BUSINESS ETHICS AND PROFESSIONALISM
JUSTICE S N KAPOOR*
The Ailment and Need Of Panacea

Corporate America reeled under a Spate of Scams

The Enron scandal has already spawned countless scandals, jokes and gags.  One of them relates to period after Enron scandal and before Saddam’s debacle in IRAQ.  


Colin Powell walks into George W. Bush’s office and says, 


“Mr. President, I have some good news and some bad news.” “What’s the good news?” asks Dubya.


“Saddam has decided to allow UN inspectors to come in and check his research facilities for nuclear bombs.”


“That’s great.” Says the President.  “What’s the bad news?” Replies Powell: “He is insisting on inspectors from Arthur Andersen.


To see some slightly more bizarre humour, check out the number of offers on E-bay, the auction site, by ex-Enron employees.  They run into several pages, including this priceless gem: ‘A mint condition edition of the Enron code of ethics, described as “unopened, untouched, just like the ones owned by most Enron executives.” This collector’s item- mint condition edition - had been snapped up by eager buyers for around $46 (considerably more than the price of Enron stock).


It is not a laughing matter.  The biggest bankruptcy in the American history has destroyed the life of thousands of employees holding worthless Enron stock given as part of their wages and their pension plans. The Enron scam of 2001 was followed by several large U.S. companies like the World Com scam, Global Scam, Cruising scam, Xerox scam and the collapse of the Audit firm Anderson, are too familiar too be ignored.

INDIAN CORPORATES- Scams since 1992

The Indian editions of Enron scandal are several but we have no dearth of Benami Partnerships, front companies and siphoning away of hard earned money of poor investors. Forget the hundreds of companies that collect money from gullible investors and then disappear, even some of the more reputed names in our corporate firmament blatantly indulge in conflict interest.


“Missing from BSE: Rs. 10000 Crores” was the headline of the Sunday Express of 25th May 2003. Express investigation claimed that nearly half the Bombay Stock Exchange’s 5651 companies had been banned from trading and 11 million investors have at least lost Rs 10000 Crores.


To appreciate plight of poor victims of such fraud, take the case of Pal-Peugeot Limited. It crashed in an early 1997 implosion leaving thousands of workers in its Kalyan plant jobless, saddling financial institutions with huge non-performing assets (NPAs) and investors with dud shares. Shares and debentures helped them raise a total of Rs. 200 Crores in February 1996.Financial institutions took the biggest hit of Rs. 160 crores (investment of Rs. 120 crore in company debentures and another Rs. 30 crores in its shares) Small investors lost another Rs. 41.7 Crores.  S Kale a worker at Pal Peugeot’s Kalyan Plant tried selling chapattis at Kalyan railway station after loosing Rs. 35 thousands in salary and wondered what mistake did he make in working with Pal Peugeot for free.   Doshis continue to live in Mumbai’s posh Peddar Road while the European partner has quit India.


* 
Former Judge of High Court of Delhi, Dealing with Company Matters.

One Pied Piper Rakesh Kant Syal set up Golden Forest India Limited befooled 24 lakh investors in 11 states; and collected Rs. 3000 Crores by selling a dream of doubling the money within three and a half years; increasing into ten fold in ten years and two hundred twenty two times in 25 years.  He took their money and he took their land as well.  According to Punjab Vigilance Department, he hived off more than Rs. 3000 crores. He got a helicopter to fly from his house to office, all within Chandigarh. He has thousands of acres of land. But the Vigilance Department got nothing. It is said that even liquidator has not ben appointed for Mumbai and Punjab and Haryana High Court matters are pending consideration before Supreme Court, as reported in Indian Express. Today Syal’s lavish life style is slightly toned down in Model Jail in Chandigarh where he is cooling his heels with his wife Neena, father Amrit Lal Syal brother Rajesh Syal and sister Pameela Syal.  The investors are waiting since long to collect their money and land back.


In the CRB Capital’s case, C R Bhansali similarly raised Rs. 1100 Crores and made it vanish into thin air.  With 133 companies he had dream run; and neatly tipped Rs. 1100 crores into a funnel of dud companies. 


Name of Harshad Mehta and Ketan Parekh are so well known that you may not forget them. List of companies who sailed in same kind of boats, sank the boats and swam away from the scene with stolen treasure and took it to unknown places. 


Such colossal frauds caused shockwaves, temporarily. One good rainy season and Sensex is rising and flying again likes a Phoenix. What a wonderful resilience has been shown by unblemished companies and Indian Economy? But pause and imagine if this amount of Rs 10000 Crores has not been lost by about 11 million investors, what would have been sentiment of the money market and Sensex?

MODUS OPERANDI

In these scams, crooks and powerful players, in connivance with the promoters of the company: -


(a)
Manipulated the Stock Market;


(b)
Diverted money raised through public offerings to the stock markets or through borrowings or by making false statements in the offer documents with a view to manipulate and make quick personal gains;


(c)
Made defaults in repayment of deposits and debentures and other debt instruments;


(d)
Allowed off -the book activities to make financial condition appear better than it was;


(e)
Failed to ensure adequate public disclosure of material off the books liabilities;


(f)
Failed to ensure independence of companies’ auditors by allowing internal and external audit by personnel of virtually the same company or its sister concerns; and


(g)
Allowed Directors and officers of the Company to use corporate funds as private equity fund.

