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ABSTRACT: This research describes how company law and corporate governance allow the
company to participate in a risk-taking activity that can benefit society, but the activity should be
done in a way that managers and directors remain accountable.
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INTRODUCTION

In a business context, corporate governance refers to the systems of rules, practices, and processes
according to which companies are governed. The model of corporate governance depends on the
nature of the company which is based on the distribution of rights and responsibilities to all the
employees who are part of an organization®. Corporate governance is the system according to
which companies are directed and controlled. The main responsibility of the board includes setting
the strategic aim of the company, providing efficient and sufficient leadership and employees,
providing them resources to accomplish the task, and to supervise the management of the
business?.

Company law is based on the formation and regulations of companies and corporations that are
based on legal terms and conditions by an individual who owns the company. The company law
is also implemented on those members who manage and direct the activities of employees known
as directors®. When the income of the company is unmatchable to the debt the company becomes
insolvent or can be said that it puts on administration and wound up eventually*.

1 Al-Smadi, M.0O., 2019. Corporate Governance and Risk Taking of Jordanian Isted orporations: The Impact of Board
of Directors. Investment Management and Financial Innovations, 16,1ss.1. pp. 79-88
2 Liu. H.H. and Liu, C.C. 2020 The Economic Freedom, Corporate Governance and Risk-taking Behavior: Evidence
from the European Life Insurance Industry. Journal of Applied Finance and Banking, 10 (5), pp. 87-103
3 Alfiro, S. and Venuti, F., 2016. The Impact of Corporate Governance on Risk Taking in European Insurance
Industry.
4 Admati, A.R.2017. A skeptical view of financialized corporate governance. Journal of Economic Perspectives, 31
(3) pp. 131-150
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Companies Duties

According to the characteristics of corporate governance, the board of directors is responsible for
releasing all the relevant information to the stakeholders. They must make sure to prove all
necessary financial and operational data to the customers and corporate governance®. They should
not maintain any secrecy in the business or hide any important information. The managers and
board of directors are accountable for the actions of the stakeholders and the entire society. The
majority of the legal laws and regulations of corporate governance is based on ethics, moral
principles, and values. The board of directors must make sure to avoid unfair practices, cheating,
or exploitation®.

Considering the above-mentioned characteristics of corporate governance, the risk of taking a
policy of business should follow the rules and regulations stated by the corporate governance of a
country. It will ensure that the products and services of the company are of quality and there is no
harm in purchasing the products. It ensures the stakeholders about transparency and legal practice
of the company’. For introducing any product in the market that can be beneficial for the society
organisations has to make sure their risk-taking policies are not breaking any rules and regulation
while it is the core responsibility of managers and board of directors to enhance their employee's
knowledge related to corporate governance and how they are bound to follow it8.

Codes of good governance are considered to be the rules of best practices of the board of directors
and other mechanisms of governance. The codes are designed to address the deficiency in the legal
system and corporate governance system. The main purpose of slides of good governance is to
make sure that the managers and directors in the company maintain transparency and
accountability related to any risk-taking activity that can benefit society®. The codes of good
governance were majorly issued by directors associations, investors association while the
government has no role in developing practices related to national governance. It is a popular and
known claim that the primary trigger of good governance are institutional investors although they
have only pressured the stock-exchange commissions and private association for improving the
practice of governance in the country*.,

5 Schwarcz, S.L., 2017. Controlling systematic risk through corporate governance. CIGI Policy
6 Gericke, R.C., Gericke and Torregrosa, 2018. Corporate Governance and rist management in financial institutions.
Springer Institutional Publishing AG, part of Springer Nature.
7 Schwarcz, S.L. and Pehani, M., 2018. Addressing Excessive Risk Taking in the Financial Sector: A Corporate
Governance Approach.
8 Admati, ibid p. 135
9 Stein, V. and Wiedemann, A., 2016. Risk Governance: Conceptualization, tasks, and research agenda. Journal of
Business Economics, 86(8). Pp.813-836
10 Hoskisson, R.E., Chirico, F., Zyung, J. and Gambeta, E. 2017. Managerial Risk Taking: A Multitheoretical Review
and Future Research Agenda. Journal of Management, 43 (1), pp. 137-169.
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In most of the legal system, for example, civil law, there is no specific legal basis for the codes of
good governance; however, they are also not legally binding. The enforcement of the legal system
is all dependent on the directors of the company and the external forces of the market!!. Only in a
few legal systems such as religious and customary legal systems the laws are considered to be
explicit legal consequences to the code or its provisions.

