their companies are not equippi i
broader social goals. .
The ongoing debates, In advanced countries around the world, about the e
artificial intelligence, or the responsibilities of info.rmation platforms, such 1
Google, or TikTok, provide insights Into this perspective.
N
N

The philanthropic perspective

For many years, some companies have sought to ‘put something back nto the spte ™

provided them with customers, employees, and success. Such corporate phlasthgp, ©
involve charitable giving to support communities, charities, or other causes jn mcne 4
corporate services, such as employees’ time. The Commission of the Egfopean U7 ¢ = F

defined such an approach to CSR as ‘a concept whereby compaptes, decide voiuri
gnawbm to- : better society and a cleaner environment’. But a philanthropic age e
i mna!ly peripheral to the main business. When tifnes gethard, it isa/s0abe &'
eas;;‘e"l’eﬂdlmws to cut. '
GR P':C:n:'m:s Pa“?f@mpanies' corporate governance respoqs Dl L e |
nomic conditions, and diffe CO.flnt,r.les, 3ﬂd -C.UItures. Different value.gystems d/l'erer
" rent social priorities mean that ‘one size cannot fita’

go'“.:ydetemiﬂes h"“'me leac tO*GSR policies, for approval by the board B caly
rs, "‘duding its M€ Company en WRE S
and <o empl i I8ages with its shareholders and the oth!

/ " '“m'e"s‘fa"d.s“PPherS.thecommunituesmwth’ 3

7 THE NON-FINANCIAL ASPECTS OF CORPORATE GOVERNANCE

A clear CSR poliCY may .influence pote'ntial_ inves.tors looking for socially responsible, ethi-
or environmentally friendly ente.f prises in which to invest. Successful CSR policies can
- fluence employges and potggtlal employees. Some younger people make CSR policies
m loyment criterion. CSR policies aISQ influence management decisions at all levels and
an emP aspects and every level of a firm’s activities.

£ they are to be ef.fecFive, CSR policies should be understood, accepted, and applied
hout the organization. They also need to be reviewed regularly to reflect changing

i economic, and social situations.
prior to 2006, company law in the UK required directors to act in the best interests of the

company, which effectively meant in the long-term interest of the shareholders—in other
words, by attempting to maximize shareholder value. But the Companies Act 2006 (section

172) speciﬁcally spelt outd statutory duty to recognize the effect of board decisions on a
wider public. For the firsttimein UK company law, CSR responsibilities were included among

the formal duties of company directors:

or of a cefmpany mustact in the way he considers, in good faith, would be most likely

A direct
s of the company for the benefit of its members as a whole, and in

to promote the.succes
doing sa have regard to;

(@), The likely conseguences of any decision in the long term

(b) The interests of the company’s employees
(c) The feed to foster the company’s business relations with suppliers, customers, and

others
(d)nThedmpact of the company’s operations on the community and the environment

(e}, The desirability of the company maintaining a reputation for high standards of
business conduct, and
(f) The need to act fairly, as between members of the company

Thus, UK company law now required companies to consider employees, suppliers, customers,
and other business partners, as well as the community and the environment, in their decisions.

A CSR consultant, who was retained by a manufacturing company to advise on its CSR poli-
cies, proposed the policy statement in Corporate Governance in Action 7.2.

Corporate Governance in Action 7.2  Extract from the C5R policy of a
manufacturing company
::r continuing economic success, all company strategies, policies, and management decisions should
ke account of their long-term effects and impact on the following
1. All company stakeholders including:
® suppliers and others in the upstream supply chain
agents, distributors, and others in the downstream delivery chain

Customers of the company's end products and service
creditors

non-equity sources of finance
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stakeholder relations: recognizing that stakeholders include all those who have

an impact on, or are impact?d by,. your business, understanding the opportunities and
risks they present, and working with them through consultation, taking their views
into account

5. strategic view: ensuring that social and environmental concerns are included in the overall
business strategy so that CSR becomes ‘business as usual’ with leadership coming from

the top and ing in everyone in the business having an awareness of the social and
environ pacts in their day-to-day roles

' ;ersity. recognizing that people differ and harnessing this diversity, reflected in

nsparent employment practices, promoting the health, well-being, and views of
ith everyone in the business feeling valued

ive levels o inment are:

e broad application of the core CSR characteristics and how they might
on business decisions

1. awa
im

erstanding: a basic knowledge of some of the issues, with the competence to apply
m to specific activities

application: the ability to supplement this basic knowledge of the issues, with the

C competence to apply it to specific activities
4.

integration: an in-depth understanding of the issues and an expertise in embedding CSR
into the business decision-making process

5. leadership: the ability to help managers across the organization in a way that fully
integrates CSR in the decision-making process

Overall, the intention of the CSR framework is to change employees’ mindsets and to pro-
mote an appropriate CSR strategy throughout the organization and between the company
and its stakeholders. Creating a strong CSR culture throughout an organization needs to be
part of an ongoing performance assessment of both organizational units and individuals and
should not be allowed to become a form-filling exercise.

