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ABSTRACT

The article focused on the effectiveness of ethical corporate governance in decision making by
the board of directors of top listed companies. Through the application of grounded theory
approach in analysing data collected via the survey questionnaire, a substantive theory of ethical
corporate governance is developed. The substantive theory developed is based on the
shareholdership model of empowerment to create wealth and stakeholdership model of
expectation to shared values. In term of ethical corporate governance, through organisations
code of conduct and corporate social responsibility policies, companies can reach out to their
broader stakeholdership groups through engagement with stakeholders. Such engagement is
ongoing with shareholdership groups through boards’ accountability to shareholders — the
finding from this study further our understanding of ethical corporate governance issues.
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INTRODUCTION

The primary aim of this article is to demonstrate how grounded theory methodology was
applied to the study of corporate governance issues, particularly the practice of top
management of corporations. The article employs grounded theory methodology in analysing
data collected through Company Secretaries on the ethical corporate governance practices of
boards of directors of FTSE-100 companies in the UK. The study argues that the objective of
grounded theory is to attempt to understand reality through social constructions. It also tries
to achieve objectivity through recognising the subjectivity of the researcher(s) and research
regarding their interpretative nature (Howell, 2000). The underlying theme of grounded
theory is the development of theory from data systematically obtained from social research.
While many qualitative studies of organisation and management have used the grounded
theory methodology approach, few methodological references use the grounded theory
approach in the study of ethical corporate governance practices of the board of directors.
Hence approach will provide insights and understanding of corporate governance systems,
particularly the area of the interface between business ethics and corporate objectives.
Corporate governance is an area that has been growing steadily in importance in the last
decade. (Nwanji and Howell, 2007a, 2007b; Nwagbara and Ugwoji, 2015). The Cadbury report
of 1992 on the financial aspects of corporate governance in the UK laid the foundations of the
current corporate governance regulatory framework in the UK. Indeed, the Cadbury report’s
influence has not been limited to the UK, countries all over the world have incorporated its
main principles into their corporate governance codes. Corporate governance aims to ensure
that the boards of directors carry out their duties correctly. The guidelines direct the boards
and management of firms to act to utilise the assets of the company to increase the returns to
the firm's shareholders.

The questions to answer in this study are as follows (1) how effective is ethical corporate
governance in corporate decision making (2) is there a trade-off between business ethics and
corporate objectives? (3) Does an increased emphasis on business ethics affect enterprises? In
line with the research questions above, the primary objective of the study is to assess the
effectiveness of ethical corporate governance on corporate decision making. This objective will
be achieved through the application of grounded theory methodology in the context of the
ethical behaviour of boards of directors and top management of public companies in the UK.

REVIEWING THE LITERATURE

The current updated UK Corporate Governance Code (the Code 2016:1). states that “the
purpose of corporate governance is to facilitate effective, entrepreneurial and prudent
management that can deliver the long-term success of the company.” The Cadbury Committee
Report (1992), is the first version of the UK Corporate Governance Code. (FRC Financial
Reporting Council 2014). Its paragraph 2.5 is still the classic definition of the context of the
Code:

“Corporate governance is the system by which companies are directed and

controlled. Boards of directors are responsible for the governance of their

companies. The shareholders’ role in governance is to appoint the directors and

the auditors and to satisfy themselves that an appropriate governance

structure is in place. The responsibilities of the board include setting the

company’s strategic aims, providing the leadership to put them into effect,

supervising the management of the business and reporting to shareholders on

their stewardship. The board’s actions are subject to laws, regulations and the

shareholders in general meeting.”
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Corporate governance also refers to the procedures and instruments that the owners and
interest groups of a company use to influence and monitor management decisions and
processes. It is widely regarded as the evaluation of the performance of the executive directors
of the company by, or for the company’s stakeholders’ groups. According to Nwanji and Howell
(2005:1)
“Corporate governance aims to ensure that the boards of directors do their jobs
properly. It also protects shareholders’ right, enhances disclosure and
transparency, facilitates the effective functioning of the board and provides an
adequate legal and regulatory enforcement framework. It addresses the agency
problem through a mix of the company law, stock exchange listing rules and
self-regulatory Codes.”

Corporate governance is also about guiding management through managing the affairs of the
company which leads to the achievement of the companies’ objectives whether those
objectives are Shareholdership or Stakeholdership ones as far as management kept within the
rule of the games (Friedman, 1970).

UK Corporate Governance Code

In the UK, the collapse of four companies in the 1990s, (Maxwell Corporation, Polly Peck, Bank
of Credit and Commerce International BCCI, and the Barings Bank) led to the setting up of three
major committees to investigate the effectiveness of corporate governance practices. Since
then there have been other reports on corporate governance following any significant
corporate collapse. (Fig. A) Below shows the major corporate failures leading to the setting up
of committee reports on different areas of corporate governance issues. The first three
committees’ reports resulted in the first Combined Code on corporate governance in 1998,
which was updated in 2003 following the recommendations of the Higgs and Smith Reports
after the collapse of Enron and WorldCom in the USA in 2001.The Fig.(A) below shows that
corporate governance regulations, codes and reports only react after major corporate collapse
regather than proactive to prevent corporate failures. (Chowdhury, et al., 2018).