Efficacy of the Panacea-Statutory Amendments and Rules and Regulations

If Enron led to passing of Sarbanes-Oxley Act in June 2002; its Indian versions also led to formation of Naresh Chandra Committee as well as Narayan Murthy Committee. Thank God this time due to Globalisation, the more sensitive Government and the pressure of investors by virtually shunning the money market, the reports of Naresh Chandra Committee and Narayan Murthy committees were seriously taken, acted upon and converted into statutory provisions, rules and regulations.  All these suggestions related to Corporate Governance but a serious question about efficacy of corporate governance has been raised.  


Narayan Murthy in this regard observed:


“Effectiveness of a system of corporate governance cannot be legislated by law nor can any system of corporate governance be static.  In a dynamic environment, systems of corporate governance need to be continually evolved.  The Committee believes that its recommendations raise the standards of corporate governance in Indian firms and make them attractive for domestic and global capital.   These recommendations will also form the base for further evolution of the structure of corporate governance in consonance with the rapidly changing economic and industrial environment of the country in the new millennium”.


If law, rules and regulations could prevail in all matters there would be no breach of such laws, rules and regulations, no action, no prosecution and no proceedings would have been required against any person. Basic reason of all such scams was greed to become as rich and as powerful as King Midas overnight; it was and it is crisis of character and lack of vigilance and checks and balances.

If these are limitations of statutory provisions, rules and regulations, we need something more, some self-regulating conscience, some sensibility, and some sensitivity of a human heart.


And, in the above backdrop we are discussing here business ethics. 

WHAT IS BUSINESS ETHICS?

When we discuss  “Business Ethics and Professionalism” at the 31st National Convention of Company Secretaries, we must appreciate the context in which we are supposed to talk about the subject.

One may feel it desirable here to appreciate meanings of these three words. As regards “Business” according to Chambers 20th Century Dictionary, it means ‘employment; trade, profession or occupation; tasks or errand incumbent or undertaken; matter requiring attention; dealings, commercial activity, a commercial or industrial concern; one’s concern or affairs, a matter or affairs, actions as distinguished from dialogue’: In the present context it means commercial activities of a concern or an organisation where the company secretary is working.


“Ethics” means ‘the science of morals, that branch of philosophy which is concerned with human character and conduct: a system of morals, rules of behaviour: a treatise on morals’: Forgetting about Swami Vivekanand’s philosophical definition of ethics; “ Ethics is unity; its basis is love”. In the present context it would mean both philosophy of the concerned organisation and rules of conduct of business.


As regards professionalism one has to appreciate the term profession first. According to Chambers Dictionary the term Profession means ‘The act of professing; an open declaration; an avowal; religious belief; a pretence; an employment not mechanical and requiring some degree of learning; a calling; habitual employment, the collective body of persons engaged in any profession’. On the other hand in the Webster’s New world Dictionary, the term ‘Profession' has been described as an occupation requiring advanced education and involving intellectual skills, as medicine, law, theology, engineering, teaching etc. Another definition of ‘Profession’ is that it is the body of persons in any such occupation. The random House Dictionary defines it as a vocation requiring knowledge of some department of learning or science. 


The term Professional means ‘ pertaining to a profession; engaged in a profession or in the profession in question; competing for money prizes or against those who sometimes do so; undertakes as a means of subsistence; showing the skill; artistry, demeanour or standard of conduct appropriate in a member of a profession or of a particular profession; one who makes his living by an art; or makes it his career.


Finally, the most important term Professionalism, according to Chambers Dictionary, means ‘the status of professional; the competence, or the correct demeanour; of those who are highly trained and disciplined; the outlook, aim, or restriction of the mere professional…’

BUSINESS ETHICS: DHARMA IN BUSINESS DEALINGS

Business ethics is gene and in law or codified ethics and concepts of Corporate Governance and Corporate Excellence and species thereof and as such these three facets of business ethics alongwith moral duty towards society are tributaries and sources of Ganga of Business Ethics.

Concepts of Corporate Governance

Our Prime Minister Sri A.B. Vajpayee, while describing “Corporate Governance”, observed as under:


“ Numerous debates, discussions, discourses and documentations, have broadly projected Corporate Governance as a multifaceted as well as multidimensional phenomena. And it involves Board of Directors, Shareholders, Stakeholders, Customers, Employees and Society at large. To build up an environment of trust and confidence amongst all the components, though having competing as well as conflicting interests, is a celebrated manifesto of the Corporate Governance. . On a tree, one may visualize fruits of more than one variety. And he may find himself in Wonderland”


In this regard what Narayan Murthy Committee has observed is also noteworthy:


“Corporate Governance is about ethical conduct in business. Corporate governance is beyond the realm of Law. It stems from the culture and mindset of Management and cannot be regulated by legislation alone.”


It implies transparency of management systems in business and industry, be it private sector, public sector or the financial institutions, all of them being corporate entities. It encompasses the entire gamut of directions, controls, mechanics of the functioning of a company. It attempts to put in place a system of checks and balances between the shareholders, directors, auditors and the management.


