
June2023 Issue 6

FROM THE CHAIRMAN'S DESK

INSIDE

Bulletin Editor :

CA. R. Harish

Esteemed Professional Colleagues,

Warm Greetings and Best Wishes.

I am pleased to communicate with you through this E-Newsletter of our Branch. 

During the month of May 2023 we organized a One Day Seminar in which CA. Himanshu 

Kishnadwala & CA. G. Saravana Kumar addressed the Members. CPE Study Circle Meetings 

were also held in which CA. S. Ramaprabha, CA. Maalan Bharathi & CA. M. S. Nagaraj 

addressed the Members. I thank all the faculty Members for sparing their time and sharing 

their knowledge. I am glad to share with you that a team of Members of our Branch 

participated in the Pancha Bootha Cricket Tournament organized by the Palakkad Branch 

of SIRC of ICAI at Palakkad. It was a great experience playing with the Cricket teams from Salem, Erode, Palakkad and 

Tirupur Branches of SIRC of ICAI.

I would like to inform you that a Week-Long Refresher Course on Direct Taxes will be held in the month of June at our 

R. S. Puram premises, detailed program invitation will be circulated kindly participate in all the Seminars. As you are 

aware, 21st June is the International Yoga Day, kindly join us in the Yoga Day Celebrations to be held at our 

Thudiyalur Branch premises. Yoga being an ancient physical, mental and spiritual practice that gives people peace, 

the confidence and courage to do many activities more effectively. At all levels of existence, it is a state of harmony a 

holistic approach to health and well-being. Do spare your time and participate, the details of the program will be 

shared.

I am glad to inform you that the most awaited and one of the best programs of our Branch, the Residential Refresher 

Course organized every year at Karl Kubel Institute for Development & Education (KKID) is to be held on 10th& 11th 

June 2023 at KKID, Maangarai, Coimbatore. As in practice in the entire program will be designed by the Course 

Director CA. V. Ramnath and coordinated by past Chairmen of our Branch CA. M. P. Panneerselvan, CA. K. P. Gobinath 

and CA. N.V. Palanisamy. At this juncture, I would like to express my sincere gratitude to CA. V. Ramnath for his 

valuable contribution for the continuous success of the KKID RRC program.

This Year the Chartered Accountants Day - 1st July 2023 - is a very special one as The Institute of Chartered 

Accountants of India enters into its 75th Year of glorious existence. Many programs are being planned and will be 

shared with you at the earliest. I earnestly request you all to take active participation in all the events with your 

students and family Members. The Profession has been expanding globally and we are being looked upon with more 

expectations with professionalism. Opportunities are increasing tremendously while Challenges are growing 

immensely; Let's hold the perseverance to give our best to build a great nation.

I thank all the Members for registering and participating in all the events organized under the Annual Seminar Series 

2023 and look forward to the continuous support and cooperation of my fellow professionals in all our future 

endeavors.
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•  Shareholder Value- The Primary Corporate Responsibility

With Best Regards,

Chairman

CA. D. Nagakumar
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WHEN I begin an article on shareholder value and 

corporate profits, it would be highly irresponsible on 

my part to not quote Milton Friedman, the free-

market capitalist that significantly impacted the way 

corporate America perceived business. Hence, the 

most famous quote of his aptly finds its place in the 

beginning of the article: "There is one and only one 

social responsibility of business-to use its resources 

and engage in activities designed to increase its 

profits so long as it stays within the rules of the 

game, which is to say, engages in open and free 

competition without deception or fraud", which not-

so-coincidentally was the conclusion of his 

controversial NYT article.

In the age of a "regulatory" regime of governments 

over their economies, the corporate executives are 

torn between maximizing corporate profits and 

causing positive impact in theircommunity, and 

rightly so. While one could argue today that a 

business that only makes money and contributes 

little to the society causes more harm than good to 

the society, the counter argument that it is 

redundant for a for-profit enterprise to not have 

profits as its primary objective exists and is equally 

true, if not more.

