Boatright Notes on Finance Ethics

Financial Market
· The main aim for securities regulators (law, courts etc...) is to produce fair and orderly markets
Financial decisions are usually limited to risk and return over time.
· Ethics takes consideration of equal treatment of everyone affected by the decision and the overall societal consequence.
· Financial Market is very vulnerable to unfair trading practices (ex. high-frequency trading = front run orders for investors)
· Contractual difficulties including forming, interpreting, and enforcing contracts.
· Wells Fargo Account scandal (millions of checking/savings accounts were opened without consent.)

Unfair Trading Practices
· Canada securities regulations are managed through laws established by 13 provinces and territories.
· Each of the provinces and territories has their own authority and their own legislations.
· Ontario Securities Commission (OSC) – for Ontario and reports legislature through Minister of Finance.
· OSC mandates:
· Protects investors from unfair, improper, and fraudulent practices (ensure full disclosure etc...)
· Promotes fair and efficient markets.
· Makes sure the public and investors are confident in the integrity of the market (trusting market)

Fair Conditions
· Unfair market conditions usually result from inequalities in:
1. Information
· All parties to a transaction do not have the same information/do not have same access to the information (etc. insider trading - have access of nonpublic information or the buyer is misinformed about a product’s value)
2. Bargaining power, resources, processing ability, and other vulnerabilities.
· Unequal conditions for all parties to disadvantage one party over the other. (high-speed trading – faster processing time over the basic home investor )
Financial Contracting
Contracts are interpretive as not every potential outcome can be foreseen or stated on the contract.
Contracts are usually made interpretive because:
1. Implied contract is within an expressed contract. What is implied can be interpreted differently.
2. Contracts are made with limited human knowledge, cognitive ability, and reason.

Financial Fiduciaries and Agents
Fiduciary: A person who is entrusted to act in the interests of another. This relationship occurs when something of value is entrusted to another person (You have to trust that person to handle your valuables.)
Agent: A person who is relied upon to act on the behalf of another (as a surrogate)
Unethical relationships arise when fiduciary or agent has conflict in interest with their clients.
e.g. A brokerage firm offers a higher commission for selling in-house mutual funds
To resolve ethical lapses:
1) Create a professional environment and institute a code of ethics.
2) Cultivate relations of trust in the firm.
3) Encouraging empathy, strengthening human relations.

Financial Sales Practices
- Financial products are susceptible to twisting and flipping
Twisting: example: when insurance agents persuade buyers to change policies simply to gain commission
Flipping: example is replacing one loan with another loan to generate more fees.
- Financial products should meet certain standards just like automobile making.

Financial Management
Financial managers have a task to deploy assets for the growth and health of the firm.
Portfolio managers merely buys investing instruments (stocks, bonds, etc...)
- Managers must act in fiduciary interest of the company and not use assets for personal benefits
- Financial managers are involved in running the business as a whole; they must consider all stakeholders


Balancing Competing Interests
- SWM: according to finance theory, shareholder wealth maximization holds that officers and directors are agents of shareholders and must act in fiduciary role to protect their interests.
- Serving the shareholder’s best interests might not necessarily mean maximizing profits/value
- Canada Corporations Business Act states:
		1. Directors and officers need to act honestly and in good faith to the best interest of corporation
		2. Exercise the care, diligence, and skill that a reasonably prudent person would in similar situation.
[bookmark: _GoBack]Need to account for Level of Risk and Hostile Takeovers

Level of Risk
Financial management determines the appropriate level of risk the firm can take.
- High level of risk might be appropriate for a firm in distress because shareholders can take all the gain and let everyone else share the losses of failure.
Moral hazard occurs when you increase exposure to risk knowing someone else will bear the cost for risk.
- Stakeholders can be considered too when making decision because they are more vulnerable (x diversify)

Hostile Takeovers
- Directors of the target company (the company being taken over) have a fiduciary duty to act for the best well being of the firm, not necessarily of the interests of the shareholder or the ones that seek to control it.
- Constituency statute (stakeholder statute) allows directors to consider non-shareholder interests as well when making business decisions.
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