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The role of corporate governance and its instruments in preventing and combating corruption in corporate
enterprises has been determined. Modern state of corporate culture in Ukrainian corporate enterprises and
influence of corruption on business development have been investigated. International legislation and experience in
corruption preventing and combating has been researched. Proposals for corporate governance of companies’for
preventing and combating corruption have been developed.
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Problem statement

Every year billions that could be spent on the
education, health care and social security in general are
lost because of bribery and extortion. Corruption
hinders economic development of the country. Bribery
leads to additional business costs, making it a difficult
burden for companies and causing inefficient use of
human capital and intellectual resources, reducing their
economic  productivity, and  harming  market
competition. But it is important to remember, that
corruption is not a natural phenomenon, and it can be
combated.

Opposition to corruption is also the last of the 10
principles of Clobal agreement of UN - voluntary
initiative, which was supported by over 8 thousand
companies and organizations in the world and by-over
190 companies in Ukraine. It provides that "Businesses
should work against corruption in all its forms,
including extortion and bribery". By joining to the
Global agreement, companies contract a duty to create
and support ethical foundations of corporate culture
both on strategic and operational levels.

For implementing the 10t principle of Global
agreement companies are offered to follow three
specific steps, such as: introduction of anticorruption
policies on levels of companies, including corporate
culture development; monitoring and reporting about
implementation of such  policies, including
demonstration of cases and specific examples; and,
finally, association efforts with other players of the
market within industry or on more large-scale levels for
collective actions.

Forming corporate culture concerning rejection of
corruption inside an enterprise on the level of top
managers and other personnel is an actual problem for
corporate enterprises, .because it is one of the basic
elements of preventing and combating corruption
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equally with taking corporate policy,
program and system of internal control.
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Analysis of recent research and publications

The problem of preventing and combating
corruption on the level of business entities is especially
acute for Ukrainian companies, which waste nearly 10%
of their profit due to the corruption. Besides, taking into
account internal and external assessment of corruption
level situation in Ukraine is becoming worse. According
to  Transparency international Index  Ukraine
deteriorated its position over the last few years.

On the course of European Integration declared by
Ukraine, the country must reach positive results in the
field of corruption prevention, dramatically reduce
corruption and thus ensure normal conditions of citizen’
life and efficient functioning of the business
environment.

The goal of the paper is to research the role of
corporate culture in preventing and combating
corruption on the level of corporate enterprises studying
international experience on corruption prevention and
perspectives of its implementation for Ukrainian
companies.

According to the most developed world practices
struggle against corruption is usually concentrated in
two spheres: sphere of state administration and sphere
of business. And in both spheres combating of
corruption is ensured by normative and legislative
regulation of this problem on national and international
levels.

Nowadays there are a lot of legislative acts in
Ukraine concerning combating corruption starting from
the Law “On combating corruption” and including the
National Strategy for combating corruption and State
Program for preventing and combating corruption. Both
of them define legal and organizational basis of the
system of preventing corruption in Ukraine, the content
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and the application of preventive anti-corruption
mechanisms and rules to eliminate the consequences of
corruption offenses. It should be noted, that an emphasis
is made on close cooperation between state bodies and
private sector while realizing anticorruption Program,
which can ensure public control over implementation of
anticorruption  legislation. However, analysis of
practical results shows ineffectiveness of these
initiatives. The reasons may be different, but there is no
doubt that one of them is low anticorruption culture of
society at all, including corporate culture. That is why, it
is necessary to study international experience for
solving this problem and perspectives of its
implementation in Ukrainian companies.

In the USA, UK and other developed countries,
legislation acts places legal responsibility on large
companies for their behavior when signing a contract
with overseas partners, creating pressure for internal
compliance and sharing anti-corruption commitment.

Landmark documents contribute to the global
corruption prevention include: UN Convention against
Corruption, OECD Anti-Bribery Convention,
Transparency International’s Business Principles for
Countering  Bribery, World Economic Forum’s
Partnering Against Corruption Initiative, International
Chamber of Commerce Rules of Conduct to Combat
Extortion and Bribery and other.