The events on corporations (see, Fig. A) below has led to increased research on corporate
governance systems in the UK, US, EU and many other countries. There are now at least 40
countries with published corporate governance codes (Cadbury,2002). Researchers employ
database analysis or, less frequently, survey questionnaires and take the form of either cross-
sectional or event-study research designs (Zajac and Westphal, 1996a, 1996b; Sephered,
1999), have all worked in this area of corporate governance research. Cook and Deakin, (1999)
noted that quantitative methodologies had dominated the study on board structure. They
stated that a quantitative analysis of the relationship between various aspects of board
structure and the Chief Executive Officer (CEO), management power balance assumes an
underlying agency-type relationship. The Hampel Committee, (1998:25) stated, “Corporate
governance must contribute both to business prosperity and accountability. Liao, 2010; Cheer
et al., 2015; Ogbu, 2015). The UK Combined Codes of are reviewed by the Financial Reporting
Council every two years and since the Global Banking and Financial meltdown of 2009-2011,
there has been a review of what is now known as UK Corporate Governance Code in (FRC,
2012, 2014 and 2016).
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Corporate Collapse and Committee Reviews in the UK
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Fig. (A): Source: Authors (2018)

Showing the pattern of corporate collapse and committee reports resulting in corporate
governance issues/regulations in the UK from 1990 to 2016.

The Institute of Directors (IOD) has ongoing research (Volpin, and Clare, 2015) on The Great
Governance Debate - Towards a Good Governance that focused on FTSE-100 (The top UK
companies on the London Stock-Exchange) The Institute of Chartered Secretaries and
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Administrators (ICSA UK) has its Good Corporate Governance that supports the Board of
Directors of top companies in the UK. All the UK Six Institute Chartered Accountants are
continually supporting and funding research on corporate governance (ICAEW, ACCA, CIMA,
ICAS, CIPFA, ICANI). We can say that the UK corporate governance leads the World in
corporate governance research.

Theoretical Framework on Corporate Governance

The four major corporate governance models are outlined below to illustrate the effects of
each model about the shareholdership and stakeholdership models of corporate governance.
(Fera, 1997; Abor, 2007; Nwanji and Howell, 2007b; Roy, 2015; Mitlak, 2016; Patel, 2018;)

i.  The Principal-Agent or Finance Model, (Jensen and Meckling, 1976; Manne, 1965), states
that the purpose of the corporation is the maximisation of shareholders profits, as the
shareholders are the owners of the corporations and bear the highest risks. However,
this model creates an agency problem.

ii.  The Myopic Market Model, (Charkham, 1989; Sykes, 1994), also states that the purpose
of the firm is the maximisation of shareholders profits. However, the model is
concerned with the pursuit of short-term market value at the expense of long-run goals.

iii.  Executive Power Model, (Hutton, 1995; Kay and Silberston, 1995), is concerned with the
maximisation of corporate wealth but recognises the problem of the abuse of executive
power for managers’ self-interest.

iv. The Stakeholder model (Freeman, 1984; Blair, 1985), leads to the maximisation of
stakeholders’ wealth but also creates an absence of stakeholders’ involvement. (Jensen,
2001).

The first two can be grouped into the shareholdership model and the other two make up the
stakeholdership model. The two shareholdership model (the principal-agent or finance model,
and myopic market model) are reviewed below to demonstrate why the shareholdership
model of corporate governance is claimed to be the best way of meeting corporate business
objectives to maximise shareholders’ wealth. The current regulatory framework in the UK is
derived from the shareholdership approach to corporate governance. The principal-agent or
finance model (Manne, 1965; Jensen and Meckling, 1976; Baiman, 1990; Shleifer and Vishny,
1997; Dalton et al., 2003) states that the purpose of the corporation is the maximization of
shareholders’ profits as the shareholders are the owners of the corporations and bear the
highest risks. This model is seen as the dominant view of the corporation. (Fama and Jensen,
1983a, 1983b).Keasey et al, (1997) state that the model sees a firm's existing corporate
governance arrangements as the outcome of a bargaining process, which has been freely
entered by corporate insiders and outsiders. If difficulties of corporate governance are not
resolved these market failures in turn also have implications for corporate finance in that
equity will be costly and often subject to quantitative restrictions (Davis, 2000; Jalan, 2006).

The best way to reflect different preferences and to discover optimum methods of fulfilling
shared preferences are to make the objectives of corporate governance clear and to subject the
mechanisms for achieving them to free competition in the marketplace (Sternberg 2001). For
example, the introduction of a voluntary code such as Cadbury report,(Sun 2002; Letza et al,,
2004; Sternberg, 2004). Berle and Means (1932:313) called for the separation of ownership
and control as a necessary explanation for corporate behaviour and the problems confronting
owners (fragmented and dispersed shareholders) who attempt to exert their rights over the
managers who have gained control in the ‘modern’ corporation. The Authors stated that:

“The rise of the modern corporation has brought a concentration of economic

power which can compete on equal terms with the modern state — economic

power versus political power, each strong in its field. The state seeks in some
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aspects to regulate the corporation, while the corporation, steadily becoming
more powerful, makes every effort to avoid such regulation.”

