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Abstract 

Purpose: The purpose of this article is to explore the main theories as to the corporate 

governance subject, and focus first on Shareholders and Stakeholders Value theories in order 

to identify their shortcomings. Next, the advantages and disadvantages of Enlightened 

Shareholder Value; including future perspectives on Enlightened Shareholder Value in light of 

the UK company Act 2006. 

Methodology /approach: This article describes and compares the main theories with regard to 

the corporate governance subject. The following materials were referenced as part of this 

article: books, journal articles, cases, reports, legislations. 

Findings: Based on the outcomes of the article there are advantages and disadvantages to 

Shareholders and Stakeholders Value theories. The former is considered a very narrow vision 

because its main aim is to gain profits for shareholders, it ignores stakeholders, there is a 

possible risk since managers and directors may abuse their delegations, and it costs more to 

monitor directors. Similarly, this article has been found that there are shortcomings to the 
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Stakeholders Value theory; for example, there is no clear hierarchy of stakeholders’ interests, 

there is no one goal to achieve; it seems to demand less accountability from directors. 

Moreover, this article highlighted that the Enlightened Shareholder theory seems a better 

theory at present. Apparently, the success of this theory will depend on many factors: first, 

how the directors will apply the discretionary power with regard to section 172 (1) of CA 

2006. Secondly, the interpretation of the courts about the duty of directors. Thirdly, the role of 

scholars improving this theory. Fourthly, how civil society will observe the application of this 

theory. Finally, recommended that further study should be done according to the recent 

practice. 

Originality/value: This article contributes to increase the understanding of the theories of 

corporate governance and discover the best one for the time being. 

Keywords: Corporate Governance, Shareholders Value Theory, Stakeholders Value theory, 

Enlightened Shareholder Value Theory, CA, ESV, ESG, PRI, UK and UN. 

1. Introduction 

Some researchers emphasised that the Corporate Governance is one of the most vital issues in 

business life (Joan, Keay & Cerioni 2008) and is considered to be the core of business and 

investment. Nearly all developed and developing countries have adopted corporate 

governance regulations or issued new company laws (Ian Tricker 2015). The United Nations 

initiated its effort on corporate responsibility in 1999 under Secretary General of the UN with 

the Global Compact (United Nations Global Compact Annual Review – Anniversary 2010). 

The word ‘governance’ is derived from the Latin word gubernare, which means ‘to steer’, 

often referring to the steering of a vessel. This indicates that corporate governance is more 

concerned with guidance than control (Solomon, 2010). Generally, corporate governance 

concentrates on the policy of controlling and guiding a firm. Specifically, it focuses on the 

structures and procedures of governance, for instance, establishing the board of directors and 

internal auditing (Adeyeye, 2010).
 
There are different theories concerned with corporate 

governance, for instance, Shareholders Value theory and Stakeholders Value theory, 

Stewardship theory, and Enlightened Shareholder Value (ESV), which was recently adopted 

in the UK with the Company Act 2006 (CA, 2006). Therefore, the UK is considered to be an 

example of a business culture which applies this theory. One researcher pointed out that 

before the 1997 election, the Labour Party announced that it would increase the 

competitiveness of UK business through improvement to corporate governance procedures 

(Ho, 2010). At that time the Blair government was concerned with ESV because it thought 

the worth of shareholders would only be maximised if stakeholders were considered. 

Therefore, in 1998 the Company Law Review Steering Group (CLRSG) was established to 

plan the structure of company law. 

This article will focus first on Shareholders and Stakeholders Value theories in order to 

identify their shortcomings. Next, the advantages and disadvantages of ESV theory will be 

critically discussed, including future perspectives on this new approach in light of the CA 

2006. This article argues that, because the ESV approach appears to be bridging the gap 

between Shareholders and Stakeholders Value theories, it is the best option at present. 
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However, there are limitations to ESV theory which make predictions about its future success 

difficult.  

2. Shareholders Value Theory 

This section considers the concept of Shareholders Value theory. The advantages and 

disadvantages of this theory will be discussed in order to identify how ESV benefits from it.  

