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MEDS-052 CSR PROCESS

Dear Learner,

Welcome to the course, MEDS — 052 on ‘CSR Process’. After reading about the
‘Fundamentals of CSR’ in MEDS — 051, by now you have a fairly good
understanding of the concept of CSR, its local and global perspectives, the various
legislations that govern the CSR activities in India and in other countries, and
the various thematic areas in which the CSR activities can be undertaken. In this
course, we move a step forward and learn how CSR is operationalized, what the
CSR culture is, who the stakeholders are and how best can they be involved in
promoting CSR in its right spirit. In this course we also learn how CSR is aligned
with sustainable development.

Course Structure

This course has four blocks. The content covered under each of these blocks is
as follows:

BLOCK 1 BLOCK 2 BLOCK 3 BLOCK 4
Operationalizing ~ CSR Culture Stakeholder CSR for
CSR and Diversity Engagement Sustainable
Development

Stakeholders

Structural and Employer
Functional Setup Perspective

NGOs and
Cooperatives

Selection of
Goals and
Indicators

Employee

. Engagement
Business £a8

Strategy in
CSR

CSR and
Government
Programmes Implementation
Plan and Focus

Corporate Area Alignment
Foundations

Entrepreneurship
and Welfare

Governance
and Corporate
Ethics

Collective Action

. d
Local Bod e
SRS Collaboration

Rehabilitation
and Resettlement

Course Objectives

e To understand the CSR process in terms of the structural and functional
setup, strategic planning for CSR, aligning business strategy with CSR
interlinking CSR with corporate ethics and corporate governance.

e To understand CSR culture of welfare and social inclusion, employee
engagement in CSR and the CSR perspective from employer’s point of view.

e To identify the various stakeholders in CSR and to know how to fruitfully
engage with them.

e To be able to advocate for sustainable development through CSR.

Learning Outcomes

After successful completion of this course, the learners are expected to be able
to:



e Explain in detail the steps involved in strategic planning in CSR
e List various strategies for employee engagement in CSR

e Describe how to prioritize stakeholders in accordance with their expectations
and relevance to the organization

e Interlink (Sustainable Development Goals SDGs) with CSR projects and
align the goals with corporate core strategies

For your convenience and easy handling, the SLM under MEDS-052 is presented
in two volumes with two blocks each. Both the volumes are connected in such a
way that after completing all 16 units, you will gain better knowledge and
understanding of CSR Process.

Block 1, Operationalizing CSR with three units deals with the structural and
functional set up, business strategy in CSR and governance and corporate ethics.

Block 2, CSR Culture and Diversity with four units discusses the employer
perspective of CSR and employee engagement and also issues related to welfare,
rehabilitation and resettlement.

Block 3, Stakeholder Engagement with five units discusses comprehensively
the identification of stakeholders and engagement with NGOs and co-operatives,
government, corporate foundations and local bodies.

Block 4, CSR for Sustainable Development with four units deals with various
UN SDGs, indicators for each of the SDGs, implementation plan, alignment
with the focus area, collective action and collaboration.
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BLOCK 1 OPERATIONALIZING CSR

Block 1: Operationalizing CSR consists of three units.

Unit 1: Structural and Functional Setup discusses the structure of CSR
committee and board. It also discusses CSR policy and its objectives. It discusses
in detail the steps involved in strategic planning in CSR.

Unit 2: Business Strategy in CSR deals with the concept of business strategy,
the importance of a good business strategy and steps needed to achieve sustainable
corporate strategy. It also discusses the sustainability risks and challenges for
the corporate.

Unit 3: Corporate Governance and Business Ethics discusses the concept of
corporate governance and the elements of good corporate governance. It also
discusses business ethics, the importance of corporate ethics and approaches to
ethical decision making.



UNIT1 STRUCTURALAND FUNCTIONAL
SETUP

Structure

1.1 Introduction

1.2 Policy Formulation and Organizational Setup
1.3 Methodology of CSR

1.4 CSR Thematic Areas/Activities

1.5 CSR: Strategic Planning

1.6 Let Us Sum Up

1.7 Keywords

1.8 Bibliography and Selected Readings

1.9 Check Your Progress — Possible Answers

1.1 INTRODUCTION

The practice of CSR is not new to companies in India. However, what the
Companies Act 2013 has done is bring more companies into the fold of CSR.
Also, it is likely that the total CSR spends will increase. What is clear to many
Companies is that if this increased spending is to achieve results on the ground,
which is one of the core intents of the Act, then it is needed to be done strategically,
systematically and thoughtfully. It is in this context that the present unit envisages
equipping you for this shift towards structured engagement with communities. It
suggests steps to develop a CSR strategy and policy, and identifies the key building
blocks for initiating and developing the CSR programmes. It takes the CSR
practitioner through some of the key choices that may be required to be made
while pursuing CSR objectives and help develop internal capabilities in an
organization that is socially sensitive and responsible. A major part of the unit
focuses on the ‘what’ and ‘how’ of strategizing, planning, executing, and
monitoring the CSR activities of companies.

After studying this unit, you will be able to:
. Explain the policy formulation of CSR and organizational set up

. Discuss the formation of CSR Committee of the Board of Directors, its
roles and responsibilities

. Identify the thematic areas

. Describe strategic project management

1.2 POLICY FORMULATION AND
ORGANIZATIONAL SETUP

Once a company is covered under the ambit of the CSR, it is required to comply
with the provisions of the CSR. The companies covered under Sub Section 1 of
Section 135 are required to do the following activities (Fig. 1.1 and Box 1):
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Fig. 1.1: Responsibilities of the CSR Committee
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Box 1: List of Responsibilities of the CSR Committee

1) Asprovided under Section 135(1), companies are required to constitute a
Corporate Social Responsibility Committee of the Board “hereinafter CSR
Committee”. The CSR Committee shall comprise of three or more
directors, out of which at least one director shall be an independent director.

2) All such companies should formulate CSR Policy.

3) Allsuch companies shall spend, in every financial year, at least two percent
of the average net profits of the company made during the three
immediately preceding financial years, in pursuance of its Corporate Social
Responsibility Policy. It has been clarified that the average net profits
shall be calculated in accordance with the provisions of Section 198 of
the Companies Act, 2013. Also, provison to the Rule 3(1) of the CSR
Rules that the net worth, turnover or net profit of a foreign company of
the Act shall be computed in accordance with the balance sheet and profit
and loss account of such company prepared in accordance with the
provisions of clause (a) of sub-section (1) of section 381 and section 198
of the Companies Act, 2013.

4) The Board’s report shall disclose the compositions of the CSR Committee.
(Sourse. http://finance.bih.nic.in/Documents/CSR-Policy.pdf ON 12/12/19)

1.2.1 The Objectives of CSR Policy

CSR Policy of a company is laid down with the following objectives:

. Establishing a guideline for compliance with the provisions of regulations
to dedicate the recommended percentage of company’s profits for social
projects.

. Ensuring the implementation of CSR initiatives in letter and spirit through
appropriate procedures and reporting.

. Creating opportunities for employees to participate in socially responsible
initiatives.

Many PSUs and conglomerates do have written policies being government

undertakings whereas, private companies of repute like Tata Steel, Reliance,

Ambuja, Aditya Birla also have developed detailed CSR policies. The CSR policy

reflects vision and mission statement, beneficiaries to be covered, thematic areas
undertaken, place of implementation, etc.



1.2.2 CSR Committee and Board

The composition of the CSR committee varies based on the type of company.

Composition of CSR Committee

Type of Company Composition

Listed Three or more Directors including atleast
one Independent Director

Unlisted and Private Three or more Directors, an Independent
Director is mandatory

Private Two Directors

Foreign At least two persons, one of which must be

company’s represenative in India

Clause 135 of the Act lays down the guidelines to be followed by companies
while developing their CSR programmes. The CSR committee remains
responsible for preparing a detailed plan on CSR activities, including the
expenditure, the type of activities, roles and responsibilities of various
stakeholders and a monitoring mechanism for such activities.

Net worth> 500 crores INR
Turnover >1000 crores INR
Net profit > 5 crores INR

i Role of the Board

Role of the CSR Committee

Three or more Directors

L] Form a CSR committee =4 including at least one
independent Director

=1 Approve CSR policy Formulate and recommend a

CSR policy to the Board
Ensure implementation
of activities under CSR

4 Ensure 2% spend

Recommend activities and
==1the amount of expenditure
to be incured

Disclose reasons for not Monitor the CSR policy
b spending the amount —| and projects from time
(ifapplicable) to i
0 time

Fig 1.2: Role of the Board and the CSR Committee

The CSR committee can also ensure that all the kinds of income accrued to the
company by way of CSR activities should be credited back to the community or
CSR corpus. The Act requires that the board of the company shall, after taking
into account the recommendations made by the CSR committee, approve the
CSR policy of the company and disclose its contents in their report and also

Structural and Functional
Setup



Operationalizing CSR

10

publish the details on the company’s official website, if any, in such manner as
may be prescribed. If the company fails to spend the prescribed amount, the
board, in its report, shall specify the reasons.

Formulating a policy document and the selection of the board and the committee
is an excellent starting point for any company new to CSR. In case a company
already practices CSR, this committee should be set up at the earliest so that it
can guide the alignment of the company’s activities with the requirements of the
Act.

For effective implementation, the CSR Committee must also oversee the
systematic development of a set of processes and guidelines for CSR to deliver
its proposed value to the company, including:

. Processes such as developing CSR strategy and operationalizing the
institutional mechanism.

. Repetitive processes such as the annual CSR Policy, due diligence of the
implementation partners, project development, project approval,
contracting, budgeting and payments, monitoring, impact measurement and
reporting and communication.

A set of such enabling processes, their inter-relationships and the sequence in
which they need to be developed have been identified in Fig. 1.3. While
developing these processes, no standard set of recommendations exist for all
companies. However, an overview of the required details, the activities required
to be completed for each of these processes along with some additional guidance
on critical issues have been provided below:

i [
(D : Developing a CSR : ) : Operationalizing the :
E Policy and Strategy :

1

(D Il)ue Dlhgence of + : Project Development :
T 1 PoommemEemmmmm— 1
| : 1 Finalizing the Arrangement |

3 : Project Approval 1 + =with the Implementing Agencyl

Project Implementation

1
4 l Progress Monitoring and Reporting |

1
Report Consolidation and :
1

I
i 1

Impact Measurement |+ ! o
I l Communication
:

Fig. 1.3: Role of Committee in CSR Processes
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1.3 METHODOLOGY OF CSR Setup

CSR is the procedure for assessing an organization’s impact on society and
evaluating its responsibilities. It begins with an assessment of the following
aspects of each business:

. Customers

. Suppliers

. Environment

. Communities, and
. Employees

The most effective CSR plan ensures that while organizations comply with the
legislation, their investments also respect the growth and development of
marginalized communities and the environment. CSR should also be sustainable,
involving activities that an organization can uphold without negatively affecting
its business goals.

Organizations in India have been quite sensible in taking up CSR initiatives and
integrating them into their business processes. It has been progressively projected
in the Indian corporate setting because organizations have recognized that besides
growing their businesses, it is also important to shape responsible and agile
relationships with the community at large. Companies now have specific
departments and teams that develop specific policies, strategies, and goals for
their CSR programmes and set separate budgets to support them. Most of the
time, these programmes are based on well-defined social beliefs or are carefully
aligned with the company’s business domain.