An organization’s response to its social and environmental impacts, recognized through CSR
awareness, can provide a cost-effective, yet comprehensive, way of managing social and envi-
‘onmental risk across an organization. However, corporate groups operating in different parts
of the world may find it difficult to achieve homogeneous CSR policies throughout the group.

Enlightened shareholder value (ESV)

Boards adopting an investor-driven ESV approach believe that the satisfaction.of the needs
of all stakeholders is crucial to corporate success, that it is essential to creating value for
shareholders, The ESV concept of corporate governance attempts to overcome apparent
conflicts between a shareholder-focused and a stakeholder-focused approach that we saw

"N corporate governance theory, in Chapter 6. An ESV perspective SUggests that profits are
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ART 2 POLICIES

2 cainsbury’s, a UK retailer, explains its visiop, 5, d

. .
In its ten-page Strategi Repo! o "
Corporaté Governance In Action 8.£): 9

Corporate Governance In Action 82 Extractfrom Sainsbury s

o)
Strategic report
Our values make us different
' d they enable us to help our ¢
integral to how we do business, an e
3:: :i'::‘ l:s:t:g.t:gﬁve change in communities across the UK and overseas. They he S\ wv(« | |
our partners to build a more sustainable fulu:’.‘ Wt

e our stakeholders,as we work cosely With

ctructured around our values and is our guide for building a more «, |
| i

Our Sustainability Plan is
future. Working closely with our partners, we focus our efforts where we can make the o, -

difference.

Sainsbury's underlying values

e Living healthier lives

o Makinga positive difference to our community
e Sourcing with integrity

o Respect forour environment

3

ow these broad underlying valuesage aer evec

in practice. R,
: mers, communities, stakeholdérsiand partners,

emphasizing trust, which seldom features in corporate governance statements; though is an integra)
part of our definition of the corporate governance. It also emphasizes a comamitment to sustaifabi B
in keeping with the interest in the subject shown in the previous chaptér. »

o O 9.4

~4 )\ ) 4

NS
Corporate Governance in Action 83 .:MQ&QSdﬁ’s Misgién Statement

. . . W 4 - Q
Microsoft’s current statement of its cor porate mISSIOnals \V®

Qs "‘_,‘ N .
To empower every person and every organization on the glanet.to achieve more
L B %
bracing, to Pro

Critics of the Microsoft Mission Statement suggest that it is téﬁ"ﬁlgﬁa, too all-em
rs, however

a useful insight into the company’s purpose, vision, or values. Other commentato
comfnended its insight into both the company’s values (empowerment of people
and its target markets (everyone and every organization on the planet).

Previous statements of Microsoft’s Mission and Values had been more informative:

ghout the world
tomers

'
|

ral1ON)
and organzate

At . . .
Microsoft, our mission and values are to help people and businesses throu

r .
ealize their full potential. We consider our mission statement a commitment to 0Uf cus

; 9-va|ueS-Pd‘

3 WMv'ab(mt“""i“"bu'\!‘3-<I<>.u|</~/media/Files/S/Sainsburys/sainsburys—ar201

Source: Microsoft website.

._“&léfions exercise:an
link their miissi

i

N Jeliver On that commitment by striving to create technolo
¢ all agES and abilities. Microsoft is one of the industry leader
‘; 1ding products that are safer and easier to use
Ul

Asa company. and as individuals, we value integrity hon esty, ope
itic | nne
Constructive self-criticism, continual self-improvement. and g -5, Personal excellence
L e

. 'VVE r
stomers and partners and have a passion for t : are Committen
and pride ourse

lves on seeing them through. We hold ourselyes accountab)! n big Challenges
2

partners, and employees Dy honouring our commitments € 10 our customers
Providing re
triving for the apei

highest quality.

ome directors feel that their mission (or vision) statement provides a con
; cr

- cémpany’s purpose, values, and direction, which guides strategete won

ion of the-‘"" Tavees, and informs custom d Couisons
nspires @ fiployees, ers and other stakeholders. Such mission state.

- s fieed'to be a clear, but succinct, indication of the core purpose and values of th
-

enferprise. /
| QOthér directors,

5

however, feel that written mission statements can be at best a bland public
I d at worst an exercise in futility. Certainly, unless directors believe in and
&n with their strategic decisions, a public mission statement becomes little

more than ajmarketing slogan or a sign on the wall for employees.

‘Wbdfdrmulates corporate strategy?