2.1 Definition 

Some researchers emphasized that the concept of a shareholder refers to whoever owns or 

possesses a property and can deal with it as they wish (Monks and Minow 2008). According 

to this theory, a corporation is a legal tool for shareholders to maximise profits from 

investment of their capital (Letza, Sun & Kirkbride, 2004). Supporters of this theory argue 

that corporate governance has its foundation in individual private property, which leads to an 

appealing social system and an efficient economy (Letza etal., 2004). In addition, the role of 

managers is to create profit for shareholders. If there is conflict between the latter and 

non-shareholders, the interests of shareholders will prevail. This is expressed in the phrase 

‘shareholder primacy’ (Keay, 2010). 

2.2 Advantages 

One argument in favour of the Shareholders Value theory is that it promotes the best 

environment for the creation of wealth and is the foundation for economic growth. Profit 

maximisation is a motive for investment, leading to the production of commodities and 

services and therefore to job creation (Kiarie, 2006).
 
This theory supports the idea of private 

ownership and liberty to determine how shareholders invest their wealth (Kiarie 2006).
 

Moreover, Shareholders are considered to be a vulnerable sector compared with others such 

as employees whose rights are protected by contracts and laws (Keay, 2011).
 
It has been 

argued that not all stakeholders may be protected by law since there is no balance of power; 

therefore, some contracts may contain unfair conditions (Keay, 2011). Another advantage of 

this theory is that shareholders can appoint directors as agents to run the business, since it’s 

impossible in commerce world contracts are run by shareholders, and directors have business 

knowledge and experience. Therefore, Shareholders are best suited to oversee directors and 

ensure that they fulfil their duties (Keay, 2008). Finally, this theory is precise and effective 

because there is one object, the creation of maximum profit, and therefore it is easy to 

manage a company. As a result a court or shareholder may easily decide upon the behaviour 

of directors (Keay, 2008).  

2.3 Disadvantages 

One of the main disadvantages of the Shareholders Value theory is that it has a very narrow 

vision (Sjafjell, 2009).
 
It is described as selfish because their main aim is to increase 

shareholders’ profits. As a result, the theory does not allow for the consideration of others 

such as customers or the environment (Fisher, 2009). It has been claimed that one reason to 

consider the latter is that companies should provide social functions (Keay, 2011). 

Furthermore, one may argue that the Shareholders Value theory does not ignore stakeholders 
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since the legality of stakeholders is recognized according to applicable laws, and by focusing 

on shareholder interests a company may indirectly promote the interest of stakeholders (Ho, 

2010).
 
For instance, by paying taxes, it may contribute generally to the total social welfare. 

Another disadvantage of this theory is that there is a risk that managers and director may 

abuse their powers for their own benefit. Moreover, it seems to be hard to monitor directors 

(Letza etal., 2004). Furthermore, the principal and the agent may have different thoughts as to 

the risk (Letza etal., 2004). Finally, it is an imperfect theory because it is concerned with 

short-term strategy (Kiarie, 2006).
 
Arguably, this approach is concerned with share price and 

does not reflect the real value of the company’s assets (Keay, 2011). An apparently valuable 

company may collapse suddenly.  

3. Stakeholders Value Theory 

This section considers the concept of Stakeholders Value theory. The advantages and 

disadvantages of this theory will be considered to show how ESV benefits from it.  

3.1 Definition 

This theory focuses on all parties affected by a company’s activities (Fisher, 2009). In other 

words, its objective considers many things, for instance, the environment. It has been argued 

that these concerns lead to business success (Letza etal., 2004).There are many definitions of 

Stakeholders Value theory. For instance, Freeman (2010) defines a Stakeholder as: ‘[a]ny 

group or individual who can affect or is affected by the achievement of the corporation’s 

purpose’. This theory requires employees and other stakeholders to participate in 

decision-making (Kiarie, 2006). The Qatar Corporate Governance Code (2016)
 
provides 

some stakeholders as examples and leaves the door open to add any other stakeholders. This 

main purpose of this theory is inclusion and wider responsibility and ensures that all groups 

participating in the success should be considered since all members work jointly for a 

common object (Keay, 2010). 

3.2 Advantages 

One argument in favour of this theory is that it adopts long-term policy. It has been claimed 

that this may lead to an increase in the profitability and stability of a company by supporting 

the market confidence and economic effectiveness (Letza etal., 2004). Another advantage of 

this theory is that it is not concerned only with profit maximisation and therefore the 

company is free to deal with what is considered important by the consumers or employees 

(Fisher, 2009). Finally, advocates have argued that prioritising ethical, social and 

environmental responsibility may increase profits by reducing costs, for instance, by 

dropping wastage and preservation a reputation (Kiarie, 2006). 