1.3.1 CSR Trends in India

Since the applicability of mandatory CSR provision in 2014, CSR spending by
corporate India has increased significantly. In 2018, companies spent 47 percent
higher as compared to the amount in 2014-15, contributing INR 7,536 crores
(US $1 billion) to CSR initiatives, according to KPMG India CSR Reporting
Survey, 2018. Listed companies in India spent INR 10,000 crore (US$1.4 billion)
in various programmes ranging from educational programmes, skill development,
social welfare, healthcare, and environment conservation, while the Prime
Minister’s Relief Fund saw an increase of 139 percent in CSR contribution over
last one year.

The education sector received the maximum funding (38 per cent of the total)
followed by hunger, poverty, and healthcare (25 per cent), environmental
sustainability (12 per cent) and rural development (11 per cent). Programmes
such as technology incubators, sports, armed forces, reducing inequalities saw
negligible spends. Taking into account the recent amendments to CSR provisions,
industry research estimates CSR compliance to improve and range between 97
to 98 per cent.

11
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1.3.2 Examples in CSR (India)

Tata Group - The Tata Group conglomerate in India carries out various CSR
projects, most of which are community improvement and poverty alleviation
programmes. Through self-help groups, it has engaged in women’s
empowerment activities, income generation, rural community development,
and other social welfare programmes. In the field of education, the Tata Group
provides scholarships and endowments to numerous institutions. The group
also engages in healthcare projects, such as the facilitation of child education,
immunization, and creation of awareness of AIDS. Other areas include
economic empowerment through agriculture programmes, environment
protection, providing sports scholarships, and infrastructure development,
such as hospitals, research centers, educational institutions, sports academy,
and cultural centers.

Ultratech Cement - Ultratech Cement, India’s biggest cement company is
involved in social work across 407 villages in the country aiming to create
sustainability and self-reliance. Its CSR activities focus on healthcare and
family welfare programmes, education, infrastructure, environment, social
welfare, and sustainable livelihoods. The company has organized medical
camps, immunization programmes, sanitation programmes, school enrollment,
plantation drives, water conservation programmes, industrial training, and
organic farming programmes.

ITC Group - ITC Group, a conglomerate with business interests across hotels,
FMCQG, agriculture, IT, and packaging sectors has been focusing on creating
sustainable livelihoods and environment protection programmes. The
company has been able to generate sustainable livelihoods opportunities for
six million people through its CSR activities. Its e-Choupal programme, which
aims to connect rural farmers through the internet for procuring agriculture
products, covers 40,000 villages and over four million farmers. It’s social
and farm forestry programme assists farmers in converting wasteland to
pulpwood plantations. Social empowerment programmes through micro-
enterprises or loans have created sustainable livelihoods for over 40,000 rural
women.

The above examples show that companies adapt thematic areas of
interventions and accordingly plan their strategy to implement the same. In
next part of the unit, you will get to know the areas given under law to be
adapted by companies.

Source:https://www.india-briefing.com/news/corporate-social-responsibility-india-
5511 . html/

Activity 1

Visit a CSR project being implemented in the city of your residence. Enquire
about the project coverage and its impact and write about them in your own
words.




1.4

CSR THEMATIC AREAS / ACTIVITIES

The policy recognizes that corporate social responsibility is not merely
compliance; it is a commitment to support initiatives that measurably improve
the lives of underprivileged by one or more of the following focus areas as notified
under Section 135 of the Companies Act, 2013, and Companies (Corporate Social
Responsibility Policy) Rules 2014:

i)

i)

iii)

vi)

vii)

viii)

xi)

xii)

xiii)

Xiv)

Eradicating hunger, poverty and malnutrition; promoting preventive health
care and sanitation and making safe drinking water available;

Promoting education, including special education and employment
enhancing vocation skills, especially among children, women, elderly and
the differently-abled; and livelihood enhancement projects;

Promoting gender equality, empowering women, setting up homes and
hostels for women and orphans; setting up old age homes, day care centers
and such other facilities for senior citizens; and measures for reducing
inequalities faced by socially and economically backward groups;

Reducing child mortality and improving maternal health by providing good
hospital facilities and low cost medicines;

Providing hospital and dispensary facilities with more focus on clean and
good sanitation so as to combat human immunodeficiency virus, acquired
immune deficiency syndrome, malaria and other diseases;

Ensuring environmental sustainability, ecological balance, protection of
flora and fauna, animal welfare, agro-forestry, conservation of natural
resources and maintaining quality of soil, air and water;

Employment enhancing vocational skills;

Protection of national heritage, art and culture including restoration of
buildings and sites of historical importance and works of art; setting up
public libraries;

Promotion and development of traditional arts and handicrafts;

Measures for the benefit of armed forces veterans, war widows and their
dependents;

Training to promote rural sports, nationally recognized sports, sports and
Olympic sports;

Contribution to the Prime Minister’s National Relief Fund or any other
fund set up by the Central Government for socio-economic development
and relief and welfare of the Scheduled Castes, the Scheduled Tribes, other
backward classes, minorities & women;

Contributions or funds provided to technology incubators located within
academic institutions, which are approved by the Central Government;

Rural development projects, etc.

Structural and Functional
Setup
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Operationalizing CSR xv) Slum area development. Explanation — for the purposes of this item, the
term, slum area, shall mean any area declared as such by the Central
Government or any State Government or any other competent authority
under any law for the time being in force.

FEradication of

extreme
Other matters poverty and '
as may be hunger Promotion of
prescribed education

Contribution to

Prime Minister's .
Relief Fund and Gender equity
other state and and women

other funds empowerment

Reducing child

mortality and
improving mater-
nal health

Employment
enhancing
vocational skills

Combating
HIV/AIDS,
maternal and
other disease

Social
buisness
projects

Environmental
sustainability

Fig. 1.4: Indicative activities under CSR specified under Schedule VII of the Act

A Range of CSR Activity's at NTPC.

Health
Environment (Hospitals at
(New technologies, projects, Community
efficiency Mohile vans etc.) Development
improvement, = 1 4 (Peripheral Dev. &
Ash RS | Comm. Welfare)
utilization, CENPEEP : /
L‘l(_'J
Human = e
Resources | ™ R&R
{Skill L | [1111;:\1:“11
Development, 4 packages,
L'l.1|‘:.'llrit;- [T:it:::::i'nr COMmunity
" ; level 3
Building) R I B development)

support for offsite
DMP)

Fig. 1.5: CSR Activities at NTPC
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The above list is illustrative not exhaustive. All activities under the CSR domain
should be environment friendly and socially acceptable to the local people and
society (Fig. 1.5, activities at NTPC under CSR). Contribution towards the Chief
Minister’s Relief Fund shall be a part of CSR activities over and above 2% of net
profit other than the activities mentioned above. Further the Ministry of Corporate
Affairs vide Notification dated 24.10.2014 increased the scope of contribution
made towards Corporate Social Responsibility Activities namely: contribution
to the Swatch Bharat Kosha setup by the Central Government for the promotion
of sanitation and contribution to the Clean Ganga Fund set-up by the Central
Government for rejuvenation of the River Ganga.

Check Your Progress - 1
Notes:  a) Write your answers in about 50 words.

b) Check your answer with possible answers given at the end of the
unit.

1) Name the indicative activities which can be undertaken by a Company under
CSR.

1.5 CSR: STRATEGIC PLANNING

For effective implementation, the CSR committee must also oversee systematic
development of a set of processes and guidelines for CSR to deliver its proposed
value to the company, as discussed in Section1.2.2. Now this section discusses
an identified set of enabling processes, their inter-relationships and the sequence
in which they need to be developed as shown in Fig 1.3. While developing these
processes, no standard set of recommendations exist for all companies. Following
are suggested steps involved in strategic planning while developing the
programme.

1.5.1 Steps in Strategic Planning in CSR

Each step is described generally under three major heads. The first head deals
with the purpose of that step. The second head deals with the process which

Structural and Functional
Setup
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covers the objectives of that step, the owners of that particular step, the inputs
required and the outputs generated as a result of fulfillment of that step. The
third head describes the various activities that will form a part of that particular

step.

Step I: Developing a CSR Strategy and Policy

a)

b)

d)

Purpose: CSR strategy refers to what the company expects to achieve in
the next three to five years and incorporates the vision, mission and goals
on a broader level. It also outlines how it plans to achieve these in terms of
organization and approach.

Framework: An effective CSR strategy should articulate its (i) target group;
(i) area of operation (iii) sectors or issues it wishes to address.

Process:
Objective: Developing the CSR strategy and policy.

Process owners: The CSR committee is the owner of the process.

Inputs: Guidance from the Board, requirements of the Companies Act,
business strategy and plan of corporate, the involvement of the supply
chain are needed; both, national and other interests of the company would
be included in development priorities.

Output(s): The CSR Policy document, identification of sectors and issues,
and actual benefit of people are the output.

Activities: The first part of activities would be reviewing the past and
monitoring the current CSR activities to match Schedule VII of the
Companies Act, 2013; Second part will define the company’s activities
under CSR strategies for next 3 to 5 years.

Vision and Mission: The CSR thrust is on community development. A
CSR vision statement is a vivid, compelling description of its future CSR
position.

i) Sectors and issues: CSR covers a broad spectrum of issues that must
be taken into account in business conduct. This includes working
conditions, human rights, and the environment, preventing corruption,
corporate governance, gender equality, occupational integration,
consumer interests and taxes.

ii) Area of operation. States and districts; underperforming states not a
priority for CSR fund. Policy anomaly tilts CSR scales in favour of
states.

iii) Beneficiaries: The target beneficiaries have every right to know if there
is any social auditing and certification process in place for the money
taken out (in their name) by the corporate world to check the impact of
CSR.

iv) KPIs (Key Performance Indicators): Global Reporting Initiative’s
(GRI) reporting guidelines, specifically its performance indicators, can
be used to help a company create ethical Corporate Social Responsibility



(CSR) strategies and to also help stakeholder groups evaluate how much
of a company’s CSR initiative truly means the stakeholder definition
of CSR and how much is merely philanthropy or marketing.

v) Determining the implementation mechanism:
1) Grant-making or direct implementation;

i1) Institutional mechanism: in-house department, corporate foundation,
partnerships with other NGOs; implementation of CSR means that
enterprises abide by laws, regulations, social norms and business
ethics, effectively manage the influence of the corporate operation
upon the stakeholders and the natural environment, and maximize
the comprehensive value in economic, social and environmental
aspects.

vi) Establish methods for monitoring and reporting: CSR project
monitoring, evaluation and reporting are management requirements for
the successful implementation of any CSR project to ensure that the
said project achieves the required objectives.

Example-The Aditya Birla group has a vision “To actively contribute
to the social and economic development of the communities in which
it operates. In doing so, build a better, sustainable way of life for the
weaker sections of society and raise the country’s human development
index”.