World Economic Forum perfectly sums up how
businesses are affected by corruption: “The private-
sector  monitoring organization,  Transparency
International, estimates that corruption equals a full
three percent of the world’s gross domestic product.
Corruption is corrosive by its very nature because it
keeps businesses from doing work in countries where
briery is prevalent, thereby limiting economic
advancement. Likewise, it also significantly damages
the reputation of companies that pay bribes, creating an
environment of mistrust among the public”. (World
Economic Forum)

Corruption and bribery have great impact on an
economy as the corrupted market becomes much less
competitive and brings “an aggravation of economic
development, increase of unfair concurrence,
intensification of monopoly, expansion of shady
economics and diminution of direct foreign investment”
(Katarzyna Marchlewska , 2005).

Entrepreneurs should not neglect the problem of
corruption, because corruption piles up expenses of
companies and diminish its benefits, such as:

e cost price of product rises;

e doesn't enable to enlarge investment due to the
internal recourses;

e creates unfair competition;

e breaks the principle of equity in privatization;

e limits the direct foreign investments for
companies;
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o creates problems for start — up;

e abates the administration and abolishes the
innovation;

e makes difficult to find new companions;

o creates grounds for informal economy.

According to the United Nations, corruption
causes reduced investment or even disinvestment, with
many long-term effects, including social polarization,
lack of respect for human rights, undemocratic practices
and diversion of funds intended for development and
essential services (United Nations).

Therefore the issue of fighting corruption should
not only be tied to the politics and law implementation.
Tackling corruption and bribery from a corporate
perspective is a significant step towards solving this
problem as a whole.

There are different types of corruption that exist in
the business world. The most common type of bribery,
are payments and gifts. Embezzlement is abusing the
money by the person which is in charge of it. Extortion
is achieving gains using threats and violence.

The World Bank indicates a few situations in
which we can face corruption. Among others there are
two connected to business: when private firms and
individuals seek to reduce costs imposed on them by
government as well as when government transfer
financial benefits to companies during the privatization
process or by signing procurement contracts. Corruption
usually occurs when business meets the government. In
such situations corruption is a way of lowering costs or
dividing monopoly rents. However offering bribes can
also be a way of creating business relations among the
companies. It is acting against the free market rules.

As a result corruption forces companies to doctor
the books and financial reports exaggerating their cost
claims in order to cover up their bribery expenses.

Presentation of the main material

There are a few ways of avoiding as well as
fighting corruption by private sector companies. First of
all company should avoid entering the markets where
bribery and corruption is necessary to survive. Not
paying bribes would mean very high costs and financial
insolvency. Withdrawing from the market is avoiding
the choice between paying bribes and going bankrupt.
Nevertheless on most markets bribery is not a necessity
— it is the way to compete and overhead the other
players. What is more, companies in most cases act on
one market and it is impossible for them to withdraw.

According to the World Bank opinion an effective
anticorruption strategy for multinationals builds on
creating a competitive private sector through
implementation of a fair, competitive, honest and
transparent private sector and thus hinders broad-based
economic development.
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Three important issues which play a key role in
combating corruption by corporate companies are the
following:

- Good Corporate Governance — Weak institutions
for corporate governance not only result in inefficiency,
they encourage corruption. Poorly governed managers
often use their positions to extract favors fromthe state
which they can later expropriate, rather than reinvest
into restructuring their own firms, to avoid sharing their
gains with other stakeholders (World Bank, 2005).

- Business Associations — They are a means of
engaging in collective action, providing a more
powerful since unified voice and protecting the single
firm from potential backlashes or competitive
disadvantages while pursuing ethical business practices.
Business associations can serve as legitimate
instruments to represent collective interests in the
formulation of law and policy (World Bank, 2005).

- Transnational Cooperation — The international
community has mobilized to develop instruments
against transnational corruption. A number of
international conventions that have the aim of
intensifying and harmonizing the detection and
punishment of transnational corruption have been taken.

The establishment of strong corporate governance
within a company is one of a key ways to address
corruption problem. Corporate governance provides
transparency and accountability to the decision-making
process, supporting ethical behavior of a company.
Good corporate governance and business ethics play
fundamental role in corruption prevention.