3.3 Disadvantages 

There are several possible disadvantages to this theory. It fails to offer a comprehensive 

objective of the firm and therefore, leaves directors without clear guidelines. As a result the 

company may suffer managerial uncertainty, conflicts, and inefficiency, leaving it unable to 

compete effectively (Andriof, 2002). It has been argued that the foundation of this theory 
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includes the doctrine of fairness, and stakeholders should be treated with humanity (Keay, 

2011). Nevertheless, it has been argued that ‘fairness’ is not a clear concept since there are no 

objective standards. Moreover, as to humanity, Keay (2011) states, stakeholders such as the 

environment are not generally considered persons. Another disadvantage is that, the directors 

may not be subject to accountability by any specific group of stakeholders since there is no 

internal control (Sealy & Worthington, 2008). Arguably, this grants directors a broad 

discretion which may lead to abuse (Kiarie, 2006), leaving them subject only to market 

conditions (Andriof, 2002). In addition, there is a lack of clarity over the hierarchy or priority 

of stakeholders (Keay & Zhang, 2011). In other words, there is difficulty in determining the 

grade of interest of each stakeholder; for instance, some employees require more salary than 

others. 

Moreover, this theory may also be unworkable since membership of stakeholders and their 

roles are not specified (Keay, 2011). Advocates have argued that the wider scope of the 

theory is a positive element since more stakeholders may be included (Keay, 2011). Finally, 

this theory may be disadvantageous in altering the power of shareholders due to moves to 

grant stakeholders the right to participate in making decisions and selecting the board of 

directors (Kiarie, 2006). 

4. Enlightened Shareholder Value Theory- New Approach 

This section will define and discuss the concept of ESV. In addition, the advantages and 

disadvantages of this theory will be discussed critically in light of s.172 (1) of CA 2006, 

which contains codification of ESV and is considered a good example thereof (Andreadakis, 

2010). Moreover, the UK has vital influence on other states.  

4.1 Definition 

One researcher pointed out that as a result of the failure of Stakeholders Value theory to 

achieve the expected result in the new corporate field, ESV appears as one of the options 

(Andreadakis, 2010). ESV aims to achieve profit maximisation as the goal of a company, but 

this interest is subject to consideration of the interests of stakeholders (Kiarie, 2006). It has 

been argued that this is the best method to ensure sustainability and secure generally 

prosperity and welfare (Kiarie, 2006). In addition, ESV is different from Stakeholders Value 

theory since the former considers the interests of the Shareholders as priority. However, as 

with Stakeholders Value theory, no member has direct priority over others (Andreadakis, 

2010). Based on this approach, directors are required to follow long-term strategy in 

considering the interests of a firm (Akinpelu, 2011).
 
Therefore, the main difference between 

ESV and Shareholders Value theory is that the former follows long-term strategy 

(Andreadakis, 2010). It is considered as a ‘third way’ because it was derived by merging 

aspects of the Shareholders and Stakeholder Value theories (Williams & Conley, 2005). It is 

important to consider stakeholders in order to achieve the aims of the company. For instance, 

good relations with communities are considered as a ‘social license to operate’ (Cerioni, 

2008).
 
Moreover, this relationship leads companies to contribute in local community policies 

and crisis solutions and can create good opportunities for the company to put forward its 

arguments about any problems.
 

Similarly, if the company does not concern with 
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environmental issues, this may affect its reputation among stakeholders' members and offer 

competitors the chance to increase their business (Cerioni, 2008). Arguably, this theory in line 

with the United Nations-backed Principles for Responsible Investment Initiative (PRI) which 

launched in 2006, its aim is to understand the implications of sustainability for investors and 

support signatories to integrate environmental, social and governance (ESG) subjects into 

institutional investment (Zarbafi, 2011).  