Aditya Birla CSR Achievements

e Runs 5,000 medical camps and 20 hospitals

e Immunized 70 million children against polio

e QOperates 56 schools for 46,500 school children

e Skill training for 95,000 people

e Mid-day meal every day for 63,000 children in 268 schools
e Provide solar lamps for 450,000 school children

Step II: The Institutional Mechanism

a)

Purpose: In order for a corporate to gain the greatest leverage and a strategic
advantage through the investment of intellectual and financial resources,
they are required to select their implementation mechanism. In terms of
implementation mechanism, a company has several options, which are
permitted under the CSR draft rules:

1) The grants can be made directly by an in-house CSR Department or
through the company’s grantmaking foundation.

i1) Making grants to an independent implementation partner (which has a
track record of at least three years), e.g., NGOs of state or national
repute.

Structural and Functional
Setup
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b)

Process:

Objective: A company’s objective is to establish a legal entity and aligning
the accounting, tax, finance, administration, HR and IT systems to deliver
the commitments made in the CSR policy.

Process owners: The CSR committee is the process owner.

Inputs: The CSR strategy

Output(s): (i) Creation of a separate legal entity or a CSR Department for
CSR activities; (i1) Other institutional mechanisms to align the accounting,
finance, administration, HR and IT systems with CSR activities.

Activities: For the CSR implementation the company should have an
in house CSR department or it can collaborate with a trust, society,
foundation (Not for profit Section 8§ Company) for example Aditya Birla
Centre for Community Initiatives and Rural Development works with
WHO, Australia India Council, Bill and Melinda Gates Foundation, Habitat
for Humanity, CII, European Union (EU), Global Compact Network,
International Rotary Club, National Skills Development Council, FICCI,
NABARD, NACO, CARE, IGNOU, Aide et Action, SEWA, BAIF,
MYRADA, Basix, CARD, Art of Living Foundation, Smile Foundation,
Maya Foundation, ChildLine India Foundation and local NGOs.

The next step would be to identify the implementation model (grant making,
direct project execution, etc.). A funding source needs to be finalized; for
CSR work, employees’ job descriptions, their roles and responsibilities
should be clearly stated and a proper reporting system to the CSR team
should be defined. The existing finance, administration and IT systems
should have a clear picture of the total CSR fund received, its expenditure
and balance. The CSR team should be intimated well in advance about the
allocation for the expenses (or assets created) so that the work of running
the project should not be hampered.

Activity 2

Visit a CSR project being implemented in the city of your residence. Enquire
about and record the names of the project partners involved in the
implementation of that project.

Step I1I: Due Diligence of the Implementation Partner

a)

Purpose: Due diligence refers to the process a company undertakes to
determine the risks as well as the benefits of working with a potential
implementation partner. This process has to be sufficiently effective to
ensure that a company’s implementation partners have the reputation,



b)

competence and integrity to deliver effective programmes on the ground.
The due diligence process consists of five primary areas for investigation:
competence of the implementation partner; identity; management;
accountability; transparency and financial capability.

Process:

Objective: Selecting the implementation partner.

Process owners: The CSR department or company foundation.
Inputs:

1) The CSR Strategy and Policy.

i1) Discussions with communities, management, staff, other funders, local
government officials, local leaders or influencers, auditors studying
the books of accounts and the auditor’s report.

Output(s): A due diligence report.

Activities: Establishing a due diligence criteria to evaluate the
implementation, permits and licenses, systems, processes, public image,
management, team strength, track record, financial capacity, competence
level, presence in desired geography, compatibility with company CSR
policy. Establishing due diligence criteria for evaluation and empanelment
of private funders for partnership and joint projects is also required.
Evaluating partnership opportunities for its risks and benefits and any
conflicts of interest between the stakeholders need to be identified.

Step IV: Project Development

a)

b)

Purpose: The CSR strategy of a company will be implemented through a
series of projects with clearly identified starting to end cycle. It has to
have synergy between input and output i.e., funds, other resources, and
total expenditure. These projects could be of any length, short duration (a
few months) or multi-year.

Process:
Objective: Developing a feasible project proposal.

Process owners: The implementation agency (the CSR department,
company foundation or the NGO partner).

Inputs: (i)The CSR Policy (i1) Institutional mechanisms (ii1) Information
from the government sources, previous studies done in the area, etc. (iv)
Information on programmes targeting similar geographies and beneficiary
groups or strategies (v) Monitoring impact, measurement reports from any
earlier Projects.

Output(s): A project proposal that details:
1) project context including the roles of other stakeholders;
i1) key needs of target beneficiaries;

ii1) project goals, KPI (Key Performance Indicators), baselines and expected
end lines;

iv) project milestones for progress monitoring purposes;
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v) activities and timelines to achieve the stated project goals;
vi) budgets along with the purpose of expenditure;
vii) risks and mitigation strategies;

viii) progress reporting: step by step narration from starting to end.
Activities:

1) Developing a framework to identify key stakeholder groups including
the local community, the local government or bodies, academia and
research institutions, investors, etc.

1) Conducting a needs assessment (if required) to assess development
priorities. The methodology for this can be participatory processes,
surveys or a combination of the two.

1i1) Studying and adopting good practices to address similar challenges
based on prior experiences or lessons available from other practitioners
and develop the approach.

iv) Detailing the project: objectives, beneficiaries and impact on the
beneficiaries, assumptions, expected outputs and outcomes, detailed
activities, potential to influence public policy and practice.

v) Identifying indicators of success with the means of verification and
establish baseline for each. This can be commissioned as a separate
study or can even be included at the need assessment stage.

vi) Estimating the budget and how it will be funded specifying community
contributions, leveraging of government schemes and contributions
from other donors.

vii) Indicating monitoring and evaluation methodologies for impact
measurement.

Step V: Project Approval

a)

b)

Purpose: Every Project, whether developed by the in-house team or an
external agency, must be formally examined and approved. This is to ensure
that each project is in line with the CSR strategy and policy, that the
monitoring indicators are clearly defined and relevant and that there is
adequate budget available. The projects must be scrutinized carefully for
their durations and resource demands.

The CSR committee is ultimately responsible for every project. It can,
however, choose to delegate authority to a project approval committee
consisting of company staft and outside experts with clearly defined roles
and responsibilities.

Process:

Objective: Approve projects based on the CSR policy objectives, principles
and guidelines.

Process owners: The CSR committee or the delegated project approval
committee.



Inputs: Project proposal; due diligence report. (Should be forwarded to
the implementation unit)

Output(s): An approved project proposal including a monitoring process
and reporting and clear-cut delegation of work, 1.e., who will do what should
be outlined.

Activities:

1) Determining the delegation of power for project approval;

i1) Establishing an evaluation framework for appraisal of the project
concepts;

ii1) The project concept should align with CSR policy;

iv) Establish theory of change. This requires need based tests which result
in value for money and efficiency;

v) Reviewing risks and mitigation measures;

vi) Identifying resource availability and any specific organizational
requirements and constraints;

vii) Laying down organizational supervision and oversight requirements.

Step VI: Finalizing the Arrangement with Implementing Agency

a)

b)

Purpose: While working with an external agency, it is very important to
enter into a formal arrangement which is referred to, here, as a Memorandum
of Understanding or MoU. It defines the roles, responsibilities, deliverables,
commitments and consequences in case of any breach. This is essentially a
formal acknowledgement that all the partners have voluntarily consented
to work together to achieve an agreed outcome that requires each one to
play their respective roles.

Disbursement scheduling: For a project to deliver the desired results, it
should have sufficient funds and resources to carry out the planned activities.
At the same time, having excess funds in the bank account is not prudent
financial management. Thus, the scheduling of disbursements is important
both for the company (to plan its cash flows from the CSR budget) and the
implementing agency, and hence needs to be detailed in the MOU.

A good practice suggests that the scheduling of disbursements should be
linked with the activities planned for each period; this can be a quarter, six
months or a year depending upon the administrative convenience and budget
sizes. Thus, the project budget needs to be broken up accordingly and the
funds required for the subsequent period should be made available in
advance.

Process:

Objective: Agree upon and sign MoU with the partner.

Process owners: The CSR Department or Company Foundation.
Inputs: (i) An approved project proposal

(i1) A due diligence report

Output(s): MoU with the implementing agency including disbursement
schedule.
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d)

Activities:

1) Developing a template for the MoUs based on the context. Specify the
outputs and outcomes, the approach and methodology, the KPIs, key
parameters to be monitored and reported, the mode of communication,
contract management team, scope of change in management procedures,
dispute or conflict resolution mechanisms, inspection and audit
requirements, contract close out requirements, timelines, milestones
and deliverables, budgets, process of invoicing and release of payments,
etc.

i1) Establishing a process for negotiation (the MoU with the implementing
Agency).

ii1) Finally, agreeing upon and signing the MoU.

Step VII: Progress Monitoring and Reporting

a)

b)

Purpose: Routine progress monitoring serves the following three important
purposes:

1) Ithighlights any shortcomings and helps to determine corrective action
that must be taken if need be

i1) It provides an excellent opportunity for learning: what worked and
what did not. This can then be immediately applied to other projects

ii1) This is an essential part of the Directors’ Report as per the CSR clause
of the Companies Act, 2013.

Process:

Objective: Monitoring progress, learning lessons and helping to prepare
the reporting.

Process owners: The CSR committee

Inputs: (i) The approved project proposal

(i1) Previous monitoring reports.

Output(s): (1) Determining mid-course corrections
(i1)) Recommendations for future project designs

(ii1) Project monitoring reports to the CSR committee.

Activities: (i) Based on the approved project proposal, the need is to
determine the monitoring schedule for each project;

i1) Obtaining all relevant progress reports from the project, studying them
and making a note of the gaps;

ii1) Holding discussions with the implementation team about shortcomings
(if any) and to agree on corrective actions. This may be done through a
field visit or remotely, based on what has been agreed in the MoU;

iv) Holding discussions with the implementation team regarding what
lessons are emerging and how they can be applied within the project as
well as outside.



Step VIII: Impact Measurement

a)

b)

Purpose:

The impact of CSR projects can be varied. For instance, a girl child
education programme can show increased enrolment and retention of girls.
Further impact such as improved learning levels, will take at least a year.
So, impact measurement studies have different objectives from project
monitoring and typically have to be undertaken after providing sufficient
time for them to manifest.

Process:
Objective: Measuring outcomes and impact of projects.
Process owners: The CSR committee

Inputs: How resource planning is done and alignment with the project
MoU.

Output(s): On the basis of the impact measurement report,
recommendations for future project designs need to be taken care of.

Activities: (i) Identifying methods for conducting impact assessment and
outcome measurement suited to the context and size of the project and
budgets available.

i1) Defining the skills required for the impact measurement team and
accordingly identifying, selecting and appointing the team.

i11) Assisting the team in sample selection, conducting surveys and ‘Focus
Group Discussions’.

iv) Making provisions for site visits by the team.
v) Undertaking the impact measurement exercise and preparing the report.

vi) Identifying lessons for future interventions.

Step IX: Report Consolidation and Communication

a)

b)

Purpose: Reporting and communication close the loop between intent and
achievement and are hence crucial elements of the CSR process. In the
context of the Companies Act, 2013 this is also a mandatory requirement
as it provides crucial inputs to preparing the Directors’ Report.

Process:

Objective: Reporting the CSR at an individual project level, consolidated
at a programme level and aligned with the requirements under the
Companies Act, 2013 and the CSR committee.