Considering the companies from the private sector they have enough stamina to adjust their
businesses and activities according to corporate governance and code of recommendation®?,
Through previous studies, it is suggested that by the announcement of compliances that the market
reacts positively. The codes based on corporate governance are influenced by the activities and
decisions that the directors and managers take to run the business and how it can benefit society*2.
The ratio of risk-taking activity is higher in the corporate that is operating in a better-governed
environment. The companies following governance laws have more options for diversification.
According to the principles of corporate governance, all shareholders are obliged to receive equal
and fair treatment. It involves making sure that all shareholders are conscious of their rights and
how they should exercise them!*. The company following good corporate governance has more
reputation in the market and it will minimise the cost of energy in business.

If a company wants to market its new products or services to the customers it should make sure
that the company is following ethical and legal laws as stated in corporate governance and ethics.
The ingredients should not be of lower quality while the company should not make fake claims
related to the product as it can change the decision of the customers, which is considered an illegal
activity®®. The managers and directors should make sure they are governing the employees and
from where they are getting the resources to produce the product. They should be accountable for
mentioning the sources of all ingredients and their origin, however, it is also essential to make sure
that the company is following ethics, for example, it is not using child or slave labour for producing
a product to benefit society?®.

11 Dunbar, C.G, Li, Z.F. and Shi, Y., 2020. Corporate Social Resposibility and CEO Risk-Taking Incentives. Journal of
Corporate Finance, 64 (101714).
12 Jedrzejowska- Schiffauer, I., Schiffauer, P. and Thalassions, I.E, 2019. EU Regulatory Measures following the
Crises: What Impact on Corporate Governance of Financial Institutions. European Reseach Studies Journal, 22 (3),
pp. 432-456
13 Shi, W., Connelly, B.L and Hoskisson, R.E., 2017. External Corporate Governance and Financial Fraud: Cognitive
evaluation theory insights on agency theory prescriptions. Strategic Management Journal, 38 (6), pp.1268-1286
¥ Ferris, S.P., Javakhadze, D. and Rajakovic, T., 2017. CEO Social Capital, rist-taking and corporate policies. Journal
of Corporate Finance, 47, pp.46-71
15 Namazi, M. and Hosseini-Nia, S., 2017. The Moderating Role of Corprate Governance on the Relationship
between a Firm’s Product Lifecycle and Risk-Taking. Asian Journal of Accounting and Governance, 8, pp.87-100
16 Akbar, S., Khrabsheh, B., Poletti-Hughes, G. and Shah,S.Z.A., 2017. Board Structure and Corporate Rist Taking in
the UK Financial Sector. International Review of Financial Analysis, 50, pp.101-110.
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Corporate governance is not only related to the company or business laws but it also protects the
rights of customers governing the decisions and controls of the organisation. Considering the risk-
taking activity of the company the investor seeks to have a greater voice in the strategic decision-
making process of the company. They have the right to point to the corporate social responsibility
of the company and if they adhere to all rules and regulations according to the corporate law?’.

Board of Directors Duties

For the directors and managers, it is important to consider the development of risk taking policy
following corporate governance. The risk-taking activity in any company should be according to
the corporate strategy work of the board. It should involve and specify the degree and types of
risks involved in the activity that the company is willing to accept to accomplish their goals'®. The
management must manage the risk and know its adverse effects if the plan is not successful. The
risk policy of the company reflects the aggregate risk aversion of the decision-makers that are
managers and directors of the company. The managerial decisions and attitudes of decision-makers
should be according to the corporate governance if they are willing to take a certain risk. The
company will be bound to follow all rules and regulations that may or may not be codified in the
formal policy of the company related to risk management. In recent years risk appetite and risk
tolerance are newly added terms in the risk management of a company*®. Corporate governance
uses these terms frequently to address risk management in the corporation. The meaning and
context of these two terms are still evolving but corporate governance has stated risk tolerance and
risk aversion that is limited to an individual company for risk-taking activities and should follow
them to remain to adhere to corporate governance of Britain.