4.2 Advantages 

There are several arguments in favour of this theory. The supporters of ESV for the CA 2006 

argue that adopting this approach would not require any change in the tasks of directors nor 

in the main object of the company (The Company Law Review Steering Group, 1999). This 

statement criticised that, ESV is considered a significant step from stubborn shareholder 

primacy (Andreadakis, 2010). As abovementioned, directors must consider stakeholders’ 

interests. Another advantage is that, unlike Shareholders Value theory, ESV focuses on 

long-term benefits by considering inside and outside constituencies which leads to 

sustainability of the company (Keay, 2007). Apparently, ESV gives employees some 

confidence that the company may not terminate their contacts in the short term, and this 

confidence is reflected in positive contributions to production. In addition, this may lead 

companies to expand their reputation and to cooperate with business contributors such as 

creditors (Clarke, 2007). Furthermore, in countries which have codified ESV, directors have 

legal permission to consider stakeholders without fear of being sued by shareholders (Keay, 

2007). It has been argued that ESV partially responds to the problem of stakeholders since its 

priority is still to create maximum profit for shareholders (Ho, 2010). It has been claimed that 

this maximum profit motive is considered to be one factor in attracting investors (Kiarie, 

2006).  

Moreover, others have argued that stakeholders’ interests have generally been better protected 

and enhanced through laws rather than corporate governance, for instance, through 

environmental and labour laws. In addition, employees often make contracts with firms (Ho, 

2010). However, sometimes laws do not cover all stakeholders, and contracts may be 

inequitable. Another advantage of ESV is that it may help companies retain employees 

because they are considered valuable in order to achieve the company’s success (Clarke, 

2007). Employees have more loyalty to a company that provides them with long job contracts 

and training. Finally, ESV does not require a company to make balance between stakeholders, 

which may reduce any abuse of the power by directors (Keay, 2007). Therefore, ESV appears 

to have more accountability compared with Stakeholders Value Theory. 

4.3 Disadvantages 

One of the disadvantages of ESV is that stakeholders are not clearly defined and there is no 

hierarchy among them, a shortcoming that puts more pressure on directors (Explanatory 

Notes on the Companies Act 2006, para. 326) states that‘this list is not exhaustive, but 

highlights areas of particular importance which reflect wider expectations of responsible 

business behaviour, such as the interests of the company’s employees and the impact of the 

company’s operations on the community and the environment’. As a result, it may be difficult 
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for directors to organise stakeholders according to priority so as to promote the success of the 

company. In addition, it is not clear what happens if the interests of one or more stakeholders 

come into conflict with promoting the success of the company? Keay (2010, p. 18) offers the 

criticism that: ‘[t]he legislation fails to provide little or no guidance either to directors that 

have to make corporate decisions, or to the courts which may be asked to review what 

directors have done’. This drawback may lead companies to grant directors wide 

discretionary power and to demand less accountability. It may be argued that considering 

stakeholder ‘adds an element of corporate social responsibility’ (Andreadakis, 2010). In 

addition, the question remains open how directors will balance conflicts among stakeholders 

(Kiarie, 2006). Another disadvantage of ESV is that no real rights are granted to stakeholders 

since there is less enforceability. For instance, (Company Act 2006,s. 172 (1)), which 

provides that ‘Duty to promote the success of the company: (1)A director of a company must 

act in the way he considers, in good faith, would be most likely to promote the success of the 

company for the benefit of its members as a whole, and in doing so have regard (amongst 

other matters) to (a) the likely consequences of any decision in the long term,(b) the interests 

of the company's employees, (c)the need to foster the company's business relationships with 

suppliers, customers and others, (d)the impact of the company's operations on the community 

and the environment, (e)the desirability of the company maintaining a reputation for high 

standards of business conduct, and (f) the need to act fairly as between members of the 

company’. This section gives very little protection against the violation of Stakeholders’ 

rights since it requires directors to do their duty in good faith while promoting the success of 

the company (Kiarie, 2006).
 
Therefore, directors may discharge this duty without needing to 

make strong arguments. For example, if they allege a subject was discussed at a board 

meeting, this assertion seems to be sufficient for them to claim that the decision was taken in 

good faith (Ho, 2010). 

Furthermore, (Company Act 2006, s. 172 (1)) does not grant stakeholders the right to bring a 

suit about any allegation concerning a breach of their interests (Payne, 2011). It has suggested 

that it may be useful for courts to adopt a positive interpretation with regard to stakeholders’ 

interests.
 