Process owners: The CSR department

Inputs: CSR strategy and policy. It needs to be ensured that monitoring
reports are aligned with the project MoU,

Output(s): Finalization of CSR reports. The report should be disseminated
to the Board of Directors, investors, government agencies, beneficiaries,
etc.
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¢) Activities: (i) Selecting the appropriate reporting framework that is aligned
with requirements of the Companies Act, 2013 and global best practices;

1) Consolidating project reports into programme reports and an overall
CSR report

ii1) The reporting format is a part of the CSR rules.
Check Your Progress - 2
Notes: a) Write your answers in about 50 words.

b) Check your answer with possible answers given at the end of the unit.

1)  Enumerate the Companies Act, 2013, Section135: CSR Committee
requirements.

2)  Enlist the nine steps of CSR Process.

1.6 LET US SUM UP

Implementation of CSR within an organization is an important element for
companies today. The unit explores different steps in the CSR implementation
process, with the intention to create a dynamic CSR implementation model that
could be utilized by organizations as guidelines when implementing CSR within
their organization. CSR implementation is a complex process that needs to be
integrated in every part of the organization and in the daily activities in order to
be successful. CSR implementation process should also be seen as an ongoing
and never ending process, rather than a strategy implementation with an evident
beginning and ending.

1.7 KEYWORDS

UN Global Compact: The United Nations Global Compact is a non-binding
United Nations pact to encourage businesses worldwide to adopt sustainable
and socially responsible policies, and to report on their implementation. The UN
Global Compact is a principle-based framework for businesses, stating ten
principles in the areas of human rights, labor, the environment and anti-corruption.



Key Performance Indicator: A Key Performance Indicator is a measurable value
that demonstrates how effectively a company is achieving key business objectives.
Organizations use KPIs at multiple levels to evaluate their success at
reaching targets.

Memorandum of Understanding (MoU): A memorandum of understanding
(MoU) is a type of agreement between two (bilateral) or more (multilateral)
parties. It expresses a convergence of will between the parties, indicating an
intended common line of action.
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1.9 CHECK YOUR PROGRESS - POSSIBLE
ANSWERS

Check Your Progress - 1

1)  The activities specified are:
e Eradication of extreme poverty and hunger
e Promotion of education
e Gender equity and women’s empowerment
e Reducing child mortality and improving maternal health
e (Combating HIV/AIDS, maternal and other diseases
e Environmental sustainability
e Social business projects
e Employment enhancing vocational skills

e Contribution to the Prime minister’s Relief Fund and other state and
other funds

e Other matters, as may be prescribed

2)  The CSR committee has the following composition based on the type of
company:

e Listed Company: Three or more Directors including at least one
Independent Director.

e Unlisted and Private Company: Three or more Directors, Independent
Director is mandatorily required to be appointed.

e Private Company : Two Directors.

e Foreign Company: At least two persons, one of which must be
company’s representative in India.



Check Your Progress - 2

1)

2)

Companies Act, 2013, Clause 135: CSR committee requirements are:

e A CSR Committee of the Board should be constituted. It should consist
of at least three Directors out of whom at least one is an independent
Director. This composition will be disclosed in the Board’s Report, as
per sub-section (3) of section 134.

e The CSR Committee shall:

o Formulate and recommend a CSR Policy to the Board, indicating
the activities as specified in Schedule VII of the Act

o Recommend the amount of expenditure to be incurred on the
activities indicated in the Policy

o Monitor the CSR Policy regularly.

The nine steps of CSR process are:

Developing a CSR Strategy and Policy

Operationalizing the Institutional Mechanism

Due Diligence of the Implementation Partner

Project Development

Project Approval

Finalizing the Arrangement with the Implementing Agency
Progress Monitoring and Reporting

Impact Measurement

S T AT LR B

Report Consolidation and Communication
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UNIT 2 BUSINESS STRATEGY IN CSR

Structure

2.1 Introduction

2.2 Business Strategy: Concept and Overview
2.3 Strategic Positioning with Respect to CSR
2.4 CSR as Business Case

2.5 Sustainable Corporate Strategy

2.6 Let Us Sum Up

2.7 Keywords

2.8 Bibliography and Selected Readings

2.9 Check Your Progress — Possible Answers

2.1 INTRODUCTION

The Prime Minister’s “Social Charter” calls for inclusive growth and affirmative
action from the corporate sector. In December 2009, voluntary Corporate Social
Responsibility (CSR) guidelines were issued by the Ministry of Corporate Affairs.
Subsequently, the Indian public sector was issued a set of policy guidelines by
the Department of Public Enterprises which also linked to CSR and the
Millennium Development Goals. One significant guideline in the public sector
policy is that companies need to put at least 5 % of their Profit After Tax (PAT)
into CSR. Many companies set up their own foundations, often run by an
employee of the company, and work with civil society was minimal, coming
within the realm of “project implementation” than partnership.

Sustainable development is the organizing principle for meeting human
development goals while at the same time sustaining the ability of natural systems
to provide the natural resources and ecosystem services upon which the economy
and society depend. World Commission on Environment and Development, Our
Common Future (1987) defined ‘Sustainable Development’ as development that
meets the needs of the present without compromising the ability of future
generations to meet their own needs. It contains within it two key concepts-the
concept of ‘needs’, in particular, the essential needs of the world’s poor, to which
overriding priority should be given; and the idea of limitations imposed by the
state of technology and social organization on the environment’s ability to meet
present and future needs.

As a reader you might be thinking of sustainable development in terms of
development of the larger society. An example will be a large corporate doing
philanthropy for destitute in a natural resource laden tribal area where they have
mining interest or some other interest. Does sustainable development for larger
society include sustainable development of the business itself? Do we assume
that corporates are always benevolent souls and without any self-interest they
genuinely contribute to the society? They do contribute, the family businesses
in India are a prime example to this. But is this always the case? For public
sector enterprises in India, CSR became mandatory even before the present
regulations came about. For private sector it was not mandatory before 2014 but
we have seen some amazing work done by the private enterprises narrated in



other units, which has real long-term positive impacts on the society and the Business Strategy in CSR
business itself. The focus of this unit is that CSR is a business case. The need of
the hour is to embed the CSR strategy with the long-term business strategy.

After reading this unit you will be able to:
. Define business strategy and state its importance
. Explain the steps involved in sustainable corporate strategy

. Discuss the market risks involved in sustainable marketing

2.2 BUSINESS STRATEGY: CONCEPT AND
OVERVIEW

A business strategy can be defined as the combination of all the decisions taken
and actions performed by the business to accomplish the business goals and to
secure a competitive position in the market. It is the backbone of the business as
it is the roadmap which leads to the desired goals. Any fault in this roadmap can
result in the business getting lost in the crowd of overwhelming competitors
(Pahwa, 2019).

Different businesses have their own goals. In order to achieve these goals, the
businesses need to have a well thought out strategy. Other than the goals of the
organization and the means to achieve those goals, an effective business strategy
should also take into account the main competitors of the business as well as the
strategy they employ to stand out in the business. It should also take into account
the target market and their needs and expectations. Finally, a business strategy
should take into account the long-term goal of the organization.

The following are the importance of a good business strategy:

1)  Gives Direction: A good business strategy gives proper direction to the
organization and ensures that all work towards attaining the common goal.
It instills a feeling of shared responsibility among the employees.

2)  Measures Success: It helps in measuring the success of the organization
as against the goals set in the business strategy. It also helps in identifying
the areas which require improvement to lead the organization to achieve
the stipulated goals.

3) Increases Adaptability: We live in an era of rapid change. The technology,
market needs, demands, etc., are changing rapidly. A good business strategy
helps in keeping track of the changes occurring in the market like changing
demands, customer expectations and needs and also helps in adapting to
these changes and keeping pace with the market trends.

4)  Drives Decisions: A good business strategy drives decisions in a business
by identifying the strengths and weaknesses of the organization and
identifying the best possible ways to spend the resources to maximize profits
and move towards a sustainable future.
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2.3

TO CSR

STRATEGIC POSITIONING WITH RESPECT

In order to understand strategic positioning of a company for CSR initiatives, it
is important to understand its stage. When it comes to developing a sense of
corporate responsibility, organizations typically go through five stages as they
move along the learning curve (Table 2.1).

Table 2.1: Important Ethical Issues Confronted by Businesses

STAGE

WHAT ORGANIZATIONS

DO?

WHY THEY DO IT?

DEFENSIVE

Deny practices of outcome
and responsibility

To defend against attacks
to their reputation that in
the short term could affect
sales, recruitment,
productivity, and the
brand

COMPLIANT

Adopt a policy-based
compliance approach

To mitigate the erosion of
economic value in the
medium term because of
ongoing reputation and
litigation risks

MANAGERIAL

Embed the societal issue
in their core management
processes

To mitigate the erosion of
economic value in the
medium term and to
achieve long term gains
by integrating
responsible business
practices into their daily
operations

STRATEGIC

Integrate the societal issue
into their core business
strategies

To enhance economic
gains in the long term and
to gain first-mover
advantage by aligning
strategy and process
innovations with the
societal issues

CIVIL

Promote broad industry
participation in corporate
responsibility

To enhance long-term
economic value by
overcoming any first
mover disadvantages and
to realize gains through
collective action

Source: The Path to Corporate Responsibility, Harvard Business Review, 2004
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In the table above, we can see that corporations in India are at the managerial
stage and that there is an immediate need to shift the corporations to strategic
and thereafter to the civil stage.

Activity 1

Visit a company involved in CSR in the city of your residence and talk to the
CSR head of the company regarding its vision on CSR. Based on their response,
which stage do you think the company can be categorized into and why?

This concept of CSR focuses more directly on day-to-day business practices
which will evolve into long term and sustainable growth. By definition, business
practices that adhere to the principles of corporate responsibility and sustainable
development must take the long and multidimensional view of their outcomes.
That is, they must manage for both private returns and societal returns, and do so
with the view that the company will remain a growing concern for the indefinite
future. This entails a commitment to inter-generational responsibility, equitable
development and environmental stewardship, the key building blocks of corporate
responsibility as well as sustainability. By integrating socially responsible
principles into their corporate strategies, companies have been able to make
impressive financial gains while improving the communities in which they
operate.

2.4 CSR AS BUSINESS CASE

The practice of CSR and philanthropy is not new to Indian businesses. Many
Indian conglomerates and business houses have a rich history of social welfare
activities and interests behind them. Yet, our country continues to be a land of
contradictions. On the one hand, we have one of the largest economies, and on
the other, a third of the world’s poor; we have an abundance of political freedom,
and yet a deficit of economic opportunities for all. While the USD 20 billion
Indian pharmaceutical industry today is the third largest API (Active
Pharmaceutical Ingredient) market in the world, yet, 24 per cent of the world’s
tuberculosis cases were reported in India. We are considered as the outsourcing
destination of the world, and yet the world’s largest population of illiterate people
resides in India.