The key to corporate governance practice is to set a goal for attaining the highest standard of good governance, meticulously pursue it and thereby maximise value for the shareholders, customers, employees, general public and last but not the least, the Government.


It is heartening to note that Indian Corporate world is making constant endeavour to improve the standards of corporate governance, to meet the requirements of a dynamic market.  The Capital Market regulator SEBI has constantly been “improving” terms of listing Agreement and other regulations.  In order to protect interest of all shareholders; and to ensure that the management complies with all legal norms; SEBI has ensured that the number of independent directors on the Board is increased and they do not shirk their responsibility, by making them accountable.  Audit Committee would now be comprised only of independent directors, and they are expected to check all details of accounts and see that proper procedures were followed; they are supposed to quarry the auditors on various points and issues without having the management around.

Now, focus of the management is shifting rapidly from just looking after the interest of shareholders, to the job of looking after interest of all stakeholders, i.e. creditors, distributors, customers, employees, society at large, and the Government as well.  Otherwise, a chemical company or say Union Carbide, can maximize their profit for benefit of shareholders, but can violate all environmental laws and may even endanger lives of the people living in its vicinity.  Along the coastal Gujarat, numerous companies have maximized profits, but at the cost of livelihood of people living in the vicinity of their factories.


An example in this regard has been set by Infosys, by ensuring compliance of regulations of as many as six countries, and also the first company whose shares are listed in New York Stock Exchange. 


The Indian Government has taken a very laudable step. On 2ndSeptember 2003 Union Cabinet approved a proposal to set up a Government-private venture, “National Foundation for Corporate Governance.”  It would be registered as a non-profit trust under the Indian Trust Act, 1882.  Government will make a one-time contribution of Rs. Ten Crores as a grant, while CII would contribute Rs.3 crores; Rs.1 Crore each by ICAI & ICSI; and Rs.1 Crore by others.  This Foundation intends to encourage good corporate governance and for this purpose, to ensure Research and Studies, Education, promotion and development; accreditation and awards, to provide a platform to deliberate upon issues relating to good corporate governance and the Foundation would virtually do everything in this regard.  ICSI must be congratulated for its contribution and its determination to see that its members remain ahead of professionals of other countries in professional excellence keep.


It gives an impression that the entire business philosophy of capitalism is supposed to change from the business philosophy of the Merchant of Venice to the business philosophy of Trusteeship propagated by Mahatma Gandhi, or say from Darshan of Charvak to Visishthadwait.


My hunch is that too much of idealism may not be in larger interest of growth of all.  We must opt for middle path to ensure that entrepreneurs do not start losing initiative on account of fast track of too many checks and reduced business secrecy. Suspecting bona fides of all business leaders is a negative approach and coupled with lower interest rates and constantly fluctuating stock market, it may impair, (a) domestic savings for capital generation; (b) growth of Indian industry; and (c) may encourage consumerism in imported consumer durables.  This aspect should not be ignored and needs threadbare discussions on impact of new regulations about increasing interference in management by independent directors.
CONCEPT OF CORPORATE EXCELLENCE

Dr. P.L. Sanjeeva Reddy, former Secretary DCA, while acting as Chairman of a study group to suggest ways and means of achieving corporate excellence, constituted a Task Force under the chairmanship of S. Rajagopalan, former Chairman, MTNL after having an in-depth study and interactive discussions with various chambers of commerce and professional bodies made certain key recommendations which read as under;


(a)
Setting up of an independent, autonomous centre for corporate excellence, with a view to accord accreditation and promote policy research and studies, training and education and awards etc. in the field of corporate excellence through improved corporate governance;


(b)
Introducing measures for greater shareholders participation, through multiple location meetings, or meeting through electronic media etc.


(c)
Introducing formal recognition of corporate social responsibility with Triple bottom Line Accounting and Reporting.


(d)
Clear distinction between direction and management that  would ensure that the executive directors are held responsible for legal and other compliance with non- executive directors being charged with strategic and overall responsibilities.


(e)
Highlighting directional commitment and accountability through fewer and more focused board and committee membership, tighter delineation of independence criteria and minimization of interest –conflict potential.


(f)
Suggesting application of corporate governance principles to public sector undertakings, certainly in the case of listed companies and preferably even in the case unlisted companies, in terms of their board with independent directors. 


These recommendations fall short of aim, purpose and objective of Business Ethics of total fairness to all for growth of all stakeholders, including society, government and of necessity of meeting environmental responsibility.


In the above background Business ethics could not be confined to just compliance of codified law or corporate governance for it does include social obligation. If it was confined to codified law, then it was not required as it would be just a surplus.  Business Ethics of conscientious person in a conscientious society, is supposed to have two sources of Business Ethics: one emanating from the conscience of the society and an other from the conscience of an individual, One must not forget that Conscience of the society could cover only general situations, out  of innumerable situations. . Consciousness of an individual should and does have freedom to act to meet peculiar situation according to his capacity, intelligence and conscience. 


Similarly conscience of a company has to act as conscience of an individual and would neither be just satisfied with the compliance of codified law, nor would be able to meet the requirements of growth for benefit of all; nor it would be concerned with social obligations to serve its own larger self interest of prolonged period of few decades. Consequently Business Ethics has to include codified law to follow rules of corporate governance as well as an aspiration and will and determination to achieve corporate excellence. Corporate excellence is equally essential to explore the possibility of putting in place and implement able system and to develop firm infrastructure for business excellence to the satisfaction of all. 