A very important instrument for preventing
corruption at corporate companies is code of conduct. It
supports the company as an organization giving
employees clear rules they should obey in order to add
value to the company and to make it successful. In that
sense complying with the social responsibility rules is
increasing company’s development. Therefore it is also
the way to tackle the internal problems especially
corruption.

“Individual ethical principles are usually covered
by internal codes of conduct, which consist of
guidelines for staff on how to behave when confronted
with dilemmas such as conflict of interest, gifts, theft,
insider training, pay-offs and bribery” (Kolk, Van
Tulder, and Welters, 1999). In many situations
employee may simply not know how to act when
corruption occurs. The code of conduct should show
him the way to react and as a result should be a way to
avoid such situations and fight with bribery. What is
more it is also a clear signal to the business partners as
well as competitors, clients and civil servants that the
company would never accept the offer that could be
treated as a corruption.

According to the rules on combating corruption,
proposed by ICC, a great role is given to proper

financial accounting of companies’ transactions, which
includes the following steps for preventing corruption:

a) all financial transactions should be adequately
identified and properly and fairly recorded in
appropriate books and accounting records available for
inspection by their Board of Directors or other body
with ultimate responsibility for the Enterprise, as well as
by auditors;

b) there must be no “off the books” or secret
accounts and no documents may be issued which do not
fairly and accurately record the transactions to which
they relate;

c) there must be no recording of non-existent
expenditures or of liabilities with incorrect identification
of their objects or of unusual transactions which do not
have a genuine, legitimate purpose;

d) cash payments or payments in kind should be
monitored in order to avoid that they are used as
substitutes for bribes; only small cash payments made
from petty cash or in countries or locations where there
is no working banking systemshould be permitted;

e) no bookkeeping or other relevant documents
should be intentionally destroyed earlier than required
by law;

f) independent systems of auditing must be in
place, whether through internal or external auditors,
designed to bring to light any transactions which
contravene anticorruption principles of the company or
applicable accounting rules and which provide for
appropriate corrective action if the case arises;

g) all provisions of national tax laws and
regulations should be complied with, including those
prohibiting the deduction of any form of bribe payment
from taxable income.

ICC also recommends that each Enterprise should
implement an efficient Corporate Compliance Program
reflecting enterprise rules and principles on preventing
and combating corruption, based on the results of a
periodically conducted assessment of the risks faced in
the enterprise’s business environment, adapted to the
enterprise’s particular circumstances and with the aim
of preventing and detecting corruption and of promoting
a culture of integrity in the enterprise.

Each enterprise should consider including all or
part of the following good practices in its program. In
particular, it may choose, among the items listed
hereunder, those measures which it considers most
adequate to ensure a proper prevention against
corruption in its specific circumstances, no such
measure being mandatory in nature:

a) expressing a strong, explicit and visible support
and commitment to the Corporate Compliance Program
by the Board of Directors or other body with ultimate
responsibility for the enterprise and by the enterprise’s
senior management (“tone at the top”);
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b) establishing a clearly articulated and visible
policy reflecting anticorruption rules and binding for all
directors, officers, employees and third parties and
applying to all controlled subsidiaries, foreign and
domestic;

¢) mandating the Board of Directors or other body
with ultimate responsibility for the enterprise, or the
relevant committee thereof, to conduct periodical risk
assessments and independent reviews of compliance
with anticorruption rules and recommending corrective
measures or policies, as necessary. This can be done as
part of a broader system of corporate compliance
reviews and/or risk assessments;

d) making it the responsibility of individuals at all
levels of the enterprise to comply with the enterprise’s
policy and to participate in the Corporate Compliance
Program;

e) appointing one or more senior officers (full or
part time) to oversee and coordinate the Corporate
Compliance Program with an adequate level of
resources, authority and independence, reporting
periodically to the Board of Directors or other body
with ultimate responsibility for the enterprise, or to the
relevant committee thereof;

f) issuing guidelines, as appropriate, to further
elicit the behavior required and to deter the behavior
prohibited by the enterprise’s policies and program;

g) exercising appropriate due diligence, based on a
structured risk management approach, in the selection of
its directors, officers and employees, as well as of its
business partners who present a risk of corruption or of
circumvention of anticorruption rules;

h) designing financial and accounting procedures
for the maintenance of fair and accurate books and
accounting records, to ensure that they cannot be used
for the purpose of engaging in or hiding of corrupt
practices;

i) establishing and maintaining proper systems of
control and reporting procedures, including independent
auditing;

j) ensuring periodic internal and
communication regarding the enterprise’s
corruption policy;

k) providing to their directors, officers, employees
and business partners, as appropriate, guidance and
documented training in identifying corruption risks in
the daily business dealings of the Enterprise as well as
leadership training;