Kirkbride and Letza, (2005a, 2005b) stated that: in the UK, there has been a debate over the
role of the independent non-executive directors, with that debate resulting in changes to a
revised Code applicable to companies report.

Business Ethics
Business ethics could be defined as self-critical, well-intended, legitimate and discourse-based
business criticism. In contrast to legitimate and conscience criticism and as less formal and
public, as less emotional and private business criticism and with integrating, productive and
conflict-resolving functions in each stakeholder context.

“Business ethics in its broadest sense can be defined as being the study of the

moral justification of economic systems at both the national and international

scale. It was identified as a subject of study and research in the 1970s, and a

good deal of work has focused on the structures, responsibilities, and activities

of modem day corporations.” (Institute of Business Ethics 2001).

The literature on business ethics about corporate governance is quite extensive. There are
those who argue that business ethics is not suitable for business or that it is not the
responsibility of corporations to act ethically and have moral values. They claim that managers
conduct business better if they put ethical concerns aside and single-mindedly attend to the
pursuit of profits. Adam Smith’s Wealth of Nations (1776) stressed the decisive role that
individual initiative and the desire for profits play in economic progress. Smith’s position was
that business should be conducted outside ethics. According to this view, commerce is an
independent sector of human activity governed by its own rules and standards. Left to
themselves and allowed to operate freely, directors will produce maximum benefit for
shareholders and society. To impose ethical norms and conduct is doomed for failure and will
only impede economic creativity and progress (Green 1994; Greenwood 2000). This view was
taken up in the modern business ethics by Friedman and others. Friedman (1970:7) view was
that the only Social responsibility of business is to increase its profits.

“In a free society, there is one and only one social responsibility of business - to

use its resources and engage in activities designed to increase its profits so long

as it stays within the rules of the game which is to say engages in open and free

competition without deception or fraud,”

On the other hand, Sternberg (2000: 8) did not agree with Friedman’s view above when the
author said that:
“Business ethics is not a dispensable option; the choice facing management is
not whether to confront ethical concerns but how. It provides a greater
awareness of what is important in business activities and can, therefore,
improve business performances. If management ignores the demands of
business ethics or gets them wrong, they will be unlikely to maximise their
organisation's long-term stakeholders’ values.”

On the question of the effect of business ethics on corporate objectives, much research has
been conducted on corporate social responsibility (CSR). Indeed, the starting point for this
study could be Friedman, (1970) claim that the modern corporation has no social
responsibility to the public, only fiduciary duties to its owners(shareholders). Economists,

URL: http://dx.doi.org/10.14738/abr.71.5836. 152



Archives of Business Research (ABR) Vol.7, Issue 1, Jan-2019

philosophers, business ethicists and academia, have since debated Friedman’s famous
statement over the last 48 years. Furthermore, stakeholdership model concerns the ethical and
moral duties of corporations to all their stakeholders as well as the interest of their
shareholders. Much research has been conducted on the link between stakeholdership theory
and corporate governance issues over the years. (Freeman, 1984; Blair, 1995; Howell and
Letza, 2000; Phillips, 2003).

RESEARCH QUESTIONS AND RESEARCH PARADIGM

The survey questionnaire was based on the research questions on the ethical corporate
governance practice of the board under study. These are the research questions that the article
sets out to investigate through the analysis of the results of the data from the survey
questionnaire.

1. Isthere a trade-off between business ethics and corporate objective?

2. Isthe purpose of corporation ethical?

3. Does an increased emphasis on business ethics affect enterprise?

The research paradigm for this study is critical theory, the ontology is historical realism, and
through this, the thesis objective is to investigate the differences between directors’ mindsets
and reality. The ontology is that there is an interaction/limited difference between the two.
(Denzin and Lincoln, 2002, 2013; Guba and Lincoln, 2002).

The study explores these links between the corporation as ethical and governing actions as
ethical, examining the difference between the two, and focusing on boards of directors of top
companies in the UK. The study takes ethical, theoretical perspectives of corporate governance
to decision-making processes and investigates the question of whether the governing actions/
behaviour of boards of directors and their company is ethical?

GROUNDED THEORY METHODOLOGY

Grounded theory is intended as a methodology for developing theory that is grounded in data,
which is systematically gathered and analysed. The theory evolves during the research process
and is a product of the continuous interplay between analysis and data collection. It requires
the recognition that knowledge is actively constructed with meanings of existence relevant to
an experiential world. Grounded theory as a methodology was first developed by Glaser and
Strauss, (1967) for the study of sociology. Since then it has been used for qualitative studies in
organization and management, education, corporate governance, nursing and political science.
(Strauss, 1987; Glaser, 1992, 1998; Charmaz,2000, 2014; Locke,2001; Howell, 2003; 2013;
Nwanji and Howell, 2005, 2007b; John, 2013). Grounded theory methodology offers a
comprehensive and systematic framework for inductively building of theory. The research
design in this study is a survey questionnaire, and the instrument of data collection is a
questionnaire. The survey was conducted with Company Secretaries from top companies in the
UK, to ascertain their views on the ethical corporate governance practices of their boards of
directors. The questionnaire was made up of ten statements with five possible answers in each
statement requiring the respondents to opt for one response based on the Likert format of
questionnaire design, with varying degrees of agreements to disagreements.