BUSINESS ETHICS –TO REGULATE HUMAN BEHAVIOUR 

Every knowledge, law or rule or religious edict has to conform to the basic requirement of optimizing human happiness by reconciling conflicting claims between an individual and the society. Society itself would not exist in absence of individuals. Consequently, one has to appreciate factors deciding human behaviour, particularly when he indulges in business activities.


Before we consider further about other facets of business ethics recent studies may help us appreciate why do people react differently to the same situations.


According to Kevin McCabe, an economist and director of the Behavioural and Neuroeconomics Laboratory at George Mason University, underlying biological mechanisms effect the economic decisions and it leads people to act or not to act in accordance to new science of Neuro Economics. He observed in an answer to a question: “Why do people react differently to the same situations?” in the following words: 


“Experimental economists have mapped out these anomalies and tested how much they affect economic interactions.  Now a new field, called neuroeconomics, is using the tools of neuroscience to find the underlying biological mechanism that lead people to act, or not act, according to the economic theory.”


Recently Daniel Kahneman, a professor of psychology at Princeton University, was awarded the Bank of Sweden Prize in Economic Sciences in Memory of Alfred Nobel on Wednesday by the Royal Swedish Academy for research showing how quirks in human behaviour, such as a tendency to avoid risk or to be over-confident, lead people to behave in ways economist would consider irrational or that don’t always bring positive outcomes.  Kahneman is the first psychologist to win economics’ honour.


The other winner of the Nobel prize in economics was, Vernon L Smith, a George Mason University economist who took abstract economic theory and put it to the test in experimental labs, where he used students as guinea pigs to demonstrate how financial bubbles could be created or how electricity markets can be deregulated.  It was the third year in a row that Americans were awarded the prize.  The presentation of the award to Kahneman and Smith underscored a point that many economists have been slow to appreciate; Markets are more complicated animals than Adam Smith might have led you to believe.  They can overshoot or break down when not regulated well – a point all too familiar to many investors today.  Both researchers have spawned new fields in economics that are today among the hottest areas for younger academics.


An important insight in their work was that people are averse to recognising their losses, a point that helps to explain stock-market behaviour.


In April 2001, the American Economic Association awarded its prestigious John Bates Clark medal to Mathew Rabin, a University of California Economist.  Mathew Rabin has developed a mythical model why people do irrational things such as procrastinate.  An other Genius Award $ 5 lakhs, was given to Sendhil Mullainathan, a behavioural economist of Massachusetts Institute of Technology.He   has studied how traits like will power and a sense of self-interest affect economic behaviour.


Vernon L. Smith, 75, a George Mason University economist pioneered the field of experimental economics, which is increasingly popular in academic departments around the US Smith’s early work found markets behaved with surprising efficiency; when he asked students to simulate trading, prices in experiments tended to converge around an equilibrium that economists would expect.


The Harvard Business Review conducted a survey of top executives of leading business organisations to find out most basic and common characterstic of chief executives of America. The studied survey indicated that most basic common factor in all the chief executives was self-control and steadfastness of mind. This implies setting up of process, precise goals and a consistent and persevering attempt to reach that goal again without wavering from the set objective or go after minor satisfactions without pursuing it further.


Joseph Massie in his book  “Essentials of Management” also advocates the same.  “The increase in the complexity of relationships in modern society demands that managers become an elite of brains and educations.  Entrance into this class is based more and more on education and knowledge.  The Theologian would study the spiritual implications of managerial actions”.  He also says that the managers typically face moral dilemmas in their decisions and actions and further observes that management must be concerned with questions of philosophy, which help it make value judgment in its day-by-day activities.


The behavioural science school of management studies the forces, which drive men to action.  They consider two concepts of “drive” and “habit” “Drive” is internal state of mind. Under conditions of drive an individual is aroused or his behaviour to pursue an objective is energized and activated. Habit is a connection between a condition or event and the individual’s response to that event; it follows that unless drive and habit are controlled, one will not be able to achieve one’s objectives.

Dr. Sarvapalli Radhakrishanan, in his book says: “Man knows only a part of his being, his surface mentality.  We are sometimes completely overcome by emotions, instinctive and involuntary reactions that upset the role of conscious reason..…Under the stress of strong emotions, we say or do things, which we regret afterwards.  Unless the individual has complete self-awareness, he cannot become master of his life; by developing purity of intentions, man marches to success”.

LAW OF KARMA, GENES, HABIT AND SAMKALP & DRIVE

I believe that one has to understand above said concepts of drive and habit in larger concept of law of Karma. Firstly, one cannot escape effect of composite karma manifesting in the shape of birth of a child and his relation with a particular person as father and another particular person as his mother to take birth on genes inherited from them. Although humans mostly inherit the same basic sets of genes, the human genome, there are small variations in the structure of each gene. These inherited variations can result in considerable differences in the way brains of different individuals function because specific genes are needed for the production of neurotransmitters.  While personality is shaped by many different influences through life, the biological component of personality/ temperament is present from birth and so is likely to be influenced by genes in addition, for behavioural characteristics and environmental factors.