While I subscribe to the latter, I personally believe 

that a significant portion the excess returns over the 

cost of equity capital generated by a business must 

rightly find its place in sustainable elevation of the 

living standards of the community (by location and 

impact). This duality is the very reason why we have 

the principles of ESG- to focus beyond financial 

performance and ensure long-term sustainable 

growth (of the business and the society).

Having addressed the duality in business 

responsibilities, I would like to leave the ethical 

dilemma of profits vs society and finding ways to 

align these responsibilities as something for the 

readers to ponder upon. So,in the context of ESG, 

leaving the E and the S of ESG to the contemplation 

of the readers (and for subsequent articles), let me 

proceed to the G in ESG- exploring in-a-nutshell how 

shareholder value is the primary (not ultimate) 

responsibility of a corporation and its interplay with 

corporate governance.

Shareholder Value, in the context that is relevant 

here refers to the worth of the common stock of the 

company (the Shareholders' Funds), and the concept 

of shareholder value maximization (something all of 

us are already familiar with).

The advent of a business enterprise is undertaken by 

an individual with the intention of earning 

disproportionate returns on his resources being 

money, time, skill and knowledge. This stands true 

even for a corporation, irrespective of whether it is a 

public corporation or a closely held private 

enterprise. In such a pursuit of such economic 

wellbeing, profit (not earned unethically and earned 

within the rule of law) trumps other objectives.

The goal of shareholder value maximization in a 

family/ entrepreneur owned and operated 

enterprise is driven to an extent by self-interest, 

where the ownership and management vest with 

the same persons. On the other hand, in large public 

companies, where the ownership is separated from 

management, the principles of agency drive the goal 

of shareholder value maximization, and successful 

enterprises go one step further, emphasizing on 

strategic long term value creation.

Respectable enterprises that are known for being 

great investments and employers and meaningful 

producers have built such reputation by creating an 

SHAREHOLDER VALUE - THE PRIMARY 
CORPORATE RESPONSIBILITY
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environment that aligns the profit objectives of the 

company and its social responsibilities with an 

unwavering focus on wealth creation.

Although there is no legal duty requiring the board/ 

management to maximize the shareholder value, 

since the board is appointed by the shareholders to 

run the company on behalf of them, the board 

effectively becomes the agent that acts in the best 

interest of the principal.

The socially conscious corporations have the 

resources to act in a socially conscious manner. They 

have generated enough wealth to be able to forgo/ 

employ returns that belong to the shareholders in 

the interest of other stakeholders whose 

contributions and support are imperative for the 

company to ensure long-term sustainable value 

creation.

In a large, public corporation that is not controlled 

by the owners of the enterprise, the management 

has a fiduciary responsibility towards the 

shareholders since the primary capital employed in 

the business run by the corporation is that of the 

shareholders of the company.It is because of this 

fiduciary relationship between the management 

and the owners that the principles of corporate 

governance were laid down by organizations such as 

the OECD. 

These principles lay down the requirements of 

corporate governance practices that emphasize on 

transparency, accountability and responsible 

decis ion making in  the management  of  

corporations. Emphasis on maximization of 

shareholder value through sound business decision 

making and robust corporate governance practices 

is relevant today more than ever owing to the 

significant number of enterprises that are 

established with external funding, where once 

again, management and ownership are detached.

The G20/ OECD Principles of Corporate Governance 

states that 'The purpose of corporate governance is 

to help build an environment of trust, transparency 

and accountability necessary for fostering long-

term investment, financial stability and business 

integrity, thereby supporting stronger growth and 

more inclusive societies'. Now, how does this 

concern us? Although the central theme of the 

article is shareholder value maximization, the 

purpose of this article is to remind us all once again 

about our roles and responsibilities towards the 

same objective.

While the responsibility of the management 

towards shareholder value maximization is 

straightforward, the relationship that we, chartered 

accountants have with shareholder value is 

complex, thanks the various hats we wear, when 

serving our corporate clients.

As the independent auditors of a corporation, we 

are the first line of defense (although a delayed one) 

against corporate frauds. Auditors play a key role in 

ensuring that the company has sufficient safeguards 

in place to protect the wealth of the shareholders, 

while also providing an assurance that the 

management is transparent in all respects with their 

reporting to the shareholders. Auditors also reduce 

the risk of mismanagement by holding the 

management accountable for their actions, 

irrespective of whether they are acting on their own 

accord or as agents of the owners, in decision 

making.