The managers and directors are responsible for choosing the governance system of the firm and to
maximise their welfare. When a company invests in corporate governance it reduces the ability of
shareholders to gain private benefits from the company. The majority of investors are willing to
pay higher prices for the companies that follow a high standard of corporate governance®. A
company having good corporate governance will enable the company to have more confidence in
the market to introduce their product even after taking a risk. It will provoke investors to have
more incentives for investment and gain more profit. Investing more in a company that takes risk
where managers and directors are accountable for the actions will prove in corporate growth and
can provide an opportunity to improve the performance of the company and make the country’s
economy better?’. This is the reason why companies are more determined to follow company Law
and good corporate governance especially when the economic conditions of the country are
adverse in nature.

17 Stein, V., Wiedemann, A. and Bouten, C., 2019. Framing Risk Governance. Management Research Review.
18 Hoskisson, R.E., ibid p. 140
% Ferris, S.P, ibid p. 50
20 Nugroho, M., 202. Corporate Governance and Firm Performance. Accounting, 7(1), pp.13-22
21 Denis, D., 2016. Corporate Governance and the goal of the Firm: In defense of shareholder wealth maximization.
Financial Review, 51 (4), pp. 467-480
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Limited liability is a form of legal arrangement for an entity in which a business loss is not larger
than the amount paid in a limited corporation or partnership (LLC). In other words, private
investments of customers and shareholders are not in risk if the business loses?2. The fundamental
principle behind this is that a company's ethical actions and results vary from its members or
associates. The primary focus of the strategy is to provide investors with minimal protection for
them. Thus without taking into account its income and personal property just the sums paid for its
shares and the values of the investment are at risk. If a limited liability company splits its ownership
into shares which have been paid in full by its members at once, it is not responsible for any of the
company's debts. Registration was established in 1844 and limited liability doctrines were
followed in 1855%. The House of Lords then incorporated the two principles of a corporation and
its limited liability in Solomon v. Solomon & Company?* and consolidated these provisions into
English Law. In that case, it is clearly claimed by the Supreme Court that a corporation is a separate
legal body from its owners.

The characteristics of corporate governance in a country are aimed to increase the efficiency of
any business under legal rules and regulations. Based on efficiency forces the business plans their
strategic decision related to risk taking an activity that is in the welfare of the government and the
society?®. The directors and managers make sure that they do not harm the business or any of the
government policies and train their employees accordingly. For example, for any eatery based in
the UK, they need to make sure that good quality ingredients are being used in the restaurant and
managers have strict rules and regulations related to hygiene level. According to Article 14, the
food shall not be placed on the market if it is unsafe for consumption. The food is considered
unsafe if it is injurious for health or unfit for human consumption?. Corporate governance
increases the protection of customers and businesses by encouraging the managers and directors
to maintain transparency in their business and activities related to the business.

CONCLUSION

Any business needs to act within the law as the penalties for breaching any law can cause serious
damage to the business. Compliance with laws and corporate governance is not the choice of doing
business but it is important to maintain reputation. The board of directors and managers along with
employees should be comfortable that the company is following robust legal rules and regulations
that are effective in preventing misconduct and encourage the stakeholders to report any potential

22 Hoskisson, R.E., ibid p. 142
23 Nugroho, M., ibid p.15
2411897] AC 22
25 Naseem, M.A., Rehman, R.U., Ikram, A. and Malik, F., 2017. Impact of Borad Characteristics on Corporate Social
Responsibilty Disclosure. Journal Of Applied Business Research (JABR), 33 (4), pp. 801-810
26 popping, B. and Diaz-Amigo, C., 2018. European Regulations for Labeling Requirments for Food Allergens and
Substances causing Intolerances: History and Future. Journal of AOAC International, 101 (1), pp. 2-7
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issue related to compliance. A company is responsible for creating a meaningful environment for
the company that enhances its environment and provides health, safety, and sustainability in
business operations. The business should conduct risk-taking activities in such a way that they
maintain social and environmental sustainability while businesses should understand which issues
are considered to be most important for the business and company.