Environmental factors such as parenting, education, lifestyle and diet will probably have at least as strong an influence as genetic inheritance. Neuroscientists do not claim that individuals inherit through genes, a business empire, or inherit anything in the shape of infrastructure, finance and other resources. 


But even in worst situations one has to act like Arjun or Churchil who said ‘we shall never surrender’ and make an attempt to match effort with fate in the shape of aforesaid working forces. Only in this way one shall be able to achieve his objectives.

BUSINESS ETHICS, PHILOSOPHY AND MOTIVATION  

What motivates a person to act .in different modes and moods? According to our Hindu Philosophy there are six schools of thoughts embedded in one’s subconscience, which consciously or unconsciously predominate his thinking, inclinations, drives and habits and in short motivation of a person, leading him to act or respond in different, and in his own unique way.  Without elaborating, for the sake of convenience we may divide these six Darshanas into two classes: one which takes into consideration welfare not just of the physical self but considers the welfare of the broader self which in addition to physical self also includes those also who directly or indirectly help him in his material and spiritual growth. This broader self includes all friends, relations, one’s colleagues, social and economic order, environment and his society and community. . The other philosophy is that of Charavak Darshan.  Those who are inspired by this Charavak Darshan have neither time nor inclination to think about welfare of others.  They believe in “Yaavat Jeevet Sukham Jeevet, Rinam Krutwa Ghrutam Peevet”.  This latter one could not be a philosophy for a Business organisation; naturally, the “Business Ethics” of a giant concern could and would not be governed by such a restricting philosophy.  Modern Business expects a philosophy, which helps an organisation to blossom into a giant Kalpa Vraksha from a tiny plant to fulfill desires of all who come under its shelter.

BUSINESS ETHICS OF ALL ROUND GROWTH: NOT AN IDLE TALK 

This kind of all round growth is neither a pipe dream nor it is daydreaming. Infosys, Wipro, Reliance, Tata and ITC assiduously pursued this approach of ensuring all round growth in their organisations and you may see that each one of them is vying with world leaders in competition.

USE OF COLLECTIVE INTELLIGENCE

The combined and innovative intelligence of entire team of management and workforce would lead to innovation and cost reduction, quality improvement, increased sales, better market, easy availability of funds and other resources, speedier consequential geographical expansion.  

This kind of approach was found valid by Ford, when he insisted on jotting down all good ideas whenever they occurred for he respected intelligence and views of each and every member of his work force. Microsoft and Bill Gates have gone beyond their expectations by chasing intelligence and knowledge, wherever they could get it by pooling it and marketing it. This would be of great help in encouraging professionalism.


So, in case you want to be in global business and want to find whether you are capable or incapable of taking appropriate decision in a given situation, first find out a neuroeconomist of Neuroeconomics Laboratory at George Mason University. May I suggest one may go to an astrologer who knows how to please his clients and to force one to pay through nose on account of fear created by plying on one’s weak psyche by glib taking.


Neurons are certainly influenced by cosmic forces in the shape of the influence of the heat of the Sun, the gravitational pulls of earth and the Moon, Mars, Saturn, Mercury, and Rahu etc and their mutual motional and positional relationship. But you must appreciate how right conduct is insisted upon in Astrological works by our Seers.


Business ethics is dharma of determined and steadfast warriors in economic Kurukshetra, who would like to retrace few steps or at the most, may like to loose the battle for strategic reasons but would continue to fight to win the war. It is not the business conduct of a temporary profit-seeker. It is neither dharma of a fatalist, nor of an escapist. 


Business ethics, being professional Dharma, can not go beyond the scope, heart and soul of Dharma. Naturally it is as dynamic and as complex as the concept of Dharma is. Firstly, it is a matter of one’s own fitness to discharge his professional responsibilities. Secondly, for the same purpose, it is a matter of constant mental alertness, complete awareness of nicities and nuances of one’s business on one hand and on the other, a matter of intellectual capability to take right decision at right time. Right decision at right time needs spiritual advancement to develop intuitive faculty and to understand human psych. It is not only a matter of adopting correctional and remedial measures for putting back an individual on his own track, but also a matter of putting back others on their track. It is a matter of creating fine-tuned team of motivated, determined, broad minded, forward-looking optimists. And this team is to be formed out of those, who have been brought up in different families, different environmental and social setups, different educational and perceptional backgrounds, having their own individual philosophies. If one is having deep rooted faith in philosophy, then it would becomes easier for a company to fine- weave a homogeneous team working for mutual growth of each other as well as their own and their organisation. Then they understand easily that their own growth not only lies in their own growth, but also in the growth of   their organisation, growth of their seniors, juniors, colleagues and subordinates, rather all those who come in their contact. In short, it is a thoughtful and effective action to ensure all round growth of all. In other words it is a technique of management of all round and mutual growth of all.

CORPORATE Vis-a Vis POLITICAL INTERPERSONAL RELATIONS

Communication between corporate world and Political leadership is not only desirable, rather essential for ensuring favourable climate for economic growth. The business world can not run in isolation and naturally should always be vigilant about fiscal policies of the government to ensure business expansion and economic growth.  Inmate should both, concepts of Economic and Political democracies require constant dialogue on “How to accelerate Process of economic growth?’  No exception could be taken to it.