I) including the review of business ethics
competencies in the appraisal and promotion of
management and measuring the achievement of targets
not only against financial indicators but also against the
way the targets have been met and specifically against
the compliance with the enterprise’s anti-corruption

policy;

external
anti-
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m) offering channels to raise, in full
confidentiality, concerns, seek advice or report in good
faith established or soundly suspected violations without
fear of retaliation or of discriminatory or disciplinary
action. Reporting may either be compulsory or
voluntary; it can be done on an anonymous or on a
disclosed basis. All bona fide reports should be
investigated;

n) acting on reported or detected violations by
taking appropriate corrective action and disciplinary
measures and considering making appropriate public
disclosure of the enforcement of the enterprise’s policy;

0) considering the improvement of its Corporate
Compliance Program by seeking external certification,
verification or assurance; and

p) supporting collective action, such as proposing
or supporting anti-corruption pacts regarding specific
projects or anti-corruption long term initiatives with the
public sector and/or peers in the respective business
segments.

The regulatory environment needs to be supported
with  individual leadership and organizational
commitment aimed at building an ethical organization.

The peculiarities of corporate enterprises
management are usually connected with relations
between all groups of stakeholders, especially with
managers and owners. For maintaining effective
relationship between the providers of capital and
company managers, high levels of trust must exst
between the two groups. For sufficient levels of trust to
occur, four overarching principles of corporate
governance need to be in place:

- Transparency: Directors must make clear to the
providers of capital and other key stakeholders why
every material decision was made.

- Accountability: Directors should be held
accountable for their decisions and account to
shareholders by submitting themselves to appropriate
scrutiny.

- Fairness: All shareholders should receive equal
consideration by the directors and management with a
sense of justice and avoidance of bias or vested
interests.

- Responsibility: Directors should carry out their
duties with honesty, probity, and integrity.

Proper corporate governance is especially
important for corporate enterprises for which the main
benefit of good governance is being able to raise outside
capital through a stock exchange. Corporate governance
introduces internal controls that foster accountability
and disclosure. Augmented with ethical codes of
conduct and the leadership’s tone from the top, proper
corporate governance mechanisms are an important risk
mitigation tool that can translate into palpable benefits.
A study of S&P 500 firms by Deutsche Bank illustrated
that firms with strong or improving corporate
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governance outperformed those with poor or
deteriorating governance practices by about 19 percent
over a two-year period.10 Similarly, a study conducted
by Harvard and Wharton researchers found that 1,500
U.S.-based firms with better governance had faster sales
growth and were more profitable than their peers. Good
governance matters for stock returns and performance
over time as well. Firms with weaker shareholder rights
earn significantly lower returns, are valued lower, and
have poorer operating performance. Firms with better
governance present less agency risk to shareholders,
resulting in lower cost of equity capital. And greater
equity rates equal higher returns on investment relative
to the cost of capital.

Thus, investors are willing to pay extra for well-
governed companies, therefore, better corporate
governance increases company’s value.

Conclusions

Practice of international companies shows the
necessity of implementing the high level of corporate
governance for preventing and combating corruption at
the level of enterprise. Good corporate governance,
despite all other factors, includes development of
corporate culture, which also contributes to preventing
corruption. It should be mentioned that corporate culture
is sense of being an instrument of preventing and
combating corruption includes a wide range of
elements, such as:

- Code of conduct. Development of the code
gives an opportunity to enterprise personnel to
take right decisions in conditions of uncertainty
and can decrease the possibility of actions
connected with corruption.

- Proper financial accounting. Means preparation
of financial reports, keeping and dissemination
of financial information in accordance with
international standards and in accordance with
anticorruption legislation.

- Corporate Compliance Program. The
document, which will show negative enterprise
attitude towards corruption; list of actions,
which can be qualified as potentially corrupted;
measures, which will be taken to prevent and
combat corruption and enterprise principles for
preventing corruption.