RESEARCH METHODS SURVEY
As Goulding, (2002: 42) points out:
“Knowledge and theory are used as if they were another informant, for, without
this grounding in existing knowledge, pattern recognition would be limited to
the obvious and the superficial, depriving the analyst of the conceptual leverage
from which to commence theorising.”
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This is an important point, as the ultimate goal of using grounded theory for this study is to
develop a substantive theory of ethical corporate governance. Qualitative research is
considered as being valid according to quasi-positivistic criteria within the field of
management.

Questionnaire format: The questionnaire was developed based on the ethical perspective on
corporate governance about boards of directors’ behaviours when deciding on business ethics.
[t contains ten statements with each statement focusing on the corporate governance practices
of boards of directors. The questionnaire requires participants to pick one answer out of five
based on the Likert scale method where (SA) represents strongly agree, (A) represents agree,
(NV) represents no-view, (D) represents disagree and (SD) represents strongly disagree.

The Statement of the Survey Questionnaire
| KEY: | Strongly Agree, (SA) | Agree (A) | No View (NV) | Disagree (D) | Strongly Disagree (SD) |

NO STATEMENTS SA| A [NV |D|SD | Total
Your Board of Directors have made changes to enhance their Governance 43 |16 | 4 | 3| O 66
practices since the introduction of the Combined Code
Your Board has a Committee responsible for a review of its Governance 42 |18 | 3 | 2| 1 66
practices.

Your organisation’s Corporate Governance practices compare actively with 46 | 19| 1 |0 | O 66
ICSA Good Governance Best Practices

Your organisation’s Governance practices compare actively with the Combined | 33 | 29 | 2 | 2 | O 66
Code of Best Practices.

Your company has consistently complied with the Combined Code on 50| 14| 0 | 2] 0 66
Corporate Governance over the past five years

As a Company Secretary, you are responsible for risk management in your 38123 3 |20 66
organisation.

Your organisational code is seen as a statement of the organisation’s ethical 38|25 2 |1]0 66
values

I consider my organisation to have high ethical values about its stakeholders. 32 120 7 | 5| 2 66
Your board considers Business Ethics when setting the company’s business 30| 24|10 2| 0 66
objectives.

Your organisation’s Corporate Governance practices focus on meeting the 40 | 21| 4 | 1| 0 66
business objectives of maximising shareholders wealth.

The financial meltdown indicates that reliable and effective Corporate 46 | 13 | 5 |1 | 0 66
Governance is required if companies are to meet their shareholders’ needs.

Good practice of Corporate Social Responsibility (CSR) that takes the needs of 40 | 20| 3 | 2| 1 66
a company’s stakeholder groups into consideration creates

Table (1): Source: Authors’ Fieldwork (2018):
Survey of chartered secretaries on the regarding the corporate governance practices of Their
organisations based on Likert Scale 1- 5

DATA ANALYSIS
The analysis of the results of the survey used grounded theory coding procedures to develop
categories from the data. Glaser (1992) defined categories as an area of higher order concepts.
They have much more full explanatory power and pull together all the identified ideas into a
theoretical framework. The analysis is based on the results of the respondents on each of the
ten statements of the questionnaire using a Likert scale to identify categories. The results of
the survey questionnaire were converted into a table based on the Likert scale format shown
in the (Table 2) below. As can be seen,66 respondents stated that they work for top companies
which indicated that 66% of company secretaries from the top UK companies took part in the
survey. (Harvey, 2012; MENA Report, 2016). A summary of (Table 2) below shows that most of
the respondents overall, either strongly-agree or agree with each of the ten statements on the
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survey. This is not surprising as compliance with the Combined Code provisions is required for
top companies under the Listing Rules of the London Stock Exchange. It is a pre-condition for
listing on the Exchange that boards of directors of top companies must state in their Annual
Reports and Accounts how their companies have complied with the Combined Code provisions
or explain their reasons for non-compliance, (Comply or Explain Rule). The other factor is that
compliance with the Combined Code’s reviewed 2012, requirements on corporate governance
are viewed not only as an indication that boards of directors are meeting the needs of their
shareholders but also as an evaluation of the board’s performances. There is also the pressure
from increasing shareholders activism particularly the Institutional Shareholders, which forces
the board to provide more and better information on how it has managed the affairs of the
company.