Correcting these imbalances and ensuring the economic prosperity of over one
billion people continues to be one of the greatest challenges in the decades ahead.
It is a challenge that requires us to create employment opportunities; improve
the quality of human capital through education, skilling and training; provide
accessible healthcare; deliver affordable shelter; ensure food security; and create
institutions that are transparent, responsive and efficient. Doing this requires
companies to be inclusive in their approach of business and pursue a ‘triple

Business Strategy in CSR
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bottom line’ instead of being focused purely on their financial results. This Unit
highlights business strategy in CSR for sustainable development with the help
of various case studies.

Corporate Social Responsibility is defined as follows:

Social responsibility is the responsibility of an organization for the impact of its
decisions and activities on society and the environment through transparent and
ethical behavior that

. is consistent with sustainable development and the welfare of society;
. takes into account the expectations of stakeholders;

. is in compliance with applicable law and consistent with international norms
of behavior; and

. is integrated throughout the organization.

The different areas of CSR interventions are community, workplace, marketplace,
and environment and supply chain. So let’s focus on the community stakeholder
first. Remember, Coca Cola was banned from using ground water for its
Plachimada Plant in Palakkad district, Kerala. The reason was the drought-like
situation that was created in that district because of the gross misuse of the natural
resource. Let’s see the impact; it is well known that Coca Cola and Pepsi are
already struggling in the Indian Market. They had to bring variants that suited
the Indian Market like Nimbooz, etc., which involved significant costs. Coke
spent so much on its advertisement and distribution. So, this single episode
impacted both demand and supply adversely. From the supply point of view this
plant was the only plant in Kerala, so it impacted the supply and distribution in
Kerala. From the demand side, the company’s brand image received a blow.
Kerala has higher per capita income and education levels than the rest of India.
Pepsi has always been an alternative to consumers in almost every part of India.
The consumers understood that the company was working against the interest of
the society and there was also an alternative (Pepsi) present in the market and
hence the consumer preferences started tilting away from the company associated
with violation. Community is a stakeholder for the business. Business must
understand its economic, legal, and ethical responsibilities towards stakeholders
as well as recognize the opportunities and challenges that every stakeholder
presents.

Example 1: ITC e-Choupal Initiative

Let’s focus on the famous e-Choupal initiative by ITC. This project is perceived
as IT for masses, which it should be because of the tremendous amount of
improvement it has brought to the life of the common man. Farmers can look at
weather forecasts, order fertiliser and herbicide, and consult an agronomist by e-
mail when their crops turn yellow. At some e-Choupals they can even buy life
insurance, apply for loans and also check their children’s exam results. While
much has been written about the social benefits of ITC’s e-Choupal, the fact of
the matter is that the project was conceptualised with a pure business focus to
create farmer communities in villages to facilitate sourcing of high-quality farm
produce for the company’s fast-growing agribusiness. Here again from the supply
side, ITC got a huge benefit because of elimination of middleman and a superior
produce received by it directly from the farmer. Here ITC recognized the needs
of the stakeholder, which is the farmer. In IT parlance, e-Choupal is an intelligent



blend of applications like community resource mobilization and supply chain
management. For instance, by helping the farmer identify and control his inputs
and farming practices, and by paying more for better quality, ITC has been able
to preserve the source and improve the quality of produce. The portfolio of
commodities sourced has been vastly expanded to include maize, barley, sorghum,
and pulses, and the sourcing cycle is extended almost around the year. In the
commodities market, these two factors are helping ITC create a definite
competitive advantage. ITC now plans to leverage its e-Choupal infrastructure
to sell third party products, provide rural market research services, and in the
social sector, to provide services like health advisories and enable e-governance.

Just look at the benefit of this CSR activity for ITC. Do you still feel CSR is
giving some pay checks to vulnerable people because the company has huge
resources at its disposal? Enabling e-governance would mean partnering with
the respective state or central government to implement their social schemes
with the e-Choupal platform. The e-Choupal CSR strategy proved to be the
business growth story for ITC.

Look at the innovations happening around us. These ideas are not like patents
that Apple Company has. India requires its own kind of innovations. For Example,
Rural BPOs and Self Help Groups (The famous Shakti project by HUL (Hindustan
Unilever Ltd.), was emulated by so many corporates. These are aimed at providing
livelihoods to the poor but at the same time this was an innovative method by the
company to improve the bottom line. Lijjat Papad is a famous brand. These
papads are made by women in their households, who make papads and supplement
their family income. Is this some charity by Lijjat Pappad? No, it’s their business
model. Such models provide an opportunity for dignified and safe work, which
everybody deserves. These models are not only reducing the company’s supply
constraints in a big way but they also provide avenues for substantial cost
reduction.

Example 2: L& T Employee Health Checks

Larsen and Toubro was one of the first organisations to screen its workforce for
detection of HIV/AIDS. This happened when the first case of HIV/AIDS was
detected in India. It is part of CSR. In fact, this dimension, in CSR parlance, is
called workplace CSR. L&T has a major stake in it because its employees are
mostly labourers who are more susceptible to the disease. Labour productivity is
directly correlated with labour health and company’s productivity is directly
correlated to labour’s productivity. Many organisations, especially those with a
large labour force, have employee health checks as a part of workplace CSR.

Example 3: GE Technology in Water Purification, Power Generation and
Health in Africa

GE on its part launched a 5-year project, a $20 million commitment, where the
company would use its extensive knowledge and technology in water purification,
power generation, and health care to help upgrade existing hospitals and build
new medical centers in Africa. The company enlisted relevant stakeholders in
the community (e.g., the health ministry to furnish supplies and assign a doctor;
local community members to volunteer labour) and provided the necessary high-
tech equipment (power generators, water purification equipment) and project
management expertise. The first major site was Ghana. This investment was in
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line with GE’s commercial interest. Don’t you think that Africa and other
underdeveloped and developing nations have serious water purification, power
generation and healthcare concerns? GE was sending its employee force to Africa
for building a prototype which they would further leverage and cash in with
expansion of their business in the above mentioned markets. This kind of branding
would indeed help GE generate top-of-mind recall among various government
bodies and civic organizations, which could help the company to generate business
in future. For GE the African market and the other emerging markets are the next
avenues of growth.

There are a number of examples which we can go on citing. But the fact of the
matter is, in the new business environment many organizations have developed
clear CSR efforts as strategic branding and management approach in achieving a
win-win outcome. Any prospective investor in the current scenario would invest
in companies that act with good corporate governance and social responsibility.
Increasingly, a company’s performance as a responsible business is key to its
financial and stock market standing, helping to protect it from instability and
share price volatility.

Look from any angle, say environment waste management or energy conservation.
Study any environment waste management, and you would find an underlying
effort to bring about operational efficiency. It was in Tata’s interest to build the
steel city of Jamshedpur as a model city. This is called sustainability. There are
short sighted companies which indulge in illegal activities to cause harm to the
environment and they are doing this at their own peril. Let’s study this from the
demand and supply point of view. What is land or water or air or groundwater;
are they not part of the supply side? If an industry set up in an area keeps on
inefficiently using the groundwater of that area, say for 5 years, then what will it
do in the 6™ year? All the money saved from exploitation will be lost from 6® year
onwards and then the company will have to bear added expenses in future. The
demand will slump due to fall in its image. Corporate branding is very important
in maintaining and attracting new customer base.

Check Your Progress - 1
Note: a) Write your answer in about 50 words.
b) Check your answer with possible answers given at the end of the unit

1) Define Business Strategy.

2) What are the challenges faced by our country today and how can the
corporates help in overcoming these challenges?



2.5 SUSTAINABLE CORPORATE STRATEGY

For every company like Unilever and Wal-Mart that has successfully embedded
sustainability into their core business, there are many others that are struggling
with the implementation of corporate sustainability strategies. To be sure, every
company presents a unique case and requires a comprehensive review of its
strategy, operations and goals to advance sustainable practices. There is no single
path to adopt sustainability, but critical steps exist that can help to successfully
integrate sustainability into a business strategy. This section will focus on these
steps, essentially creating a roadmap for the development and implementation of
a corporate sustainability strategy.

Raising C-suite (executive level managers or highest ranking senior executives
in an organization) awareness of sustainability benefits is a critical initial step
before even creating a roadmap. Some progress can be reported on this issue, as
more CEOs are aware of the benefits of implementing corporate sustainability.
According to MIT Sloan’s 2012 Sustainability and Innovation Global Executive
Study, 48% of CEOs responded that they had changed their business model to
incorporate sustainability; of those, 46% reported that sustainability added to
their bottom line. However, out of 600 companies surveyed in 2018 by CERES
for The Road to 2020 Report, more than half still fell into the Tier 4 “Starting
Out” in their Roadmap for Sustainability. In Tier 4, CERES catalogs those
companies who are beginning to understand sustainability and which need
considerable work to integrate sustainability into overall corporate accountability
systems. Corporate sustainability demands a broad view of issues and impact, as
well as a working understanding of what the company does and how it does it.
Embedding sustainability means joining the two together through a series of
concrete steps.

2.5.1 Five Steps in Achieving Sustainable Corporate Strategy

Step 1: Understand sustainability and recognize what it means to the
company

As a first step, it is important to define what sustainability means for every area
in the company and to identify its benefits. From investment decisions, developing
new products or services to changing procurement practices, sustainability has
an increasingly central role in these decisions. Coca-Cola is one of the companies
centering its investment decisions on sustainability. When considering the
development and location of new production plants, water sustainability has been
now included as a key factor. Sanjay Guha, president of Coca-Cola, Great Britain,
says “Potential markets and ease of distribution were once the only key factors.
Now, it is the long-term supply of water.” In order to understand where
sustainability efforts should be concentrated in a company, it is necessary to
identify those issues that have the biggest impact and are most relevant to the
business and its stakeholders.

Step 2: Engage with Stakeholders

Depending on its line of business, a company’s impact can vary among
stakeholders. Generally, companies engage with the most influential groups,
keeping close ties and a constant dialogue. However, engagement can happen at
different levels and should respond to expectations from both sides. Different
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levels and methods of engagement bring benefits to both companies and
stakeholders and can be translated into more sustainable practices. Bonnie Nixon,
Director of Environmental Sustainability at Hewlett Packard explains, “Allowing
stakeholders to honestly critique us pushes us to improve our programs and helps
us develop our thought leadership platforms.” In the same way, Procter and
Gamble has benefitted through the engagement with local communities around
the world by finding alternative uses for its waste materials. Through employee
engagement, Kraft Foods has developed a model where employees contribute
with ideas and viable plans to reduce waste while helping to reach the company’s
waste reduction targets.

Step 3: Set Goals and Commitments

Once key environmental, social, and governance issues have been identified and
engagement methods for each stakeholder group have been defined, efforts must
focus on reducing risks and seizing opportunities around these issues centered
on sustainable practices. Whether driven by cost reductions, innovation or
improved financial performance, sustainability commitments and goals need to
be established.

For Wal-Mart, most of its commitments and goals on sustainability are focused
around the use of renewable energy and the adoption of energy efficiency.
Initiatives in these areas have resulted in the recognition of Wal-Mart as the
largest on-site green electricity generator in the U.S. and have led to cost savings
of over USD500m a year. Another example is United Airlines. The airline aims
to reduce its environmental impact through participation of all its suppliers in its
sustainable supply chain initiative.

While companies like Wal-Mart and United Airlines aim for a complete
transformation of their businesses, small companies are setting goals and
commitments according to their scope of action. Initiatives mainly focus on cost
reductions from energy use, waste management and commuting practices, as
well as social actions in the community like local development projects and
volunteering campaigns.

