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Business Ethics by SLRao

Shareholders own companies, appoint the Directors and Managing Directors, must be informed about proper use of company funds, that there has been an honest attempt to recover misused funds and ratify the sacking of Managing and Executive Directors (now, perhaps even of independent Directors). Accused employees must be prosecuted and punished under the law. If the allegations are untrue those who released them must be punished. Tata Finance is a good example of how controlling shareholders must act.

The Enforcement Directorate and its principal investigator interrogating ITC executives years ago talked daily to the media and released the ‘results’ of the interrogations. The executives were arrested and pictured in police vans. The revelations were slanted since the cases have now been dismissed. Neither interrogators nor media have tried to repair the damage to reputations of the executives.

Selective leaks and no formal charges figure in the recent Britannia ‘revelations’.  Promoters (really buyers of majority shareholding) own below 60% and other shareholders over 40%. Yet the Board summarily sacked the Managing Director. The media reports (that even showed copies of personal expense vouchers) could have emanated only from the top of the company. The sacked MD has not spoken perhaps understandably, when faced by corporate financial muscle and if he wants to prepare his case for the Courts. He might also have no defence except silence.

State-owned companies own a significant proportion of Britannia shares. They have no nominee Directors (a useless custom that has never prevented mismanagement and misuse of funds). But with their financial muscle they can demand an extraordinary general meeting, justification of the actions taken and explanations for the allegations in the media. But these state-owned companies are subject to their political masters. The  ‘promoters’ will influence what the masters tell them to do. 

Some managers argue that the MD cannot be condemned if he really took out more   from the company than allowed by his contract, provided he did so with the informal permission of the ‘promoters’. This illegality could be explained away a decade back. Then, the Department of Company Affairs decided on salaries and perquisites of top executives of companies within low ceilings set by the law. Income tax rates were penal. Tax rates are now much lower, there are practically no limits on remuneration and executives are allowed almost unlimited legitimate tax-free expenses for entertainment, domestic and foreign travel. There is neither moral nor legal justification for under-the-table payments to executives. If a company for example sells residential accommodation at book value to an executive when it has (illegally) paid a lot more in ‘black’ to buy it, it is cheating the shareholders.  So also with other such extra-legal ways to compensate executives and particularly Directors, beyond that permitted by the shareholders in general meeting.

In Britannia, the reported misdemeanours could not have occurred without the knowledge of executives, staff and the company’s auditors. How did they keep silent for so long? Were they afraid of the consequences to themselves if they reported them? Companies that wish to be known for good governance might usefully emulate the guidelines reported as having been issued by Infosys to protect whistleblowers. 

Britannia is a major consumer products company whose primary thrust is through large expenditures on marketing, advertising, promotion and distribution. These require imagination and creativity. Those who deliver them may cost a lot more than pedestrian producers. Even independent audit committees, let alone accountants and auditors can only compare fees paid to advertising film producers with other companies. They do not have the competence to judge on the appropriateness of the quality and  even amount of the expenditures. They can only look for results over time in sales, market shares and profits. Britannia has delivered such results. Consumer products companies must ponder how they can assure shareholders that the levels of such expenditures are necessary, while at the same time not restraining the creative thrust.

The outgoing MD and his predecessors have built Britannia and given outstanding value to shareholders. When a MD who over ten years in the position has become closely identified with the company’s performance is sacked summarily, it cannot but have adverse effects on the company and hence its value to shareholders. Shareholders must be given a true, clear and early explanation as well as see quick actions to ensure that Britannia’s leading position in the market is not disturbed. 

This is not a case of shareholders versus managers. It is about an in-group of large shareholders and the Managing Director who may have misused the trust of shareholders. The Regulators (SEBI, DCA), ‘promoters’, other large shareholders and the media must tell all shareholders and now the general public as well, as to what really happened and what is being done about it. (793)