What does strategy formulation involve? One of the primary duties of every board is to ensure

that its enterprise is heading in the right direction. The board that lacks a shared view of their
entity’s purpose and future direction cannot develop an effective corporate strategy. Strategy
formulation is the process of generating and reviewing alternative longer-term directions
for the enterprise that lead towards the achievement of its purposes, consistent with the risk

profile acceptable to the board.
Who is responsible for formulating strategy

egy formulation process. In a board with a majority of executi
entities, family companies, and in some subsidiary companies, the board is likely to be heav-

lly involved in the strategy formulation process because many of the directors are ‘wearing
two hats’ as both manager and director. Consequently, they can contribute to the strategic
discussions directly from their own knowledge and experience of the business. The chéllenge
to boards dominated by executive directors is that they are 'marking their OWN gxammaﬂon
papers’, and might lack a critical perspective. On such boards, non-executive dnrectorsbcar:
Play a vital role, offering alternative insights, raising important questions, for example 2 °“t
fisks involved, and by challenging conclusions. Advice £ om senior managers, who aré i
on the board, external consultants, and other experts can also add important dim
strategic thinking.
By contrast, in a board with a majority of independent outs g
US and UK listed companies, strategy is typically dnver by top manager
- Management team. What then is the role of the board? Can non-€

| h about th
X ‘Pdependent of the company and its business o kn'ow gn'?:87 Some also queston
and jts industry to make a realistic contribution tO strategic think! &’

? Boards vary in their involvementin the strat-
ve directors, as in many small

de directors, as In most large
t—the CEO and
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pc‘:lrucm(."'y
a"y in Such
W and pPro.

: ¢ h eCtOrs the
fer the strategles back for further work, before Biving t )
Cir

gestion, challengé, octors can make a significant contribution, drawing op, their

. . . e :
approval. ln:ep;r:::t. ' dindustries, using their professional skills, and applyingStra::;
rence in Other

formulating €xpe renc

ment team undertakes a strategic revie

Long-range planning

ted? A formal approach to strategic planning, still adopted by a fey

. ctrate formula : -
Hor\:pl:;‘&‘ ;sg:'h o creation of a long-range plan. Essentially, long-range planning exteng; the
CO '

~ual budgeting process over longer strategic time horizon, perhaps three, four, o f,,
an At least this approach forces boards to focus on the longer term. But the drawbacs
):ea?pparent.The planneris, conceptually, insidg the orgar.\iz.ation Iqoking out. The approach
Eails to take a strategic perspective, perpetuatu?g the exlstl.ng business, rather than focys.
ing on its strategic context, recognizing strategic change.s In custorr.\er demands, markets
competition, technology, supply chain issues, and financing. It also ignores changes in the
economic, political, or societal context.

Strengths, Weaknesses, Opportunities, Threats (SWOT) analysis

A more penetrating approach to strategic analysis, that is still widely used, is SWOT analysis
(Strengths, Weaknesses, Opportunities,and Th reats), which seeks to relate the internal sj f‘
tion in the firm to its external strategic context. m)
The SWOT analysis undertaken by a UK estate agent (realtor) is given in Corporat‘é‘.Gf’é‘wé'r‘r'i?
ance in Action 8.4. The strategic insights were generated using a half-day strate’gld;mﬂ(shop.

run by a consultant and attended by the directors and top management fiﬂf!'ﬁ!“y‘ﬁf m’s head
and regional offices. QY n

)

1

| | 1\:\

4. 8

Corporate Governance in Action 84 SWOT analysi; fora ldﬁgge?tab'“hed
estate agent (realtor) N\

The conclusions of
as follows: Ol a strategy workshop, attended by key personnel in the organization, were charted

.

Strengths

¢ Awell-known and respected brand name

¢ Agood
. wi ; market share where we are represented
ave been successful for 35 years

|
»

g BOARD STRATEGIES, POLICIES, SUPERVISION AND Ac
' COUNTABILIT
Y

+ sellers and buyers respect our business methods
oths

o |eaflets, and adverts for promoting properties are successful

on as a good employer

| and management control systems

o Effective fnanc

wgaknesses

Competition from internet-based agencies with no agency offices
©

High overheads, particularly rents and salaries

()
~#

overheads rising
. R
Cash flow erratic '“.Z' 3 \
Aéw elients—pressure of work
clow to respond 10 f1EW ¢ P

insufficient tim¢ withiclients

«n

Higher mamem??"lt autho.ritz required for decisions—slows the contract process and stifles staff
initiative A\
o o“}mbﬁtels still bemlhgﬁ%ved
. 'Téi;ébhbne inquigés "'ﬁq;ﬁell handled
t “ Staff mrnqggr-éxpérienced staff being poached
v omanugﬁgng inertia—slow to change direction—overconfidence
R S

O"ppohumtles

( 4.": et D 2 . ° ®

o :gur business sector is expanding—growth in sales of new house builds and existing properties
\ #® Commercial property sector sales not yet in portfolio

@ Many opportunities for development of new client services

@ Our competitors may be slow to adopt new technologies

Threats

Competition rife—internet agencies, national franchised chains, private sales

Vulnerable to internet—developments unpredictable
New ways to buy and sell houses erodes our position
Developments in technology change the basics of the business
Anew strategy by a large competitor ruins our market position

More
government controls and charges on property transfers

The strategic situation
analysis, What eme
real-estate busin
by franch
Success,
change a

facing the firm, both internally and externally, is certainly highlighted by this

rges is a picture of a long-established, successful, but over-bureaucratic. firm i.n the

ised ch gss facing vulnerability in an increasingly competitive market, which is being dqven
aIns and a shift towards marketing via the Internet. The self-confidence rooted in past

e difficulty of adapting to change, and the need to develop a sense of urgency for strategic
'€ apparent,