References:

Admati, A.R., 2017. A skeptical view of financialized corporate governance. Journal of Economic
Perspectives, 31(3.

Akbar, S., Kharabsheh, B., Poletti-Hughes, J. and Shah, S.Z.A., 2017. Board structure and
corporate risk taking in the UK financial sector. International Review of Financial
Analysis, 50.

Alfiero, S. and Venuti, F., 2016. The impact of corporate governance on risk taking in European
insurance industry.

Al-Smadi, M.O., 2019. Corporate governance and risk taking of Jordanian listed corporations: the
impact of board of directors. Investment management and financial innovations, (16, Iss.
1).

Denis, D., 2016. Corporate governance and the goal of the firm: In defense of shareholder wealth
Dunbar, C.G., Li, Z.F. and Shi, Y., 2020. Corporate social responsibility and CEO risk-
taking incentives. Journal of Corporate Finance, 64(101714).

Ferris, S.P., Javakhadze, D. and Rajkovic, T., 2017. CEO social capital, risk-taking and corporate
policies. Journal of Corporate Finance, 47.

Gericke, R.C., Gericke and Torregrosa, 2018. Corporate governance and risk management in
financial institutions. Springer International Publishing AG, part of Springer Nature.

Hoskisson, R.E., Chirico, F., Zyung, J. and Gambeta, E., 2017. Managerial risk taking: A
multitheoretical review and future research agenda. Journal of management, 43(1).

Jedrzejowska-Schiffauer, 1., Schiffauer, P. and Thalassinos, I.E., 2019. EU Regulatory Measures
Following the Crises: What Impact on Corporate Governance of Financial Institutions.
European Research Studies Journal, 22(3).

Liu, H.H. and Liu, C.C., 2020. The Economic Freedom, Corporate Governance and Risk-taking
Behavior: Evidence from the European Life Insurance Industry. Journal of Applied
Finance and Banking, 10(5).

Namazi, M. and Hosseini-Nia, S., 2017. The Moderating Role of Corporate Governance on the
Relationship between a Firm’s Product Lifecycle and Risk-Taking. Asian Journal of
Accounting and Governance, 8.

Naseem, M.A., Rehman, R.U., Ikram, A. and Malik, F., 2017. Impact of board characteristics on
corporate social responsibility disclosure. Journal of Applied Business Research (JABR),
33(4).

Nugroho, M., 2020. Corporate governance and firm performance. Accounting, 7(1), pp.13-22.

52
@ERTD-UK https://www.eajournals.org/
https://doi.org/10.37745/gjplr.2013



https://www.eajournals.org/
https://doi.org/10.37745/gjplr.2013

Global Journal of Politics and Law Research
Vol.9, No.6, pp.47-53, 2021

ISSN: ISSN 2053-6321(Print),

ISSN: ISSN 2053-6593(Online)

Popping, B. and Diaz-Amigo, C., 2018. European regulations for labeling requirements for food
allergens and substances causing intolerances: history and future. Journal of AOAC
International, 101(1).

Schwarcz, S.L., 2017. Controlling systemic risk through corporate governance. CIGI Policy Brief
No.

Schwarcz, S.L. and Peihani, M., 2018. Addressing Excessive Risk Taking in the Financial Sector:
A Corporate Governance Approach.

Shi, W., Connelly, B.L. and Hoskisson, R.E., 2017. External corporate governance and financial
fraud: Cognitive evaluation theory insights on agency theory prescriptions. Strategic
Management Journal, 38(6).

Stein, V. and Wiedemann, A., 2016. Risk governance: conceptualization, tasks, and research
agenda. Journal of Business Economics, 86(8).

Stein, V., Wiedemann, A. and Bouten, C., 2019. Framing risk governance. Management Research
Review.

53
@ERTD-UK https://www.eajournals.org/
https://doi.org/10.37745/gjplr.2013



https://www.eajournals.org/
https://doi.org/10.37745/gjplr.2013