Step 4: Establish Systems and Processes

Once the goals are established, specific systems and detailed processes need to
guide the implementation of each initiative. Throughout the design, processes
and policies in place must be taken into consideration and collaboration among
areas encouraged. At this point, gaining executive commitment is crucial. The
appointment of an internal sustainability champion as the main driver of
sustainability and the development of a successful employee engagement model
are also good practices. According to the 2012 Report of Sustainability Leaders by
VOX Global and Net Impact, Berkeley, 78% of respondents said top management
was a key contributor to embracing sustainability. However, 81% identified their
colleagues across the company as primary drivers of success.

Unilever’s Sustainable Living Plan was launched in 2010. Under the leadership
of its CEO Paul Polman, this ten-year sustainability plan accomplished
considerable progress in its first two years. Under the umbrella of its
comprehensive overall sustainability strategy, Unilever is utilizing its wide array
of brands to target distinct social issues, invest in sustainable technologies and
change consumer behavior. Unilever has also accomplished to fully embed



sustainability across the company and to successfully engage external actors.
Besides the appointment of a Chief Sustainability Officer in 2012, the company’s
management structure includes a Sustainable Living Plan Steering Team, a group
of external specialists in corporate responsibility and sustainability known as
the Sustainable Development Group. It also launched the ‘Small Actions, Big
Difference Budget’ which finances employees’ ideas based on environmental
benefit and financial return.

Step S: Track Progress, Communicate Actions and Meet Expectations

Lastly, it is important to set a system that measures the performance towards
each goal. Defining key performance indicators to meet the identified goals will
allow to detect areas for improvement and will gather relevant data to track
progress. Metrics and indicators are also central to the reporting and
communicating activities of the company. Internally, the availability of data
contributes to the prioritization of issues and initiatives and to promote employee
involvement around sustainability. Externally, collecting data is fundamental for
an accountability strategy, to respond to stakeholders’ expectations and interests
and to comply with reporting standards.

Companies reporting under the Global Reporting Initiative guidelines have
already embraced the development of indicators. In addition to these guidelines,
the Sustainability Accounting Standards Board is currently preparing frameworks
that will standardize sustainability key indicators per sector. Alongside these
efforts, companies are designing their own systems to measure performance,
like Wal-Mart’s Sustainability Scorecards, which, among other criteria, ranks
suppliers according to their environmental footprint and contributes to Wal-Mart’s
performance measurement.

In the end, corporate sustainability needs to adapt to the maturity of the business
and the company’s willingness to treat sustainability as a strategic opportunity.
These steps are only the beginning of a process that can eventually transform a
company’s entire business strategy into a sustainable business strategy.

2.5.2 Sustainability Risks and Challenges of the Corporates

Sustainability is an important business concept, however, there are some important
and significant risks that need to be addressed to make the business both
sustainable and profitable.

The sustainable marketing risks that corporates face can be classified as follows:
1)  Market Risks

2)  Operating Risks

3)  Corporate Image Risks

1) Market Risks:

Studies show that there is a gap between the consumer’s green intentions and
their dedication to fulfilling these intentions. Cost continues to be the greatest
barrier that stops consumers from making sustainable purchases. Sustainability
comes with a price which may be either financial, effort or time. Sustainability
may make the society and environment better off while the individual is always
rendered worse off as they have to absorb the additional cost. A product being
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good for the environment may not be a reason good enough to convince the
consumer to bear the additional personal cost. Hence, the societal and personal
benefits of sustainability need to be made known to the masses. Thus, information
dissemination and educating the consumers are key to influence consumer’s
decision to choose sustainable products.

Thus, marketing risks with sustainability initiatives include:

1) Lack of consumer appeal for sustainable products in terms of their value,
convenience and efficacy.

i1)  Lack of understanding and appreciation among consumer groups on the
benefits of sustainability.

2)  Operating Risks

The operating risks associated with pursuing the sustainability initiatives include:
1) Decline in profitability.
i1) Loss of focus.

Even though adding sustainability to their corporate missions and adding green
elements to their products have given a competitive edge to some companies, a
company can lose on its profitability if it invests more of its financial and human
resources into sustainable initiatives without getting commensurate benefits. Thus,
in order to avoid loss of sales, market share or profitability, the pricing of products
should cover the additional cost incurred or the initiative should make the products
superior in the minds of the consumer thus giving it a competitive advantage.

Adding sustainability can also shift the focus away from profitability leading to
misallocation of critical resources.

3) Corporate Image Risks

The corporate image related risks include:

1)  Negative greenwashing image

i1)  Negative impact of an inconsistent action

Greenwashing

Environmentalist Jay Westerveld coined the phrase in his 1986 essay regarding
the hotel industry’s practice of using placards in each room to promote reuse
of towels to “save the environment.” He wrote that many hotels made little
effort toward energy use reduction. The principal goal of this activity was to
increase profits.

Since that time, the Federal Trade Commission (FTC) has put some parameters
into effect to help minimize greenwashing with its Green Guide, which was
first published in 1998 and revised again in October 2010. The FTC Green
Guide mandates that companies provide clear substantiation to any
environmental claims and that there is specificity surrounding these claims.
In particular, the FTC warns of using more generic terms such as “eco-friendly”
and “environmentally friendly” without documented and detailed evidence to
these claims. Failure to comply can cost a company up to $16,000 per false
claim.

Lee van der Voo, “FTC Takes a Swipe at Greenwashing,”

Source:http://www.sustainablebusinessoregon.com/articles/2010/10/new_ftc_rules_take
swipe_at_greenwashing.html)




From the above box we can see that greenwashing or green marketing is giving
an incorrect impression that a company’s strategies and policies are designed to
be beneficial to the environment. This can have a negative impact on the
company’s image if it is discovered that the claims made by the company are
false.

Maintaining consistency and effective execution are as important as a company’s
commitment to sustainability. Even though a company may have a good name in
green initiatives due to its past action, it can still lose on its image if it is not
consistent.

Activity 2

Identify any one sustainable consumption item that would add additional cost
to a consumer. Ask five people if they would be willing to buy that product
against a cheaper non-sustainable substitute and note down your observation.

Check Your Progress-2
Note: a) Write your answer in about 50 words.

b) Check your answer with possible answers given at the end of the unit

1)  What are the steps in achieving sustainable corporate strategy?

2)  Name the sustainable marketing risks that corporates face?
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2.6 LET US SUM UP

Strategic corporate social responsibility (CSR) involves the voluntary practice
of social and environment activities to satisfy firms’ stakeholders, with the
intention of generating profits.

Undoubtedly several NGOs, government organizations and Public-private
partnerships are the emerging communities taking voluntary initiatives for CSR
effectiveness in India but this is not possible without companies moving towards
strategic CSR. Businesses are known as the shapers of society and time has
come when businesses can prove it by their sustainable actions through strategic
CSR. This paves the way where strategic CSR can work as an element of
transformation, encompassing the complexity and tensions of the different and
intersecting dimensions of sectors, levels, and structures that provide the setting
within which CSR is negotiated.

Strategic CSR through sustainable actions provides real time customization rather
than without vision and spontaneous “good deeds” of the companies. CSR
initiatives need to be qualitative instead of quantitative.

2.7 KEYWORDS

Sustainable Development : For the business enterprise, sustainable
development means adopting business strategies
and activities that meet the needs of the enterprise
and its stakeholders today while protecting,
sustaining and enhancing the human and natural
resources that will be needed in the future.

Corporate Disclosure : Corporate disclosure can be defined as the
communication of information by people inside the
public firms towards people outside the main aim
of corporate disclosure is “to communicate firm
performance and governance to outside investors”
(Haely and Palepu, 2001).

ESG : ESG stands for Environmental, Social, and
Governance. There is growing evidence that
suggests that ESG factors, when integrated into
investment analysis and portfolio construction, may
offer investors potential long-term performance
advantages.

Risk Management : In business this refers to the forecasting and
evaluation of financial risks together with the
identification of procedures to avoid or minimize
their impact.

Stakeholder Relations : Effective management of relationships with
stakeholders is crucial to resolving issues facing
organizations. A stakeholder is any person, group
or organization who can place a claim on an



organization’s attention, resources or output, or is

affected by that output.
Sustainable Business : For businesses, sustainability is a powerful and
Strategies defining idea: a sustainable corporation is one that

creates profit for its shareholders while protecting
the environment and improving the lives of those
with whom it interacts.

Triple bottom line : The triple bottom line (or otherwise noted as TBL
or 3BL) is an accounting framework with three
parts: social, environmental (or ecological), and
financial. Some organizations have adopted the
TBL framework to evaluate their performance in a
broader perspective to create greater business
value. Business writer John Elkington claims to
have coined the phrase in 1994.
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2.9 CHECK YOUR PROGRESS - POSSIBLE

ANSWERS

Check Your Progress — 1

1))

2)

A business strategy can be defined as the combination of all the decisions
taken and actions performed by the business to accomplish the business
goals and to secure a competitive position in the market.

Inspite of being one of the largest economies, 1/3™ of world’s poor reside in
India. It is a challenge that requires us to create employment opportunities;
improve the quality of human capital through education, skilling and training;
provide accessible healthcare; deliver affordable shelter; ensure food
security; and create institutions that are transparent, responsive and efficient.
Doing this requires companies to be inclusive in their approach of business
and pursue a ‘triple bottom line’ instead of being focused purely on their
financial results.

Check Your Progress — 2

1))

2)

Steps in achieving sustainable corporate strategy are as follows:

Step 1: Understand sustainability and recognize what it means to the
company

Step 2: Engage with stakeholders
Step 3: Set goals and commitments
Step 4: Establish systems and processes

Step 5: Track progress, communicate actions and meet expectations

The sustainable marketing risks that corporate face can be classified as
follows:

1) Market Risks
2) Operating Risks
3) Corporate Image Risks



UNIT3 CORPORATE GOVERNANCE AND
BUSINESS ETHICS

Structure

3.1 Introduction

3.2 Corporate Governance

3.3 Business Ethics

3.4 Approaches to Ethical Decision Making
3.5 Individual Ethical Decision Making

3.6 Importance of Corporate Ethics

3.7 Governance: Case Studies

3.8 Let Us Sum Up

3.9 Keywords

3.10 Bibliography and Selected Readings
3.11 Check Your Progress- Possible Answers

3.1 INTRODUCTION

As the Indian economy becomes more industrialized and the corporate sector
continues to acquire an increasingly important profile, a number of issues continue
to spring into prominence. While ensuring growth is important, ensuring that it
takes place in an ethical, just and inclusive manner is even more important.
Corporate governance lies at the heart of the way businesses are run. Often defined
as the ‘way businesses are directed and controlled’, it concerns the work of the
board as the body which bears ultimate responsibility for the business.

The Oxford Dictionary defines ethics as “moral principles that govern a person’s
behaviour or the conducting of an activity”. When we add the word ‘corporate’
before ethics, we obviously are trying to ensure that the day-to-day conduct of
business concerns confirms to the existing norms of accepted behaviour. By
definition, ethics go beyond the rules of conduct laid down by laws etc. The Unit
focuses on various dimensions of the concerns that relate to corporate governance
and business ethics.

