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Stakeholder Theory of Corporate
Governance and Its Importance

The stakeholder theory of corporate governance holds that a corporation should not serve only its
shareholders but also all people whose lives are affected by its actions. This involves employees,
customers, suppliers and even the community. This theory holds that companies have to create value to
all stakeholders, not just make profits. The stakeholder theory of corporate governance is about long-
term trust, fairness and responsibility. It is based on the concept that a business succeeds best when it
has a vested interest in everyone it affects, not only those who put cash into the company.

This model has become popular as businesses now need to consider ethics, society, and the environmen
In India the students of management or finance must know how the three investors works together—
stakeholder, corporate governance model and stakeholder approach. They are critical for modern
business success.

Who Are Stakeholders?

Stakeholders are individuals, NGOs, organizations or people that be affected or influence a business
directly or indirectly. Stakeholders are an extremely broad concept. This involves both people inside
and outside the company. Businesses don’t operate in a bubble They interact with countless others
every day. These people all want and expect different things. They can be influenced by the company
or influence the company. These are referred to as stakeholders. These are employees, customers,
suppliers, government, local communities, even the environment.

The business has to keep all these people happy. If it doesn’t? It could lose trust, face legal issues or
lose customers. They only time when business gets support in terms of resources. They expect to be
treated fairly and to receive value in return for their investment.

Type of Stakeholders

Stakeholders can be of two types:

Internal stakeholders

These are people who are in the business. For instance, workers, supervisors, and business owners.
Within that company, they want job security, a fair wage and good working conditions.

External stakeholders

Considerations include people or teams and roles outside the organization. They are customers,
suppliers, governments, communities, and the environment.

Importance of Stakeholders

Companies rely on stakeholders. They come with money, time, effort and trust. A good firm hears
them all. It treats them with respect. A singular focus on shareholders may cause a loss of support from
others. This is why stakeholder management becomes extremely important.

This is a model that many companies have now adopted in India. They adhere to the business ethics in
corporate governance and ensure value to all stakeholders. This will build strong bonds and long-term
growth.

What is Stakeholder Theory?

The stakeholder theory asserts that companies must nurture all those affiliated with their work, not only
those who hold shares.
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Stakeholder Theory of Corporate Governance
In the 1980s began the stakeholder theory. This idea was popularized by Edward Freeman. Companies
should not only care about making profits, he said. They also need to consider how they treat other
constituencies such as employees and customers.
This is a huge departure from the old notion of “just shareholders matter” These days, businesses need
to care about the environment, compensate their workers fairly and contribute to society.
This theory plays a large part in today’s corporate governance models. It enables companies to operate
based on principles; fairness, candor and social responsibility. It is also connected to concepts such as
corporate social responsibility.
Selected Features of Stakeholder Theory
It respects everyone involved with the business.

e The leading argument is that the company needs to protect the interests of stakeholders, not just

profit.

e It rewards long-term success, not short-term profits.

o Itinvolves stakeholder capitalism, in which profit and people matter equally.
Why It Matters in India?
Companies in India now comply with regulations that validate this theory. For instance, some
companies are required to invest a percentage of their profit in social good. Indian students have to
understand how this theory, which still underpins much thinking and thinking about business today, is
structured. It intersects with law, ethics, and society.
Stakeholder vs Shareholder Theory
Both approaches are concerned with how a company should operate. But their goals are quite different.
The shareholder theory states that companies should only maximize profits for shareholders. For a very
long time, this was the most common model. But it leaves out others such as employees and the
environment.
Conversely, the stakeholder theory emphasizes all individuals related to the firm. It says that the voice
of everyone is important, not just the investors.
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Basis Stakeholder Theory Shareholder Theory
Focus All stakeholders Only shareholders
Goal Long-term value for all Short-term profit

Social Responsibility

Very important

Not a concern

Ethics

Central to decisions

Not always included

Profit Use

Shared across goals

Mainly for shareholders

Indian Perspective Promoted in new laws and CSR rules | Used less after legal changes