However, the effect of this suggestion seems limited since stakeholders have no 

right to make a claim. In addition, section 172 (1) was criticised for lacking any methods to 

enforce its breach by directors (Keay, 2010). Generally, there are no penalties. Therefore, the 

directors may become less enthusiastic about considering stakeholders’ interests. Moreover, 

the criticism has been made that section 172 (1) does not contribute anything revolutionary 

since there is nothing in common law to prohibit directors from considering stakeholders’ 

interests, provided that the directors deal in ‘good faith in the best interests of the company as 

a whole’ (Keay, 2010). However, when ESV was adopted by the CA 2006, it was considered 

to bring something totally new to corporate governance (Re West Coast Capital (LIOS) Ltd, 

2008). For instance, in all companies subject to the CA 2006, the directors must consider a 

long-term policy and consider stakeholders’ interests. The question may arise, however, 

whether common law already required this duty towards stakeholders before the act was 

passed?  
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5. Future Perspectives of ESV (New Approach) 

Based on the above discussion, ESV seems a better theory at present than either of the 

alternatives, and it appears to have succeeded to some extent in filling the gap between the 

Shareholders and Stakeholders Value theories by merging the advantages of both. It offers a 

better option (Kiarie, 2006) since it requires consideration of stakeholders’ interests and 

long-term sustainability of the company, modifications which correct some of the 

shortcomings in Shareholders Value theory. On the other hand, ESV addresses drawbacks in 

Stakeholders Value theory, by adopting the maximum profit motive in favour of shareholders, 

which promotes efficiency and responsibility. Therefore, Kiarie (2006, p. 342) states that: 

‘ESV kills two birds with one stone since stakeholders get more consideration and 

shareholders maintain the profit maximisation goal and remain to hold directors accountable’. 

However, ESV is not free from shortcomings, as discussed above.  

Moreover, it is would be useful to discuss the future perspectives of ESV by concentrating 

more on (Company Act 2006, s. 172 (1)). As abovementioned, this is a good illustration 

which contains ESV. It seems directors may face some difficulties while applying it. Similarly, 

courts may find some complexities in interpreting this section (Joan etal., 2008). For instance, 

the phrase ‘promote the success of the company’ is not clear. Does it refer to profit or 

perpetual of the company? (Keay, 2010). However, Cerioni (2008, p. 2) pointed out that 

‘[s]uccess means what the members collectively want the company to achieve. For a 

commercial company, success will usually mean long-term increase in value’. It has been 

argued that what members prefer may differ from one group to another. As Hannigan and 

Prentice (2009, p. 31) observe: ‘The members … often have different views’. In addition, the 

question may arise: for whom is this success? Section 172 (1) states: ‘for the benefit of its 

members as a whole’. Nevertheless, this is not clear since a company is a legal entity separate 

from its shareholders. Moreover, the phrase have regard to’ is not obvious. Does it mean just 

to think about or to take into account? There is no firm obligation to consider stakeholders 

since material elements do not incorporate in s 172 (1). In contracts to, draft Bill a clause 2 (b) 

of Schedule 2 A mentions ‘all the material factors’. Keay (2007, p.598) states that: 

The only element that delimits what directors can or cannot do is their good faith, and this 

seems to be a significant departure from the terms of the draft Bill annexed to the 2002 White 

Paper, particularly clause 2(b) of Schedule 2, that said that ‘in deciding what would be most 

likely to promote that success [of the company], [a director must] take account in good faith 

of all the material factors that it is practicable in the circumstances for him to identify.’ Then 

‘material factors’ were defined as:(a) The likely consequences (short and long term) of the 

actions open to the director, so far as a person of care and skill would consider them relevant; 

and (b) All such factors as a person of care and skill would consider them relevant. 

Moreover, the list mentioned in section 172 (1) as to stakeholders is not conclusive, and this 

lack of clarity leads to increased pressure on directors. Pichet (2011), states that: 

Which employees should be viewed as stakeholders - permanent staff members, people on 

short-term contracts, temps, interns, potential recruits and/or pensioners? How far can this go? 

What about when people belong to several stakeholder categories at once, i.e. they can be 
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both customers and employees, raising questions about the breakdown between these two 

roles. Even more complicated is figuring out who is supposed to speak on future generations’ 

behalf. 