But there is a seamy side of political hobnobbing leading to political corruption in the shape of arm twisting of corporates for project clearance and political favor of making ordinary facilities for a price of “contribution to Election Funds of the ruling party or of the party which could be expected to win, or financial supports to as many candidates of various parties” to act and play different roles the behest of a group of companies to put pressure on the government to the extent of covert threats of changing the government, as is being loudly whispered. . If there is truth in it, such a political and corporate climate fertilizes   the concept of “Money makes the Mayor Go”.


In the vision of Woodro W Wilson, prosperity is necessarily the first theme of every political campaign. This kind of prosperity has hardly any proximity with values or Business Ethics. In a workshop on Corporate Excellence caution rang that such a dubious political corporate nexus is enimical and runs against the basic principles of corporate governance, leave aside corporate excellence and Business Ethics.


Current Provisions have bestowed on the Board of Directors to pass on certain portion of profits to political funds. In large number of cases this provision has been reportedly misused. Way back in 1957,Justice M.C.Chhagla warned against the then existing similar provisions that the so called sanction of the company was a mere camouflage for either the directors or some powerful person holding some large block of shares so as to control the voting.


Sensibly gravity of the danger was realised and Companies (Amendment) Act, 1969 was brought in, Statement of Object and Reasons read:


”A view has been expressed that such a contribution has a tendency to corrupt political life and adversely affects the democracy in the country” 


In view of past experiences would it not be desirable that the companies instead of funding elections are allowed to fund several projects of NGOs or various cells of political parties to show their worth by executing and running successfully in their vicinity.  At least the trust and confidence in the management of the company would not be shaken by falsification of accounts. 


What is known as political hobnobbing would become redundant if the projects submitted by any corporate body are not cleared within three months or any other reasonably specified period of few months, and the Government of India and the State Government or any other authority does not inform its objections, it should be deemed to have been provisionally cleared. Whatever objections are to be raised by concerned authority, all those objections must also be informed in one go and not in piecemeal.


I would strongly favour even a judicial intervention if any project is delayed by any department for a period over six months, then the Secretary of the concerned Legal Service Authority must approach the concerned High Court and in case of necessity the Supreme Court to issue directions to the concerned executive authority to explain the reason of each days delay in processing the project. One could not be oblivious to the heavy social cost involved in such delays in the shape of escalation in cost of the project, loss of man hours lost in such delays, loss to the company and the economy in the shape of GDP and its spiraling effect and loss of foreign exchange foreign exchange. This may also involve loss of excise duty, income tax and money spending and the local economy.  Virtually it is colossal neglect on  the entire department dealing with the project.  Neither Indian economy nor any corporates body could afford such delays implying colossal loss. 


In such circumstances, it is the duty of the Secretary of concerned Legal Services Authority to act and to seek legal remedies on behalf of the would be beneficiaries of such projects by approaching the concerned High Court and even Supreme Court in case of need.  The High Court concerned, being a court of equity and good conscience would surely not lag behind in protecting the invisible beneficiaries and in the interest of National Economy, by looking into the matter after calling a report about delay and provisionally allowing the project to go ahead on giving an   undertaking to remove all just objections in a period of three months.

B.T. AND A.T. KEARNEY STUDY

A recent study “to discover and share with its readership the secrets of success of India Inc.’s best managed companies,” jointly conducted by Business Today and A.T. Kearney reveal four kinds of companies, Value builders, profit seekers, simple growers and under-performers.  Profit seekers show revenue growth rates below their industry’s average although they still create significant shareholder value in the short term.  On the other hand Value-Builders achieve above average revenue and shareholder value growth over a long period. These companies constantly try to extend their advantage by constantly finding ways to stay ahead of their peers in the race for growth opportunities, capital and talent.


The profit seekers usually decide to shut down the growth engine and opt for a profit-oriented focus that involves heavy cutting of cost to meet earnings target.  In sharp contrast, Value Growers or “Best Managed Companies” never slow down their growth engine, even if it means sacrificing the bottom line for a certain period of time.  These companies make intentional investments either on acquisitions or people or systems.  They recognise that sinking into profit-seeker territory can make the eventual return both slower and more difficult.


This growth philosophy was exemplified well by TVS Motors and Reliance. During the down turn, T.V.S. Motors made extensive investment in distribution network, internal quality systems, manufacturing units and R&D facilities. Similarly reportedly Reliance has continued to make investments in existing as well as new businesses. The best-managed companies optimise growth rates rather then maximise them. They avoid the dangerous yet alluring trap of ‘more and better’, and instead maintain a sustainable speed and time for their growth to effectively ride the spiral.


What goes into the making of India’s Best Managed Companies?


Here are some insights offered by the BT-A.T. Kearney study.


Fundamental 1: Value-building is possible in any industry, in any region and at any phase of a business cycle.


Fundamental 2:  Growth is spiral-shaped, not linear.


Fundamental 3: Best-managed companies use innovation, geographic expansion and risk taking to fuel value-building growth.


Fundamental 4: Best-managed companies use clearly laid out systems and processes in areas of strategic review, operations and people management to sustain superior performance and growth.


Fundamental 5: Best-managed companies have a strong leadership team to help broad-base strategic thinking and ‘fire their growth engine on all cylinders’.