Which is Better?
The debate of stakeholder vs shareholder theory would forever continue. But many experts today agree
with stakeholder thinking. It is bring balance between profit and people. It also lowers risk. And in
India, the law backs this model up. There are amendments to the Companies Act that is at par with the
stakeholder theory of corporate governance.
Here’, you need of stakeholder interests in corporate governance. If a company does not cater to the
needs of its stakeholders, it cannot grow. Every decision must take their interests into account.
Why You Should Care About Stakeholder Interests?
Everyone and every stakeholder involved brings something to the business. Employees give effort.
Customers give trust. Licenses are granted by the government. Suppliers give raw materials. If these
groups do not feel respected, the company could be in trouble.
Corporate governance is the process in which corporations are operated fairly. It entails rules, balances,
and objectives. When you add stakeholder thinking to it, you have a killer system. It is about great
decisions, trust, and social value.
How Stakeholder Interests Benefit?
The company leaders, which guide them to do right.

e They are the ones who build great brands.

e They avoid legal issues.

e They also boost customer loyalty.

e They aid in enhanced risk management.
Example: Tata Group in India
The best example of a company that adheres to stakeholder theory of corporate governance is the Tata
Group. They protect workers, assist poor people, and promote the environment. And thereby, this
makes people trust their brand. They show that ethics and profit can coexist.
Corporate Governance from the Perspective of Business Ethics
Indians are now demanding transparency and fairness from companies. This is where corporate
governance in business ethics here is serious as well. Ethics prevent companies from breaking the law
and going astray. Ethical rules work in favour of businesses as better relations with all the involved
stakeholders.
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The long-term growth of stakeholder capitalism .Stakeholder capitalism is an idea whose time has
come. It is when business flourishes when it considers society, the environment and future generations.
This model is effective in India which comprises individuals who respect fairness and duty.

Relevance to ACCA Syllabus

Incorporating stakeholder theory into the syllabus Stakeholder theory of corporate governance is
strongly relevant to the ACCA syllabus particularly around the Strategic Business Leader (SBL) paper
and Corporate and Business Law (LW) paper. It’s a reminder that corporate decisions ought to be made
in the interests of not just shareholders, but also other stakeholders — like employees, customers,
suppliers and society. Incorporating stakeholder interests enables ACCA students to take an ethics-
based and strategic approach to corporate governance.

Stakeholder Theory of Corporate Governance ACCA Questions

Q1: What is stakeholder theory in terms of corporate governance?

A) Shareholders' short-term profits maximization

B) Reducing costs of complying with regulation

C) Doing right by all who invested in the company

D) Adhering rigorously to financial reporting standards

Ans: C) To Mediate the interest of all the Stake Holders of the Company

Q2: Stakeholder theory proposes which of the following groups is NOT generally NOT regarded as a
key stakeholder?

A) Customers

B) Employees

C) Tax authorities

D) Competitors

Ans: D) Competitors

Q3: What does stakeholder theory most closely align with?
A) Model of supremacy of shareholder

B) enlightened shareholder model

C) The managerial entrenchment theory

D) Agency theory

Ans: B) Enlightened shareholder model

Q4: What is the impact of stakeholder theory on decision-making in matters of corporate ethics?
A) It focuses on quarterly profits

B) It overlooks the need for long-term sustainability

C) It supports companies to take in their social and environmental effects

D) It enables dismissal of non-shareholder interests

Ans: C) It helps companies to reduce the social and environment impacts

Q5: Stakeholder accountability is demonstrated via the ACCA’s governance principles by:

A) Only interested in dividends

B) Involving sustainability reporting and non-financial disclosures

C) Preventing minority shareholders from voting

D) Skipping board evaluation processes

Ans: B) Including Sustainability Reporting and non financial disclosures

Relevance to US CMA Syllabus

CMA in US covers corporate governance as a part of its syllabus in the section "Strategic Financial
Management". The stakeholder governance perspective fits the CMA emphasis on ethical practices,
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sustainable business strategies and long-term value creation. It trains students to counsel management
beyond stockholders’ returns.

Stakeholder Theory of Corporate Governance CMA Questions

Q1: How would you best describe the stakeholder theory when it comes to business value?

A) Made only for shareholders

B) To be divided equally among all stakeholders

C) Only mindful of debt holders

D) Performance metrics overlooked in

Ans: B) Shared between all the stakeholder

Q2: How should management act under stakeholder theory?