It should be highlighted that corruption has a very
negative impact on the development of economy
starting from an enterprise and striking the whole world
economy. Corruption is one of the main reasons why
foreign investors are afraid to put up their capital in
Ukrainian  companies. To prevent and combat
corruption it’s important to struggle with corruption
starting from the level of enterprise, which will finally
have a positive impact on the level of corruption in the
state and world economy. Nevertheless, good corporate

governance practices will not work efficiently if there is
no improvement in the overall legal and regulatory
climate of the country.
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HONEPEJ’KEHHA TA BOPOTBBA 3 KOPYIIINEIO B KOPIIOPATUBHUX INANPUEMCTBAX

T.B. MOMOTl, B.IL TOpKaT}OKl, Kopx Anb I[)KaMMaJ'ILZ

1XapKiBCbKI/II71 HalliOHANBHUI yHIBEpCUTET Michkoro rocmogapctsa iMm. O.M. beketoBa, XapkiB
ZXapKiBCLKI/IfI HAI[IOHATbHUH yHIBEPCHTET PamioeNeKIPOHIKH, XapKiB

Busnauena ponv kopnopamuenozo ynpaegninHa ma to2o iHCMpYMeHmie 6 2any3i nonepeoicents i 6opomvou 3
KOPYNYIEI0 8 KOPNOPAMUBHUX NIONpUEMCTEAX. [[0CNi0dCeHO CYyHacHUl CMan KOpnopamueHoi Ky1bmypu YKpaiHcoKux
KOpNOpamueuux nionpuemcme i 6naug xopynyii Ha poszeumokx 6isuecy. Illpoananizoeano MidxcHapooue
3aKOHO0A8CcmME0 I 00CBi0 6 obnacmi nonepeddcenus i bopomvou 3 xopynyieto. Pospobreno nponosuyii uooo
800CKOHAIEHHs KOPNOPAMUBHO20 YNPABLIHHA KOMIAHIU 3 NUMAHL NONEPeOdCeHHA ma 60pOmboU 3 KOPYNYIET.

Knwuoei cnosa: xopynyis, sanobicanna xopynyii, 6bopomvba 3 Kopynyiio, KopnopamusHe RiOnpuemcmeso,

KOphnopamuene ynpaeninms, Oiznec-emuKd.

MNPEIYIIPEXKIEHAE U BOPbBA C KOPPYIIIMENA B KOPIIOPATHUBHbBIX TIPEJIIPUATHUSAX

T.B. Momot', BIL. TopKanoxl, Kopx A JlKaMMas?

1XapLKOBCKM171 HalMOHAJbHBIM YHUBEPCUTET TOPOJICKOro xo3saiictea uM. O.M. beketoBa, XapbKoB
%XapbKOBCKHIT HALMOHATBHBII YHHBEPCHTET P03 ICKTPOHHKH, XapbKOB

Onpedenennas poib KOpnopamuHo20 ynpasienus u e2o0 UHCHMPYMEHMos 6 001acmu npeoynpesicOeHus u
00pbOBL ¢ KOppYHYUell 6 KOPROPAMUBHLIX npednpusmusx. Hecnedosano cogpemennoe cocmosmue KOpnopamueHo
KYIbmypbl  YVKPAUHCKUX — KOPHOPAMUGHLIX NPEOnpusmuti U GIusAHUe KOPPYRyuu Ha paseumue OusHeca.
Tpoananuzuposanvl MedicOYHAPOOHOe 3AKOHOOAMENbCMEO U ONnvim 6 obOnacmu npedynpedcoenus u 6opvouvl ¢
Koppynyueu. Paspabomanvl npednodicenus no co8epuleHcmeo8anui0 KOpRopamueHo20 YnpasieHus KOMRAHUL no
6onpocam npedynpesicoenus u bopvobl ¢ Koppynyueu.

Kniouegvle cnoea: xoppynyus, npeoomepawyeHus Koppynyuu, 6opvoa ¢ Koppynyuei, KOpRopamugHoe

npednpusamue, KOpnopamueHoe ynpasienue, OU3HeC->muKd.
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