After studying this unit, you should be able to:

. Explain the significance of corporate governance and ethics in business
. Differentiate between ethics and law

. List the essentials of good corporate governance

. Discuss the approaches to ethical decision making

. Explain the meaning and importance of corporate ethics

3.2 CORPORATE GOVERNANCE

Governance relates to how the board is constituted and how it performs its role.
It encompasses issues of Board composition and structure, the Board’s remit and
how it carried out different functions and the framework of the Board’s
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accountability to its stakeholders. It is also concerned with how the Board
delegates authority to manage the business throughout the organization. The words
‘Corporate Governance’ (CG) are buzzwords these days due to various corporate
failures the world over in the recent past. Corporate governance represents the
value framework, the ethical framework and the moral framework under which
business decisions are taken. In other words, when investment takes place across
national borders, the investors want to be sure that not only is their capital handled
effectively and adds to the creation of wealth, but that the business decisions are
also taken in a manner which is not illegal, or do not involve moral hazards
(Verma & Gupta, 2004). Corporate governance basically denotes adherence to
rule of law.

3.2.1 Elements of Good Corporate Governance

Good corporate governance is a formal system of accountability and control of
ethical and socially responsible decisions and the use of available resources. To
be effective, a company’s leaders must take responsibility for their decisions and
the performance of the organization as a whole. For example, the leaders of a
company should design and adhere to a code of ethics that helps management
promote each of the important characteristics of good corporate governance.
Corporate governance requires companies to develop and closely monitor
comprehensive and robust programmes and mitigate any number of possible
risk factors. Each company must eventually tackle corporate governance, and
unfortunately, there is no easy way to go about this. Corporate governance is a
complex and tiresome subject.

Corporate governance can overwhelm growing companies that are just beginning
to realize the importance of tackling this issue, which in the end becomes a full-
time job. The UK Corporate Governance Code, which guides many businesses,
states that the corporate board sets the values of the company, and this is very
different from running the business day-to-day.

Below are eight elements of good corporate governance:

1) Direction

Providing overall direction for the business, its leaders and employees is a major
part of corporate governance. Making strategic decisions and discussing current
and future concerns of the company are tactics of this element. Company mission
and vision statements stem from the governance role of business. These statements
provide a sense of purpose and illustrate primary motives for the company’s
business activities.

2) Independence of Directors

If the directors of a company are also the owners and/or their family members,
entrepreneurs appointed by friends, or individuals who are involved in the daily
management of the company, then the board is unlikely to be impartial. Having
a majority of non-executive independent directors would help avoid prejudice
and conflicts of interest between the board and the management. Independent
judgment is almost always in the best interest of the company.

3) Effective Risk Management

Even if a company implements smart policies, competitors might steal its
customers, unexpected disasters might cripple operations and economic



fluctuations might erode the buying capabilities of the target market. One can’t
avoid risk, so it’s vital to implement effective strategic risk management. For
example, a company’s management might decide to diversify operations so the
business can count on revenue from several different markets, rather than depend
on just one.

4)  Organization

Assolid structure and organization within the company is essential towards fluidly
implementing and dispersing corporate governance objectives. Companies will
need to be able to monitor all of their dealings, interactions, and transactions
effectively. One of the fundamental objectives of corporate governance is for
companies to develop more transparent business practices, meaning a rigidly
structured framework through which it is possible to trace all such activities
efficiently.

5) Stakeholder Relations

Corporate governance encompasses a business’s accountability to each of its
stakeholder groups. Traditionally, this role has largely centered around investor
relations and communication of company decisions. Investors can often find
contact information of board members on company websites. In the early 21+
century, there is more emphasis on balancing investor interests with concerns of
other stakeholders, such as customers, employees and business partners.

6) Transparency

Managers sometimes keep their own counsel, limiting the information that filters
down to employees. But corporate transparency helps unify an organization.
When employees understand management’s strategies and are allowed to monitor
the company’s financial performance, they understand their roles within the
company. Transparency is also important to the public, who tend not to trust
secretive corporations.

7)  Corporate Citizenship

Another major evolution in the early 21* century is increased focus on corporate
citizenship. Companies commonly include a corporate citizenship statement on
corporate governance or investor relationships web pages. Such statements
communicate the business’s intent to act with social and environmental
responsibility. Philanthropy and other charitable contributions are among common
things noted within corporate citizenship statements. In general, governance
includes awareness that companies should balance profit-generating activities
with responsible policies and practices.

8) Self-Evaluation

Mistakes will be made, no matter how well a company is managed. The key is to
perform regular self-evaluations to identify and mitigate brewing problems.
Employee and customer surveys, for example, can supply vital feedback about
the effectiveness of the company’s current policies. Hiring outside consultants
to analyze operations can also help identify ways to improve the company’s
efficiency and performance.

Governance and Corporate
Ethics
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3.3 BUSINESS ETHICS

Business ethics are a kind of applied ethics. It is the application of moral or
ethical norms to business. The term ethics has its origin from the Greek word
‘ethos’, which means character or custom- the distinguishing character, sentiment,
moral nature, or guiding beliefs of a person, group, or institution. Ethics area set
of principles or standards of human conduct that govern the behaviour of
individuals or organizations.

Ethics can be defined as the discipline dealing with moral duties and obligations,
and explanation regarding what is good or not good for others and for us. Ethics
is the study of moral decisions that are made by us in the course of performance
of our duties. Ethics is the study of characteristics of morals and it also deals
with moral choices that are made in relationship with others. Business ethics
comprises the principles and standards that guide behaviour in the conduct of
business. Businesses must balance their desire to maximize profits against needs
of'its stakeholders. Maintaining this balance often requires trade-offs. To address
these unique aspects of businesses, rules, articulated and implicit, are developed
to guide the businesses to earn profits without harming individuals or society as
a whole.

3.3.1 Difference between Ethics and Law

While law is obligatory and violation of law attracts penalties from the justice
system, ethics are more voluntary in nature. However, not acting ethically might
lead to violation of laws, as most laws are in one way or the other a codification
of ethics.

Business ethics can be said to begin where the law ends. Business ethics is
primarily concerned with those issues not covered by the law, or where there is
no definite consensus on whether something is right or wrong. Business ethics is
about the grey areas of business, where values are in conflict. In such scenarios,
there might not be a definitive ‘right answer’.

[ ™
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3.4 APPROACHES TO ETHICAL DECISION
MAKING

There are several approaches to ethical decision making. They are discussed in
brief in this section.

3.4.1 Teleology

Teleology is the belief that certain phenomena are best explained in terms of
purpose rather than cause. Teleological theories of ethics focus on the
consequences arising out of actions. There are two major classes of teleological
theories - egoism and utilitarianism.

i) Egoism

Egoism is the view that morality ultimately rests on self-interest. It defines right
and wrong in terms of the consequences to oneself. An egoist chooses a course
of action out of several available choices on the basis of what effects the chosen
action would have on his well-being. When faced with a business decision, such
a person would thus choose the course of action that he or she believes would
best serve his/her self-interest.

ii)  Utilitarianism

Utilitarianism 1is the system of ethics according to which the correctness or
incorrectness of an action should be judged by its consequences. The goal of
utilitarian ethics is to promote the greatest happiness for the greatest number.

Jeremy Bentham, an English philosopher, was the founder of utilitarianism; John
Stuart Mill was its best-known defender.

The utilitarian approach can also be understood as a cost-benefit analysis. The
costs and benefits of a decision, a policy, or an action are compared. The costs
and benefits can be measured on any criteria such as economic, social, human,
or even emotional. When all the costs are added and compared with the results,
if the benefits outweigh the costs, then the action may be considered ethical.

Utilitarianism and egoism are similar in that both advocate judging actions by
their consequences. However, unlike egoism, utilitarianism is concerned with
ensuring the greatest good for the greatest number of people.

3.4.2 Deontology

The word deontology originates from the Greek words for duty (deon) and study
(logos). As opposed to the teleological theories, deontological theories focus on
the morality of the means and not on the ends.

A deontological approach to decision making would, thus, not allow harming
some individuals in order to help a larger number. To the deontologist, each
person must be treated with the same level of respect and no one should be
treated as a means to an end.

3.4.3 Justice

Justice implies fairness. Justice-based theories of ethics are concerned with
determining the fairness of actions. Under this approach, any action that is fair to
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all affected parties and is in consonance with existing ethical or legal standards,
1S a just action.

Fairness of an action is often judged on three grounds—distributive, procedural
and interactional. Each of these is briefly described below.
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1) Distributive Fairness

Distributive fairness judges the outcomes of actions and perceptions of these
outcomes that the parties affected by these have of them.

2)  Procedural Fairness

Procedural fairness deals with the processes (for example: policies, procedures,
rules, etc.) that are employed to reach decisions. Under this approach, the fairness
of processes as well as outcomes of these processes is determined.

3) Interactional Fairness

This dimension of fairness is concerned with the treatment one receives in the
administration of a decision making process. Basically, this deals with the respect
and consideration shown towards the affected parties while taking decisions. It
also deals with the explanations and justifications provided for the decisions.

3.4.4 Relativism

As opposed to the approaches discussed so far, all of which are based on the
premise that principles of morality that are permanent and universal in nature,
relativism states that there are no universal principles of ethics and that right and
wrong must be determined by each individual or group. It thus takes into
consideration differences in morality across time and cultures.

Activity 1

If a manufacturer chooses to produce its products in countries that have non-
existent labour laws, will its action be considered ethical? Why?




Check Your Progress - 1 Governance and Corporate
Ethics

Notes: a) Write your answers in about 50 words.

b) Check your answer with possible answers given at the end of the unit.

1)  Define corporate ethics.

2)  Differentiate between ethics and law.

3.5 INDIVIDUAL ETHICAL DECISION MAKING

The most popular model of ethical decision making was developed by James
Rest (Rest, 1984) and is called the four-step or four-stage model of individual
ethical decision making.

The four stages of decision making, as proposed by the model are:

i) Ethical Issue Recognition

This is the first stage in the ethical decision-making process. In this stage, an
individual identifies a situation and the ethical issues involved therein.

ii)  Ethical Judgment

In the second stage of the process, after having identified the ethical issues
involved, an individual would form a normative opinion about the rightness or
wrongness of the issue.

iii) Ethical Intent

In the third stage, having identified the ethically correct courses of actions open
to him/her, the individual decides what he or she will do (or not do) in regard to
the perceived ethical dilemma. Research indicates that individuals do not always
form intentions in accordance with their judgments, as various situational factors
may act to influence the individual otherwise. 49
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iv)  Ethical Behaviour

This is the final stage of the decision-making process. Having identified the
ethical issues involved, the ethically acceptable choices open and having formed
an intent to behave in a particular way in the earlier three stages, the individual
finally carries out his/her intent and acts in a particular manner.

3.5.1 Difficulties in Identifying the Scope of Ethics in Business

Businesses have to align their values and mechanisms to standards acceptable to
not only their shareholders, but also to their customers, business partners,
regulators, government and the community at large. Thus, the narrow theoretical
view that seeks to limit all business activity to maximizing shareholder wealth is
impracticable at best.