Key areas for improvement

The study highlighted two areas where corporate India appears to be weak : governance and social responsibility.  While both have started getting management’s attention, substantial initiatives are required to not just meet the requirements but also consciously exceed tough global standards.  Transparency and corporate governance not only helps attract quality global investors but also build credibility with customers.


Best managed companies like Infosys, Dr. Reddy’s and Hindalco have made extra efforts in the area of corporate governance.  Infosys complies with the corporate governance guidelines of six countries.


Similarly, corporate social responsibility is also an area to which the average corporate has not given adequate attention till recently.  Despite increasing regulations, the need for being environment friendly is still in its nascent stages.

THREE GREAT HURDLES IN TAKING RIGHT DECISIONS AT RIGHT TIME

First great hurdle is lack of knowledge of latest professionally required information. Two other great obstacles in all round physical, mental, and spiritual growth- of an individual or an organisation or a developing market or economy, are inhibitions and suspicions. These are not insurmountable, at least in a business organisation and a group of sensible market players. 


However, in order to avoid the first, one has to read professional journals like Business Today and Chartered Secretary, in addition to Economic Times etc. One would do well by remaining in constant touch with the concerned Ministries and at least Booksellers who could supply on their own latest Amendment Bills, Notifications, Rules and Regulations.


As regards, obstacles of inhibitions and suspicion in proper growth, they originate from internal and external sources. As regards internal sources, one feels inhibited and remains suspicious, if he lacks spiritual strength or say Atmabala, and sad experiences in the past leaving a scar on one’s psyche. Yogik Asanas including Namaj, Pranayam, Sandhya and recital of Gayatri Mantra may help in 90% cases. They are also helpful in stress management. In rest of the cases, one may be required to consult a Vaidya or a Neuro-physician. As regards external sources, it lies in “hush, hush” approach and secretive conduct of concerned person. Crystal clear transparency, honesty, integrity probity, in short high state of business ethics would be essential. to relieve a person  from inhibition and suspicion to enable him to take right decision at a right time.

WHISTLE BLOWER

The Company Secretary, the Audit Committee and concerned Directors, being conscious keepers of the management, are supposed to collect all information and all data, to martial and analyse it and to present analytical report with suggestions for prompt action to the concerned director and if he deems it desirable, he may bring it to the notice of MD, Chairman, all other Directors and the shareholders, consumers, promoters, the society at large, and the Government depending on situational necessity. As conscious keepers they are supposed to secure the aim and objectives of the organisation by timely informing the directors and for taking remedial measures.  

SEBI’S EXPECTATIONS

In an interview G N Bajpai, Chairman of the Securities & Exchange Board of India  (SEBI) about accounting procedure, suggested that the first step should be investors education by clearly telling him about the method of investment in the market; the risk, returns and trade offs associated with investing in stocks, the functioning of stock markets, depositories and grievance of redressal mechanism.  SEBI was supposed to launch a nationwide campaign to spread awareness amongst investors.  In terms of the directions issued by the SEBI he expected the corporates to disseminate real time information in easily understandable language.  Every corporation listed in Indian stock exchanges and on market intermediaries has to follow corporate governance norms.  Corporate governance is expected to go beyond the rulebook and encompass a principal approach, which requires focus on fundamentals.  The fundamentals would be like why a corporate comes into being, how wealth is increased and more importantly how this wealth is shared.  SEBI has asked its rating agencies to prepare a mathematical process for measuring corporate governance in terms of wealth creation, management and sharing, accounting principles.  It is expected that the corporates follow that spirit of the law and not just letters of law.  The corporate is supposed to furnish every conceivable form of information, which has a bearing on the stock price.  SEBI intended to track down every case of misconduct by companies and they would take every possible action against company.  Now, the companies would not be able to say they were not aware of the implication of a particular rule for the SEBI has taken steps pertaining to advance ruling.  Supposing a company is planning to take over but is not sure whether it would be in accordance with SEBI regulations.  These companies can take now the opinion of the SEBI for certain fee to avoid any post acquisition anxiety.  Violation of any negative advise of the SEBI would lead SEBI to issue warnings.  However, the correspondence relating thereto would be kept confidential.  Consequently the business ethics require that the companies should adhere to the norms prescribed by the SEBI to avoid issuance of warning and ultimately de-listing of their stock.


Since the directors and managers of the company are just trustees of the shareholders, they are supposed to take all possible due care and caution to display their good faith.  Display of due care and caution indicating good faith would enhance the credibility in investors and shareholders.  It would further enhance the credibility otherwise while dealing with financial institutions and while entering into business transactions.

REVISED CLAUSE 49 OF LISTING AGREEMENT

On 26th August 2003,after considering public comments on N.R.Narayan Murthy Committee recommendations, SEBI has approved certain amendments in clause 49. The revised clause 49 contains both the existing sub-clauses as well as new clauses. The amendments have been inter-alia carried out for strengthening the responsibilities of audit committees, improving the quality of financial disclosures including those related to related party transactions and proceeds from initial public offerings, requiring boards to adopt formal code of conduct, whistle blower policy and improving disclosures related to compensation paid to non-executive directors.  All listed entities, having a paid up share capital of Rs. three crores and above or net worth of Rs. twenty five crores or more at any time in the history of the entity, are required to comply with the requirements of the clause by 31st March 2004.