Survey of Companies in the UK

Statements | Strongly Agree No View Disagree Strongly
Agree Disagree
1 43 65% | 16 24% 4 6% 3 5% 0 0
2 42 64% | 18 27% 3 5% 2 3% 1 1%
3 46 70% | 19 29% 1 1% 0 0 0 0
4 33 50% | 29 | 44% 2 3% 2 3% 0 0
5 50 76% | 14 21% 0 0 2 3% 0 0
6 38 58% | 23 35% 3 4% 2 3% 0 0
7 38 58% | 25 38% 2 3% 1 1% 0 0
8 32 48% | 20 30% 7 11% 5 8% 2 3%
9 30 46% | 24 36% 10 15% 2 3% 0 0
10 40 61% | 21 32% 4 6% 1 1% 0 0
11 46 70% | 13 20% 5 8% 1 1% 0 0
12 40 60% | 20 30% 3 5% 2 3% 1 2%
Total No. of Respondents 66

Table (2): Note: (The percentages here are rounded to the whole number in each statement).
The summary of data collected for this study.

Open Coding Categories

To identify categories tables (2) above is constructed into bar chart models with each model
focusing on the results of each statement from the survey questionnaire. Using the grounded
theory coding procedures, we develop categories that are common to each other from the
survey data. This is shown below in (Fig. 1 to12). The charts show the analysis of the
respondents’ views based on Likert scale 1-5. This process provides the basis for generating an
emergent set of categories and their properties that fit and are relevant for integrating theory.
According to Glaser (1978:56) “to achieve the goal the analyst begins with opening coding.”

Governance Practice

100
80
65%
60 « ’
40
24%
20 6%
0 5% 0
0 (,,,,,,_7‘777700/0
STRONGLY AGREE NO VIEW DISAGREE  STRONGLY-
AGREE DISAGREE

Fig. (1): Statement 1: The Board of Directors have made changes to enhance their Governance
practices since the introduction of the New Combined Code: Respondents answers on a scale of 1-5
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Statement (1):As can be seen from (fig. 1), above, 65% of the respondents strongly agree that
their boards of directors made some changes to their governance practices as a result of the
Combined Code on corporate governance and other financial regulations, with 24% of the
respondents stating that their boards made some changes to their governance practices. 6% of
the respondents had no-view, with only 5% disagreeing with the statement (1). The result
indicates that boards of directors take their governance practices as an essential part of
providing shareholders with information on how the board has managed the affairs of the
company. According to the principles of corporate governance published by the (OECD, 2004),
a company’s corporate governance framework should ensure the strategic guidance of the
company, the active monitoring of management by the board and the board’s accountability to
the company and its shareholders. The high number of agreements with the statement (1)
further confirmed the views that most corporations expect their boards of directors to comply
with the combined code on good corporate governance provisions as part of their
accountability to shareholdership and other stakeholdership groups of the company. (Bar,
2017; Evans, 2016).

Statement (2) of the survey questionnaire also focused on the governance practices of boards
of directors in which the participants were asked if their companies’ boards of directors
appointed committees to help them with evaluation of their performances. Shown in (Fig.2)
below, 64% of the respondents strongly agree that such committees exist in their organisation,
and 27% agree with the statement while only 5% had no-view with another 3% disagreeing
with the statement. A further 2% of the respondents strongly disagree with the statement(2).
Board committees advise the board on the efficient and effective implementation of strategies
which can often be the most difficult and challenging aspect of the entire process.

Board Committee responsibility
100

80

64%
60

40
27%
20

= 3% 2%

Strongly Agree No View Strongly-Disagree

Fig.(2): on Statement (2) of Board Committee responsible for a review of its governance
practices.

PricewaterhouseCoopers‘Shareholder Questions 2003’ claimed that:
“The governance framework should not be a “straight jacket” - it should allow
the company to be responsive to the increasingly fast-changing commercial
environment. The aim is to create a long-term strategy, which will result in the
creation of greater value for shareholders, alongside associated benefits for
employees, customers, and other stakeholders.”(PWC, 2003:8)

Good practices for an active board include:
e Reviewing and challenging management’s strategic options
e Thinking sufficiently widely when reviewing strategy proposals
e Taking steps to reduce risks in planning mergers or acquisitions
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Statement (3) of the survey relates to the issue of compliance with the Combined Code and
other corporate governance regulations. On this statement,70%of the respondents strongly
agree and 29% respectively that the corporate governance practices of their organisation meet
the standard of the ICSA Good Governance Practices. Moreover, only 1% of the respondents
had no-view, while none of them disagreed or strongly disagreed with the statement. The
result is shown in (Fig. 3) below. The institute Chartered Secretaries and Administrators (ICSA)
have a range of programmes to suit those requirements of the Combined Code, namely: (i)
Whole Board Evaluation, (ii) Evaluation of Principal Committees and (iii) An Evaluation of
Individual Director. Through its work and its members, the Institute has direct knowledge,
current experience and an instructive understanding of the operation of boards and the
challenges facing directors. (see ICSA, 2012; Yahaya, 2016)

Governance Practices compare with Best Practices.

80
70%
60
40
29%
20
0,
0 - gt 0%
Strongly Agree Agree No View Disagree Strongly-Disagree

Fig.(3): on Statement 3: The Organisation's Governance Practices compare actively with
ICSA Good Governance Best Practices.