Similarly, the broader view that seeks to judge all business activity through an
ambiguously defined test of morality is also defective as morals by definition
are subjective and also dynamic. When the values of consumers and employees
change and when a shared consensual culture is replaced by a more heterogeneous
one, it is no longer possible to rely on implicit understandings.

Given the difficulties involved in identifying the scope of ethics in business, it is
better to establish a written code of conduct that governs business practices in
different scenarios. Unless business ethics are aligned to broader perceptions of
ethical conduct, problems are bound to arise. Additionally, in a culturally fluid
environment, a formal code of ethics is as essential as codes governing decision
making in other dimensions such as financial transactions. However, at the same
time, such a code of ethics needs to be both sophisticated and flexible, in order to
be effective in handling different ethical dilemmas a business is likely to face
across time, cultures and geographies.

Table 1.1 summarizes important ethical issues confronted by businesses from
the 1960s onwards (adapted from Ferrell et al 2006)

Table 1.1: Important Ethical Issues Confronted by Businesses

1960s 1970s 1980s 1990s 2000s
Environmental | Employee Bribes and | Sweatshops Cyber
issues militancy illegal . and u'nsafe —
contracting | working
practices conditions in
Third World
countries
Civil rights Human rights | Influence Rising Financial
issues issues peddling corporate management
liability for
personal
damages
Increased Covering up | Misleading | Financial International
employee- of ethically [ advertising | mismanagement, |corruption
employer questionable fraud
tensions actions




Honesty - Financial fraud - Loss of employee
privacy

Changing work _ Transparency - Intellectual property

ethics issues theft

Rising drug use - - - _

Although Table 1.1 lays out the issues from the perspective of American business
history, many of the concerns highlighted above hold true for the Indian business
environment as well. Questions such as privacy at the workplace, intellectual
property theft, corruption and financial mismanagement are equally important
in India as in rest of the world.

3.6 IMPORTANCE OF CORPORATE ETHICS

3.6.1 Why Corporate Ethics Matter?

Ethics matter because ethical conduct is the right conduct. However, in the absence
of a time- culture, and context-neutral definition of ‘right’, it is very difficult to
develop a code of conduct on this basis alone. It basically says that businesses
avoid many risks and gain reputation by acting in an ethical manner.

A good ethics process, operationalized in such a way that all decision making
procedures and structures support it on a day-to-day basis, will give an
organization the best chance possible for finding out about potential problems
early so that they can be dealt with before they become a disaster. There are also
market advantages to be gained from an ethical reputation.

3.6.2 Ways in which Ethics are Important

Major scandals such as WorldCom, Enron, Lehman Brothers etc., in the US and
Satyam in India tell us why ethical business practices are becoming increasingly
important. There are several reasons why ethics are important to business:

1)  Tounderstand reasons behind increasing influence of corporates in society.
2)  To ensure that no harm is done to society.

3)  To meet ethical expectations more effectively.

4)  To enable companies to identify employee and customer concerns at an
early stage.

5)  To improve the quality of a firm’s relationships with its key stakeholders.

6) The government is interested in ensuring ethical business practices to ensure
a basic level of integrity in the marketplace. This promotes international
competitiveness of the economy and improves a country’s image concerning
ease of doing business.

7)  Evendomestically, predictable levels of ethical behaviour ensures that costs
of business such as transaction costs, hedging and insurance etc., are kept
to a minimum.

8)  Unethical behaviour imposes costs on the government and taxpayers. Bad
behaviour by a few impacts on all businesses and might also have an adverse
impact on the country’s international competitiveness.
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9)  Ethics can help improve decision making by providing managers with the
appropriate knowledge and tools that allow them to correctly identify,
diagnose, analyse, and provide solutions to the ethical problems and
dilemmas they are confronted with.

10) Ethics help in analysing the reasons behind this, and the ways in which
such problems might be dealt with by managers, and regulators in improving
business ethics.

11) Business ethics can provide us with the ability to assess the benefits and
problems associated with different ways of managing ethics in
organizations.

12) Business ethics also equips us with knowledge that goes beyond the
traditional boundaries of business studies.

Activity 2

IMustrate a business case in which ethical practices have created a strong
public image for the corporate.

3.7 GOVERNANCE: CASE STUDIES

Understanding ethical behavior in the context of corporate governance requires
two levels of analysis: the internal concerns of corporate agency and the emergent
effects on social welfare.

Corporate agency is based on the premise that employees, managers, and
directors (i.e., agents) should behave in the best interests of owners or shareholders
(i.e., principals). Two things get in the way of that ideal:

. First, managers’ interests, while overlapping with those of shareholders,
are distinct. Sometimes agents can help themselves in ways that hurt the
firm and its shareholders. Examples include shirking, waste, and in extreme
cases, fraud or other self-serving actions that can bring down the company,
as have happened in numerous business scandals.

. Second, shareholders have neither the specific knowledge nor skills
possessed by management. This can create dynamics where even well-
intentioned managers may feel compelled to ‘short-termism’, i.e., acting
in ways that look good to shareholders now, but actually undermine value
creation over time. Various oversight, transparency, and incentive
mechanisms have evolved, and continue to develop, to contain agency
costs.



Social welfare is based on the premise that companies should engage in fair
dealing with all of their stakeholders—including customers, employees, suppliers
and communities, as well as shareholders—in accordance with the expectations
of the larger society in which they operate. The debate about what is ‘fair dealing’
reflects the larger, ongoing debate about the purpose of corporations in society,
but even a shareholder-centric model recognizes that companies benefit from at
least nurturing their reputations among all stakeholders, and that minimizing
their negative externalities (pollution, plant closures, etc.), preserves the freedom
of companies to operate with otherwise minimal external constraints.

While traditional corporations are expected to prioritize shareholder interests
above those of other stakeholders and, to a considerable extent, attempt to
maximize shareholder value within their legal constraints, other corporate forms
permit a more balanced approach between shareholders and vendors
(cooperatives) or between shareholders and specified other constituencies (B-
corporations).

*Certified B Corporations are businesses that meet the highest standards of
verified social and environmental performance, public transparency, and legal
accountability to balance profit and purpose.

CASE STUDIES
FAILURES

The Enron Scandal (Hodak, 2007): How a combination of perverse incentives
and lack of transparency killed a highflying company?

Enron’s collapse is generally viewed as a morality tale - the natural result of
managerial greed, a clueless board, and feckless gatekeepers. It is a tale of how
bad bets that resulted in good outcomes came to be viewed by top management
and the board as bets kept repeating on an ever-larger scale. Early success in
highly risky ventures were ramped up and duplicated, under perverse incentives,
into a financial disaster. The firm then doubled down on that disaster with non-
economic hedges developed by the finance group. The CFO (Chief Financial
Officer), in a wholesale breach of his fiduciary responsibilities, including
corruption of various gatekeepers, managed to cloak the poor quality of his hedges
and his motivation in creating them. This duplicity prevented top management
or the board from fully recognizing or acting upon the danger that those hedges
posed to Enron’s survival, until it was too late. The political and economic
reactions to Enron are usefully viewed in terms of these distinguishing elements
of its failure.

SUCCESSES

Progressive Insurance: Disclosure Strategy (Hutton Weber, 2001): How they won
by not playing “the earnings game.” An excellent example of voluntary disclosure
yielding a competitive advantage.

Progressive Insurance had refused to play Wall Street’s earning game. Progressive
didn’t manage reported earnings nor did management give guidance to analysts.
Management then considered taking their unique disclosure strategy one step
further to become the first to move to monthly reporting of operating results.
Significant benefits had accrued from Progressive’s refusal to play the earnings
game. Management’s time wasn’t wasted manipulating reported results or talking
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to analysts and reported numbers didn’t mislead internal or external decision
making. However, there were significant costs, as well. Unguided analysts’
forecasts were often well off the mark, causing Progressive’s stock price to
fluctuate widely around quarterly earnings announcements. Analysts’ forecasting
abilities seemed to be getting worse - during four consecutive quarters in 1999-
2000, management felt compelled to give mid-quarter warnings that earnings
would fall significantly below the First Call’s consensus estimate. To eliminate
the need for such mid-quarter warnings, management considered moving to
monthly reporting of operating results. With this data, analysts presumably would
be able to update their forecasts. Management must decide if the release of
monthly results would give competitors information to use against Progressive,
and if the release of monthly results would increase or decrease Progressive’s
stock price volatility.

Check Your Progress - 2
Notes: a) Write your answers in about 50 words.

b) Check your answer with possible answers given at the end of the unit.

1)  What are the four stages of decision making?

2)  Define corporate ethics. Why do ethics matter?

3.8 LET USSUM UP

Questions of ethics, or the right way to run a business, are inherent in all aspects
of corporate governance and in every Board decision and action. Ethical choices
are relevant within the core business strategies that Boards pursue and the way
that direct the business as a whole to achieve them. Ethics is the first line of
defense against corruption while law enforcement is remedial and reactive. Good
corporate governance goes beyond rules and regulations that the government
can put in place. It is also about ethics and the values which drive companies in
the conduct of their business. It is therefore all about the trust that is established
over time between companies and their different stakeholders. Good corporate
governance practice cannot guarantee no corporate failures. But the absence of
such governance standards will definitely lead to questionable practices and



corporate failures which surface suddenly and massively. In making ethics work
in an organization it is important that there is synergy between vision statements,
mission statements, core values, general business principles and code of conduct
confers a variety of benefits. An effective ethics programme requires continual
reinforcement of strong values. Organizations are challenged with how to make
its employees live and imbibe the organization’s codes and values. To ensure the
right ethical climate, a right combination of spirit and structure is required.

3.9 KEYWORDS

Corporate Governance : Corporate governance represents the value
framework, the ethical framework and the moral
framework under which business decisions are
taken.

Code of Ethics : A code of ethics document may outline the mission
and values of the business or organization, how
professionals are supposed to approach problems,
the ethical principles based on the organization’s
core values and the standards to which the
professional is held
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3.1 CHECK YOUR PROGRESS- POSSIBLE
ANSWERS

Check Your Progress - 1

1)  Ethics is “Moral principles that govern a person’s behavior or the conducting
of an activity”. When we add the word ‘corporate’ before ethics, we
obviously are trying to ensure that the day-to-day conduct of business
concerns confirms to the existing norms of accepted behavior. By definition,
ethics go beyond the rules of conduct laid down by laws.

2)  While law is obligatory and violation of the law attracts penalties from the
legal justice system, Ethics are more voluntary in nature. However, not
acting ethically might lead to violation of laws, as most laws are in one
way or another a codification of ethics.

Check Your Progress - 2

1)  The four stages of decision making, as proposed by the model are: Ethical
Issue Recognition, Ethical Judgment, Ethical Intent, and Ethical Behaviour

2)  Corporate Ethics or Business Ethics has been defined as The study of
business situations, activities and decisions where issues of right and wrong
are addressed. (Crane and Matten: 2010). According to another definition
“Business Ethics comprises the principles and standards that guide
behaviour in the world of business” (Ferrell et al 2006).

Ethics matter because ethical conduct is the right conduct. However, in the
absence of a time, culture, and context-neutral definition of ‘right’, it is
very difficult to develop a Code of Conduct on this basis alone. It basically
says that businesses avoid many risks and gain reputation by acting in an
ethical manner.