The clause may require to be amended after passing of the Companies (Amendment Bill) 2003 to ensure harmony in both.

RISK MANAGEMENT

Like God risk is omni present and omni potent; but does it call pressing of the panic button continuously.  It has different facets of risks in so far as business is concerned :


(a)
Total or partial damage to the goods sent through railway or transport or by air on account of accident 


(b)
Non-payment by a purchaser after receipt of goods 


(c)
Loss of goods on account of fire or vis major or act of God or by mischief monger.


One has to differentiate between pure risk and speculative risk or one may call it pessimist’s risk and optimists’ risk.  Degree of risk being a matter of perception of an individual; but a comparison or the statistic and calculation of the actual risk would help decide in appreciating the impact of likely risk.  There could be different kinds of situation indicating the degree of risk; say a community may find it acceptable to live with the carcinogenic risk of smoking while they may find a significantly lower risk associated with a nuclear power plant unacceptable.  One must keep in mind that the actuarial tables have not been updated in India the way they are required to be updated in view of increased mechanized safety devices and increased awareness about prevention of accidents, thefts and frauds..  Consequently one has to take into consideration this aspect also while deciding to take insurance cover or the extent of the insurance cover.  There is another facet; management is trustee of the assets to the organisation not owner. A pessimist manager may be inclined to have all sorts of insurance cover while an optimist manager may like to avoid to a great extent.  In such a circumstances a collective wisdom based decision would be much more helpful. That will outweigh both extremes of pessimistic and optimistic outlook.  


While considering the risk factors however, the following factors are required to be considered for considering industrial pure risk:


—
Tangible costs


—
The losses suffered due to an accident


—
The investment in safety and good practice to minimise accidents, training and fire protection


—
Lost revenue due to loss of production


—
Insurance premiums


—
Intangible costs


—
Loss of market share following an accident


—
Loss of public goodwill due to a product defect and environmental problem


—
Loss of morale in staff due to repeated losses and stoppages.


Risk is the sugar and spice of life.  This is a simple and effective definition bringing out the dual nature of risk.  Risk is essential for the survival and growth of mankind.  The sound understanding of its nature, the way it is perceived and its impact on business, are necessary to ensure that opportunities are harnessed, while the downside is managed.  In a nutshell, this is the scope and purpose of risk management. 

BUSINESS ETHICS: “HOLISTIC VALUE MODEL FOR ALL ROUND GROWTH”

Our economy has reached such a stage of globalization as well as liberalization that it is ready to enter the third and more challenging phase of economic transition i.e. playing a decisive role in the turbulently competitive global economy.  We have to meet the requirement of time and the stage of global competition.  For this purpose, we will have to create a credible, trustworthy and internally strong corporate India which values business more than just the economics of give and take.  Hence this calls for our organisations to build an organisational culture characterised by “Value” in its true spirit.  To set itself apart, it becomes imperative for India to show up a unique and united representative face of an Indian organisational value system.  Hence, organisations should aim at evolving a culture, based upon a “Holistic Value Model for All Round Growth” which should embody the following determinant factors and coronary stones:


(i)
Qualitative Value Addition focusing customer’s satisfaction;


(ii)
Creation of mutually beneficial customer supplier, distributor link for business intelligence collection and prompt responses;


(iii)
Deep commitment to protect preserve and nurse and nurture interest of shareholders and investor,


(iv)
Employees’ satisfaction coupled with their material and intellectual and spiritual growth to serve the organisation for mutual benefit for all round growth of all;


(v)
Deep commitment to welfare of society at large by 



(a)
Employment and infrastructure creation and addition in the vicinity; 



(b)
Creating purchasing power and investing capacity for further growth; 



(c)
Environmental protection;



(d)
Encouraging literacy, health care and “Shramdan” for creating growth oriented infrastructure by extending a helping hand to local NGOs, Resident Welfare Associations or Panchayats etc.


It would be a vibrant “Holistic Value Model for All Round Growth”. When it is institutionalized by organisations individually and as clusters, it can give a distinction to organisational culture. 


In the light of their aforesaid legislative amendments creating office of CAO, independent directors, advisory committee as visualized by the management Gurus; business ethics arising in natural course of business dealings not covered otherwise by statutory provisions of law and the social environmental obligations; would be three facets of business ethics. Business ethics is heart and soul of corporate excellence and is all embracing and all pervasive.  This is as good as dharma or codified ethics; dharma of an ordinary human being in mutual course of business dealings and dharma of a sensible, sensitive and spiritually conscious person who realizes his obligation to the society and the environment in which he lives. 


All the three facets of business ethics as has been explained, depend on philosophy, basic inclination, habit, education, self-control and steadfastness which determine responses and actions positive and negative of an individual and an organisation, in a given situation.  For faster and accelerated pace of growth rate - encompassing physical, material and spiritual growth of an individual as well that of organisation(s), society and the economy - one has no option but to insist on the concept of mutual growth of all taken together and one has to follow the concept of SARVA BHOOT HITE RATAH or SARVE BHUVANTU SUKHINA, SARVE SANTU NIRAMAYA.