Statement (4) of the survey focuses on compliance with the Combined Code and other
corporate governance regulations. The respondents were asked if their companies’ governance
practices sharply compared with the Combined Code best practices. The result of the survey
confirmed that the corporate governance practices of the boards of directors of top companies
measure up to the standard of the Combined Code of Best Practices. In this case, 75% and 19%
of the respondents strongly agree or agree respectively with statement 4. Only 3% of them had
no-view with another 3% disagreeing with the statement none strongly disagree, and this can
be seen in(Fig.4) below. The Combined Code (2003:1) states that:

“The board’s role is to provide entrepreneurial leadership of the company

within a framework of prudent and effective controls which enables risk to be

assessed and managed. The board should set the company’s strategic aims,

ensure that the necessary financial and human resources are in place for the

company to meet its objectives and review management performance.

Organisation’s Governance Practices and Combined Code
100

80

N 75%

60

40

20 19%
0 3% 3% 0%

Strongly Agree No View Strongly-Disagree
Fig. (4) Statement 4 on The Organisation's Governance Practices compare actively
with the Combined Code of Best Practices.
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Statement (5) on compliance with the Combined Code and other corporate governance
regulations, 76% of the respondents strongly agree that their company has consistently
complied with the Code for the past years, with just 21% admitting to this and only 3%
disagreed. The result of the analysis is represented in figure (5) below

No company can expect to manage risk efficiently without first creating a

primary system of internal controls, designed to safeguard shareholders’

investment and the company’s assets. The controls need to consider the risk of

non-compliance with regulations affecting the industry. (PricewaterhouseCoopers,
2003).

The combined code of corporate governance (2012) had clear ethical dimensions when it
stated: that “...designed to achieve the necessary high standards of corporate behavior.” If
corporate governance is to contribute to business prosperity and accountability, then a
company will need effective internal control, financial reporting and risk management systems
in which an independent audit committee will help the board to achieve. (Volpin, and Clare,
2015).

Company Complied with the Combined Code

76%

210/\
3%

0% 0%
Strongly Agree No View Strongly-Disagree
Fig. (5): Statement 5: on the company has consistently complied with the Combined Code on
corporate governance over the past 10 years.

Statement (6) below on risk management and internal control, 58% of the respondents
strongly agree that they are responsible for the risk management of their organizations, while
35% said that they play some part on risk management of their companies. However, 4% and
3% respectively had no-view or disagree that they play any role in the risk management and
internal control of their organizations. The result represented in figure (6) below. In most top
companies, risk management is by usually overseen by a board member of management with
the company secretary providing advice or technical support to the director as required.
Management should identify and evaluate the risks faced by the company for
consideration by the board and design, operate and monitor a suitable system
of internal control which implements the policies adopted by the board.”
(Turnbull Report, 2005).

Corporate governance is seen as a risk, which boards of directors should manage well to meet
the business and financial objectives of their companies. The image and reputation of the
organization to its broader stakeholdership groups can affect the maximization of
shareholdership values if they are not handled in a better way. Regarding stakeholdership
values, boards of directors would project the companies’ image through corporate codes that
the board, management and staff should observe. Decisions that take business ethics and moral
values into consideration can significantly improve the company’s standing to both
shareholdership and stakeholdership groups. Unethical behavior by directors could lead to
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financial risk as the cases of Enron and WorldCom in 2001 have shown. (Combined Code,
2003).

Risk Management and Corporate Code of Conduct

100
80
60 58%
40 35%
20
4% 3% 0%
0
Strongly Agree No View Strongly-Disagree

Fig. (6): Statements 6: on Company Secretary you are responsible for risk management and
internal control in your Organisation.

Statement (7): on the organisational code is an essential part of managing the affairs of the
company. The organisational code of conduct clarifies the policy of a company. It shows what
the company expects from its management and employees. The reflection on values and norms
will also help to reduce inconsistencies in the policy of the company. As shown in (Fig. 7),
(58%) of the respondents strongly agree that organisational code is seen as a statement of its
ethical values, and a further (38%) agree with this statement. Fewer than (5%) of the
respondents had no-views or disagree that their company’s code is its ethical values.

Organizational Code as Organization’s Ethical Values.

100

80

60 58%

40 38%

20

3% 9
. b 1% 0%
Strongly Agree No View Strongly-Disagree

Fig. (7): Statement 7: on the Organizational Code is seen as a statement
of the Organization's Ethical Values.

This may indicate the importance a multinational corporation attaches to the development of
its code of ethics, as the code is the means of expression of the corporation’s ethical values to
the world. It can be seen from the analysis of the result that having a code of ethics is
considered a good corporate governance practice. Codes should not develop merely as a
reaction to a reputation crisis. With proper leadership and support from the board, the staff at
all levels and all jurisdictions of the corporation should be involved in both the content and
implementation of a corporate code to be effective. Pressures on boards of directors to take
corporate code conduct seriously have grown in the past 26 years since the Cadbury Report of
1992.

Statement (8) on the organisation’s ethical values about its stakeholdership groups. As
indicated from the survey result represented in (Fig.8)below, only (48%) of the respondents
strongly agree, with a further (30%) acknowledging that their organisations have higher
ethical values about the needs of its different stakeholdership groups. However, (11%) of the
respondents had no-view, while (8%) disagree and a further (3%) strongly disagree.
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Organisation high Ethical Values about its Stakeholders.