Nevertheless, this section ‘adds an element of corporate social responsibility’ (Andreadakis, 

2010). Furthermore, it may be difficult for directors to prioritise this list so as to promote the 

success of the company. In addition, it is not clear what should happen if the interests of one 

or more stakeholders conflict with promoting the success of the company (Keay, 2010). Keay 

(2010, p. 18) makes the criticism that: ‘[t]he legislation fails to provide little or no guidance 

either to directors that have to make corporate decisions, or to the courts which may be asked 

to review what directors have done’. It has been argued that this limitation may lead 

companies to grant directors wide discretion power and less accountability.  

Furthermore, another argument against this theory is that the phrase ‘the long term’ is not 

clear, Keay (2010, p. 387) states that: ‘[g]enerally speaking, the favouring of long-term gains 

tends to be the position of many finance theorists today. But the concept of long term is not 

precise.’ For instance, two years may be considered long term. On the other hand, some may 

assume that long term means at least five years. However, this ambiguity may give directors 

discretionary power to consider what long term means (Keay, 2010). It has argued that ESV 

sets out guidance about the interests of different stakeholders with what is theoretically called 

‘long-term shareholder value’. In other words, directors are required to achieve long-term 

strategy while distinguishing among stakeholders (Kiarie, 2006). This may not be sufficient 

guidance since there still is not an exclusive list of stakeholders. Moreover, section 172 (1) 

requires directors to act in good faith to promote the success of the company and to consider 

factors subject to this section, such as creditors.  

In (GHLM Trading Ltd v Maroo & Ors, 2012) the court states that:  

To my mind, questions of breach and remedy need to be distinguished. A director of a 

company has a duty to act "in the way he considers, in good faith, would be most likely to 

promote the success of the company for the benefit of its members as a whole" (see section 

172 of the Companies Act 2006). Where creditors' interests are relevant, it will similarly, in 

my view, be a director's duty to have regard to the interests of the creditors as a class. If a 

director acts to advance the interests of a particular creditor, without believing the action to 

be in the interests of creditors as a class, it seems to me that he will commit a breach of duty. 

This duty is explained in the (Explanatory Notes on the Companies Act 2006, para 328 ): 

‘[t]he duty does not require a director to do more than good faith and the duty to exercise 

reasonable care, skill and diligence would require…’. It appears from the above explanation 

that there is no duty required rather than acting in good faith; therefore, directors may easily 

contend that they doing their duties pursuant to the Company Act 2006. As Keay ( 2011, p. 

143 ) pointed out:  

Primarily the test of whether a director has acted in good faith or not has been subjective, and 

provided that courts believe directors when they give evidence that they believed in good 

faith that the action that was taken was in the best interests of the company, the directors 
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would not be liable for breach, this is even if a director acted unreasonably (in the view of the 

judge). 

It is useful, therefore, to adopt objective standards to assess the conduct of directors. 

Moreover, if the courts approve the directors’ breach of their duty, it seems there is a bit 

enforceability since there is no mechanism to encourage directors to follow the rules, for 

example, by imposing punishments or sending them to jail. Moreover, as has been pointed 

out herein, it seems that the CA 2006 does not impose a true duty on directors to consider the 

stakeholders because directors are not required to do more than behave in good faith (Kiarie, 

2006). Apparently, as abovementioned directors may disencumber this duty easily. Therefore, 

the duty to consider stakeholders seems like a voluntary act. The question may be raised 

whether outcomes of ESV under UK law are different from Corporate Social Responsibility 

(CSR). The latter is defined by Commission, (2001) as ‘A concept whereby companies 

integrate social and environmental concerns in their business operations and in their 

interaction with their stakeholders on a voluntary basis’. Section 172 (1) does not permit 

stakeholders any right to take legal action about any allegation regarding a violation of their 

interests (Keay, 2010).
 
It has been suggested that the courts insist on a positive interpretation 

of the law which is supportive of stakeholders’ interests. This may be difficult since some 

directors may not take legal action against others directors because it would mean that all 

directors may be liable, so logically they would not want to harm themselves or may feel 

uncomfortable suing some members (Keay, 2011). Similarly, shareholders may feel that the 

acts of the directors benefit their interests (Keay, 2011). Moreover, if even some shareholders 

or the company desire to sue the directors it is difficult to get permission from a court to 

make a case (Keay, 2011). It has been suggested that it may be more practical to modify the 

CA 2006 to grant stakeholders clear rights and the right to make claims about these rights if 

they are breached by directors. 