Independent auditors, like the board, are appointed 

by the shareholders of the company to ensure that 

the management of the company is held to the 

highest standards of accountability. Consequently, 

we address our reports "To the members of the 

Company…" and we independently assess the 

functions and components of the company that are 

related to the financial performance and reporting 

of the entity, which directly affect the shareholder 

value.

Further, independent auditors not only review and 

report on the corporate governance practices of an 

entity, but also play an integral role in evaluating and 

implementing effect ive  internal  control  

mechanisms that ensure the integrity and 

effectiveness of corporate governance practices.

The reason why the regulators emphasize on 

corporate governance and issue specific corporate 

governance guidelines and regulations is that 
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robust corporate governance practices is the key to 

preventing financial disasters. Strong corporate 

governance can identify risk factors and handle the 

same before they escalate into disasters. Hence, it is 

only fair that independent auditors of the company 

are held responsible for ensuring that the "Company 

has complied with the conditions of Corporate 

Governance".

The conduct and expertise of independent auditors 

are now closely scrutinised by both regulators and 

investors, who are placing, on auditors, increasing 

responsibilities for identifying and reporting frauds 

in light of increasing business complexities and the 

serious impact corporate frauds can have on the 

overall economy. As a result, auditors and 

professional auditing bodies have committed to 

improving the quality of audits and enhance 

standards of reporting by the companies.

Independent auditors have the highest benchmarks, 

when it comes to integrity and responsibilities 

because the extent of trust and reliability placed 

upon us by shareholders and other stakeholders of a 

company.

All these factors combined, make independent 

auditors the custodians of financial integrity and 

defenders of investor confidence.

Professional managers elected to the board of 

directors of a company or the C-suite are directly 

responsible for ensuring maximization of 

shareholder value, while strategically mitigating 

risks since the operational duties vest with them.

It is common for large, public corporations and 

companies that are established with external capital 

to have professional managers at the helm of 

operations, more than family/ entrepreneur owned 

and operated enterprises. It is mainly because 

institutional and activist shareholders demand high 

standards of corporate governance that require 

profess ional  management expert ise  and 

independence in decision making, not influenced by 

conflicts of interest. The size and complexity of the 

business and the industry also require professional 

management.

Professional managers ultimately act as agents of 

the shareholders, operating the company with the 

best interest of the shareholders in mind. They are 

responsible for maximizing long term shareholder 

value by drafting and executing strategic plans and 

building a strong corporate culture that achieves 

sustained financial growth and improves the 

accountability of the management. They are also 

responsible for compliance with applicable laws and 

regulations, especially reporting requirements and 

corporate governance standards.

Other than companies that are large, complex and 

operate in a highly regulated industry, companies 

that value stakeholder relationships and have a 

long-term orientation, prioritising sustainable 

growth recognize the value of professional 

management. Investors value professionally 

managed companies higher because of a certain 

level of independence and the high standards of 

corporate governance that professional managers 

are able to bring to the management.

In the book, 'Economics in One Lesson', Henry Hazlitt 

elucidates the function of profits to be threefold- 

act as an incentive to entrepreneurs to create 

valuable products; encourage efficient utilization of 

resources and avoiding wastage; drive quality and 

affordability of goods and services.

While many parameters of evaluation of an 

enterprise exist, in the modern corporate 

environment, Return on Equity has become the 

most significant metric upon which business 

performance is evaluated. It is so because, the world 

we live in today provides countless destinations for 

money to be stored and multiplied and the logical 

choice is the destination that multiplies it the most, 

with little risk of losing it.Although companies that 

score well in that metric thrives in the short-run, 

corporations that prioritize responsible social 

behaviour and robust corporate governance 

practices, looking beyond the bottom have always 

stood the test of time, creating winning products 

and the best leaders.

Having seen the oversimplified version of the 

'primary' corporate responsibility, let us dive deep 

into ESG and corporate profits, and the role of 

professionals in the upcoming months.
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LATEST AMENDMENTS AND CRITICAL ISSUES IN GST
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