100
80
o0 48%
0 30%
20
11% 8% 39
0 —
Strongly Agree No View Strongly-Disagree
Fig. (8): Statement 8: on I consider my Organisation to have high Ethical Values about its
Stakeholders.

Statement (9) of the survey results focused on business ethics and corporate objectives and it
highlights strategic issues, which boards of directors may wish to address. The literature
shows that some board members appear not to give dedicated support to business ethics when
setting the company’s corporate objectives. As the results of the analysis shown in (Fig.
9)below, (46%) of the respondents strongly agree, while a further (36%) agree that their
board takes business ethics into accounts when setting the business objectives of the company.
(15%) of the respondents expressed no-views on the matter while 3% disagree and none
strongly disagree.

Business Ethics and Company's Business Objectives.

100
80
60
40
20
0%
0 —e
STRONGLY AGREE NO VIEW DISAGREE STRONGLY-
AGREE DISAGREE

Fig. (9): Statement 9: on Your Board considers Business Ethics when setting the
Company's Business Objectives.

Statement (10) on the maximization of shareholder's wealth shows that (61%) of the
respondents strongly agree that maximising shareholders’ wealth is the focal point of the
corporate governance practices of their companies, and (32%) of them agreed with the
statement. Only (6%) had no-view and just 1% disagree and none of the respondents strongly
disagree with statement 10, which is shown in (Fig.10) below. This result supports the
literature that most of the Business organisation see the Anglo-American model of corporate
governance as the primary way of creating shareholders wealth. However, the result also
indicated that many companies are considering other issues such as business ethics, corporate
social responsibility (CSR) and stakeholder issues. The Combined Code provisions provided
companies and their boards with what they need to do to practice good corporate governance.
The board should be independent of management, and there should be independent directors
on the board (NEDs). The Combined Code (2003) stats that: “The board should include a
balance of executive and non-executive directors (and in particular independent non-executive
directors) such that no individual or small group of individuals can dominate the board’s decision
making.” (A.3,2003, FRC, 2016)
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Corporate Governance and Maximising Shareholders' Wealth.

100

80

61%

60

40 32%

20

6% 1... 0%
0 ——— ®
Strongly Agree No View Strongly-Disagree

Fig. (10): Statement 10: on your organisation’s corporate governance practices focus on
meeting the business objective of maximising shareholders’ wealth.

Although most of the companies in this survey have organizational codes and ethical values, in
practice this is not so as companies still see shareholders’ interests as the main reason for
running the business. We can also acknowledge that without maximizing shareholders’ wealth,
the company may go out of business with operating losses that may result in merger and take-
over. With the possible loss of jobs which may affect some stakeholders of the company as well,
(e.g., employees, customers, suppliers, the general communities).

This statement (11) was about reliable and effective corporate governance regulation if
companies are to meet the interest of their shareholdership and the needs of their
stakeholdership, which will contribute, to good corporate governance in the banking and
financial sectors. The results of the survey shown in Fig. (11) below shows that 70% of the
respondents strongly agree and 20% agree that valid and reliable corporate governance is
required in the banking and financial sectors to avoid or prevent the banking and financial
meltdown of 2008 - 2011. Fig. (11) Also shows that 8% of the respondents had no view while
2% disagree with statement 11. The collapsed of Northern Rock Bank in the UK (2008/2009)
led to the global financial meltdown of 2009/2011 and show the weakness of the corporate
governance system in guiding boards of directors in making business decisions that meet the
shareholdership and stakeholdership of the companies. Since the financial meltdown, there has
been an improvement in the development of ethical corporate governance in both developed
and developing countries. In the UK for example, the Financial Reporting Council (FRC) has
carried out a review of the UK corporate governance codes in 2012, 2014 and 2016 resulting in
the current UK Corporate Governance Code. As indicated on (page 4) of this study other
reviews and update on corporate governance system have been carried out. Research on
corporate governance is on the upsurge in areas of policy and development.

Reliable and Effective Corporate Governance

100

80 7..

60

40 20%

20

8% 2% 0%
0 —s ®
Strongly Agree No View Strongly-Disagree

Fig. (11): Statement 11: on the financial meltdown indicates that reliable and effective
corporate governance is required if companies are to meet their shareholders’ needs.
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The final survey questionnaire statement (12) with the results shown in (Fig.12) below, was
the issues of taking the needs of stakeholdership groups into consideration by public
corporations, which in turn contribute to meeting the interest of the shareholdership in the
long-run. The results above show that 60% of the respondents in the survey strongly-agree,
with 30% agreeing with the statement. However, while most of the respondents, (60% +30%)
representing 90% of the respondents strongly agree or agree, 5% of the respondents had no-
view, 3% disagree and 2% strongly disagree. In the literature, the issue of companies
contributing to the needs of their stakeholdership groups through corporate social
responsibility (CSR) is essential to the growth of shareholdership wealth. Some research in
this areas shows the importance of engagement with stakeholders through corporate social
responsibility, business ethics and environmental responsibility. Through community supports
companies can contribute to the needs of the local communities where they carry out their
businesses. “Good business ethics do good business” (Friedman, 1970).