A) Value maximization is only for the equity owners

B)To do this Before Doing question type

C) Balancing interest of all parties involved in the business

D) Do not question board decision

Ans: C) Balancing the interests of all groups involved in the business

Q3: Employees' role in stakeholder theory

A) External third-party owners who have little or no say

B) Internal stakeholders to be treated fairly and involved

B) Creditors that are legally owed to the company

D) Temporary cost factors

Ans: B) Key internal stakeholders that may need fair treatment and involvement

Q4: How does effective governance promote the stakeholder theory?
A) Minimal public disclosure

B) Ignoring customer feedback

C) Transparency of ethics; balanced outcomes

D) Only legal compliance

Ans: C) Ethical transparency and balanced outcomes

Q5: The stakeholder theory of CMA advocates evaluating performance in terms of:

A) Just Return on Equity (ROE)

B) Only net income figures

C) Reporting on triple bottom line (people, planet, profit)

D) Cost variance reports

Ans: C) Triple bottom line reporting of people, planet, profit

Relevance to US CPA Syllabus

Stakeholder theory is included in the Business Environment and Concepts (BEC) and Ethics parts of the
CPA curriculum. It enables ethical behavior, risk management, and internal control which are crucial to
CPA decision-making. When you understand the needs and expectations of your stakeholders it ensures
accountability in your business practices leading to trustworthy reports.

Stakeholder Theory of Corporate Governance CPA Questions

Q1: Which of the following statement is in accordance with the stakeholder theory in terms of
accounting?

A) Only care about shareholders’ return

B) Engage in financial reporting only for auditor purposes

C) Account for the interests of all stakeholders, including the community and employees

D) Hide financial data from regulators
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Ans: C) Account for the interests of all stakeholders, including the community and employees

Q2. According to stakeholder theory, how should a company react if a data breach occurred?
A) As long as shareholders complain ignore it

B) Inform the stakeholders and Initiate corrective actions

C) Hide it until year-end

D) External IT providers are to be blamed

Ans: B) Inform the stakeholders and Initiate corrective actions

Q3: CPA governance standards say stakeholder management should:
A) Neglect environmental mitigation

B) Focus on profit only

C) Interest of internal and external parties

D) Avoid disclosures

Ans: C) Internal and external party interests

Q4: What ethical framework best supports stakeholder theory?
A) Self-interest approach

B) Utilitarian approach

C) Deceptive marketing

D) At Any Cost Profit Maximization

Ans: B) Utilitarian approach

Q5: What examples of stakeholder theory at work can you think of for a CPA firm?

A) Only using billable hours

B) Entering CSR and community audits

C) Ignoring employee wellness

D) Avoiding tax compliance

Ans: B) CSR and community audits

Relevance to CFA Syllabus

Stakeholder theory is emphasised in the CFA syllabus, particularly in Ethical and Professional
Standards and Corporate Finance. Firms can generate long-term value by taking into account all
stakeholder interests, a lesson CFA candidates must internalize. This helps ensure decisions that are in
the interest of both investors and the public.

Stakeholder Theory of Corporate Governance CFA Questions

QL1: Stakeholder theory makes investment managers:

A) Actively trade based on price movements in the short-term

B) Advance transparency and sustainability

C) Go with a social issues free analysis

D) Focus less on corporate governance Related articles

Ans: B) Advance transparency and sustainability

Q2: Which report most closely adheres to stakeholder theory under CFA ethics?
A) Internal quarterly budget

B) relective sustainability report with stakeholder inputs

C) Memo only for the confidential use of the shareholders

D) Inventory checklist

Ans: B) Sustainability report with stakeholder interactions
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Q3: A CFA charterholder applies stakeholder theory when:

A) Ignoring client needs

B) Serving only the top management

C) Looking ahead -- and putting future generations before present day profits with respect to employees,
community and clients

D) Platform-dependent optimization in commission transactions

Ans: C) Thinking about the long-term impact on employees, community and clients

Q4: Why should CFA students consider stakeholder theory as a principle of good governance?
A) Weak internal control

B) Level playing field and fair representation

C) Earnings manipulation

D) Hiding ESG data

Ans: B) Equal treatment and fair communication

Q5: Impact of stakeholder theory in capital budgeting:
A) Operating without cost for the environment

B) Creating value beyond shareholders

C) Reducing IRR calculations

D) Concentrating exclusively on the debt holders
Ans: B) Expand ownership beyond shareholders
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