Furthermore, (Company Act 2006 s., 471) provides that a Directors’ Report should contain a 

Business Review which reflects how the directors carry out their legal duty under section 172 

(1). The aim of the Business Review is to assist the members of the company in evaluating 

the performance of the directors, for instance, with regard to employees (Company Act 2006 

s., 471 (2). Some have argued that the effect of the Business Review is questionable since it 

may not produce a true supervision from all members concerned (Keay, 2007). Apparently, 

this report may encourage the directors to deal with section 172 (1) positively in the future, 

since it enables members to monitor the directors (Joan etal., 2008). It has been suggested 

that, to strengthen the effect of this Business Review, it may be useful to send a copy to an 

independent committee for further monitoring such as the committee relating to (Agreement 

on Trade-Related Investment Measures (TRIMs) 1994, Article 7(3)) which states: ‘The 

Committee shall monitor the operation and implementation of this Agreement and shall report 

thereon annually to the Council for Trade in Goods’.  

Based on the above discussion, it is difficult to predict the future of ESV in light of section 

172 (1), since there is limited or no related case law concerning ESV (Keay, 2010). 

Furthermore, the implications of ESV will not be easy to determine since the United 

Kingdom, before enforcing CA 2006, traditionally followed the Shareholders Value theory 
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(Kiarie, 2006).
 
Generally, the duties of directors are ambiguous and section 172 (1) offers less 

guidance. Nevertheless, it seems the success of ESV will be based on four factors. Firstly, 

how will the directors apply this section or theory in general? As abovementioned there is no 

clarity as to how section 172 (1) grants directors discretionary authority; they may use it 

positively or negatively. Secondly, how will courts deal with cases related to these issues? 

(Explanatory Notes on the Companies Act 2006, para. 36). In other words, will the 

courts explain the ambiguity in favour of the ESV? Thirdly, what will be the contributions of 

scholars in developing this theory through further research? Finally, the role of civil society 

to observe the application of ESV, in particular Non Governmental Organisations (NGOs). 

For instance, with regard to the CA 2006 (NGOs, 2006) emphasise that: ‘… [f]or future 

campaigning in 2007 and beyond so the right measures are put in place that will ensure 

companies are made accountable for their impact on people and planet. This will include how 

the Companies Act 2006 works in practice ...’. In addition, it seems in democratic countries 

such as the UK, NGOs may play a significant role which may lead to positive implications of 

ESV in the future.  

6. Conclusion 

The topic of corporate governance is considered to be one of the most vital issues in 

commerce. There are many theories about International Corporate Governance, for instance, 

Shareholders and Stakeholders Value theories and ESV. This article has found that there are 

advantages and disadvantages to Shareholders and Stakeholders Value theories. The former is 

considered a very narrow vision because its main aim is to gain profits for shareholders. 

Moreover, it ignores stakeholders, for instance, the environment. Furthermore, there is a 

possible risk since managers and directors may abuse their delegations to achieve benefits for 

themselves, and it costs more to monitor directors. Similarly, this article has been found that 

there are shortcomings to the Stakeholders Value theory; for example, there is no clear 

hierarchy of stakeholders’ interests. Furthermore, there is no one goal to achieve; therefore, it 

seems to demand less accountability from directors. Moreover, this article highlighted that 

ESV seems a better theory at present since it seems to have succeeded to some extent in 

filling the gap between the Shareholders and Stakeholders Value theories. In addition, this 

article has explored the ambiguity about ESV as set forth in section 172 (1) of UK Company 

Act 2006, for instance, phrases ‘long term’, and ‘success of the company’. This article has 

suggested that more explanation of section 172 (1) is required, it useful to adopt objective 

standards to assess the conduct of directors, and it may be necessary to establish an 

independent committee to monitor Business Reviews under section 417. 

Moreover, as to the future of this theory, this article has found that too early to make a 

judgment. Apparently, the success of this theory will depend on many factors: first, how the 

directors will apply the discretionary power with regard to section 172 (1). Secondly, the 

interpretation of the court about the duty of directors. Thirdly, the role of scholars improving 

this theory through further research. Finally, how civil society will observe the application of 

ESV, in particular Non-Governmental Organisations (NGOs). Therefore, recommended that 

further study should be done according to the recent practice to explore the advantages and 

disadvantages of ESV and to what extent has it succeeded in filling the gap between the 
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Shareholders and Stakeholders Value theories. 
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