100
80
60 9
40 30%
20
0

5% 3% 2%

Strongly Agree No View Strongly-Disagree

Fig. (12); Statement 12: Companies that incorporate the needs of their broader stakeholder
groups can attract and create wealth for their shareholders in the long-term.

According to (Browne and Nuttall, 2013), executives need a new approach to engaging the
external environment. We believe that the best one is to integrate external engagement deeply
into their business decision-making at every level of the company. Are companies doing well at
external engagement? “Properly understood, external engagement means the efforts a
company makes to manage its relationship with the external world. In practice, however, most
companies have relied on three tools for external engagement: a full-time CSR team in the head
office, some high-profile (but relatively cheap) initiatives, and a glossy annual review of
progress.” (Browne and Nuttall, 2013:3).

CATEGORIES FROM THE RESULTS OF DATA ANALYSIS
The analysis of data from the 12 survey statements resulted in 8 main categories of ethical
corporate governance issues, see (Fig.13) below for data categorisation on Shareholdership
Model and (Fig.14) on Stakeholdership Model. The bar charts constructed to help further an
understanding of the data.
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The Substantive Theory on Shareholdership Model of Ethical Corporate Governance

Internal Control &

Empowerment to Risk Management

reate wealth T
create ea‘ Masmaximisation of

shareholders profits

Shareholdership gg";g?;:éee Communicated_ _
Model \ Issues through accountability

to shareholders

Fig. (13): On Shareholdership Model - empowerment to create wealth communicated
through accountability to shareholders about shareholder theory.

The substantive theory is developed around the ethical issues of corporate governance in the
decision-making process of corporate governance practices of boards of directors of public
limited companies.

The substantive theory developed on corporate governance can be stated as:
(i) On Shareholdership Model - empowerment to create wealth communicated through
accountability to shareholders about shareholder theory.
(ii) On Stakeholdership Model-the expectation to shared values communicated through
justification to stakeholders about stakeholder theory.

The Substantive Theory on Stakeholdership Model of Ethical Corporate Governance

Communicated Stakeholdership
through justification Model

to stakeholders

7o ~ o

Corporate
, Governace Expectation to
Corporate Social Issues share value
Resresponsibility
(CSR) &/
S~
Organisational Business Ethics
codes
<«

Fig. (14): On Stakeholdership Model - the expectation to shared values communicated
through justification to stakeholders about stakeholder theory.

The article presents an understanding of the debut and knowledge on ethical issues on
corporate governance and how to help the Board of Directors on decision making in meeting
the needs and expectations of the company’s different shareholdership groups and
stakeholdership groups.
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DISCUSSION OF THE FINDINGS

The findings from this study on expectations, perceptions behaviuor and accountability of the
boards of directors towards their shareholdership and stakeholdership groups, show that
when it comes to the issues of shareholders, most of the respondents supported the Anglo-
American systems of corporate governance. However, as explained by the models developed
from the analysis of data collected through survey questionnaire there is the recognition that
boards of directors are taking the issues of their companies’ stakeholdership groups into
consideration when setting their business objectives. In term of ethical corporate governance,
through organisations code of conduct and corporate social responsibility policies, companies
now reach out to their broader stakeholdership groups through engagement with
stakeholders. Such engagement is ongoing with shareholders groups through boards
accountability to shareholdership and expectations from stakeholdership.In general, the tables
and charts developed from the analysis of the results of the survey questionnaire were used as
models for analysing the survey results. The tables and diagrams help further our
understanding of the views that the shareholders model of corporate governance is still the
best way of managing the affairs of corporations and provide the platform for boards to meet
the business objectives of maximising the shareholder's wealth and consider the stakeholder's
needs. As could be seen from the tables and models most of the respondents agree that their
boards of directors focus on the categories identified from the results of the analysis, (see Fig.
13 and Fig. 14). It enables them to manage the affairs of the company in compliance with the
New UK Corporate Governance Code.Business Ethics or Organisational Codes help companies
with maintaining their reputations and corporate values or brands. The Substantive Theory
from data analysis through its coding methods, open coding, axial coding and selective coding.

CONCLUSION

This study provided an assessment of the effectiveness of ethical corporate governance
practices of the boards of directors of ftse-100 companies as represented by the views of their
company secretaries. company secretaries play a significant role in the corporate governance
practices of their companies by advising the boards, board committees and individual directors
and management compliance with the combined code and uk corporate governance. company
secretaries also play a significant role in risk management of their organisations. it is their role
to make sure that the boards and individual directors carry out their duties and
responsibilities as specified in the combined code and company law regulations. the article
illustrated and throw light on the effectiveness of ethical corporate governance in corporate
decision making. impact of the combined code provisions on the boardroom’s decision-making
process and boards’ effectiveness. This article shows that integrating external engagement is a
reality for active corporate governance policies. We set out to answer three questions. Are
companies doing well at external engagement? Where might they be going wrong? How can
they do better? The answers to these questions result to ethical corporate governance
practices which benefit both shareholdership and stakeholdership group of corporations.
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