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Whistleblowing on the Rise
• Contacts to FCA whistleblowing
helpline up 35 per cent in past year
• UK whistleblowers responsible for
one in six US tip-offs from abroad,
more than any other country
• Whistleblowers involved in one in
three incidents of all cases where
fraud was uncovered

W

histleblowing cases reported to the Financial Conduct Authority (FCA) have
increased by 35 per cent in the past 12 months,
according to new information1 obtained under
the Freedom of Information Act by Kroll, the
global investigations firm.
Kroll found that between November
2012 and October 2013 the FCA received
5,150 contacts to its whistleblowing helpline
compared to 3,813 in the same period the
previous year.
The increased number of contacts is also
resulting in a much higher number of new
cases being created, in which actionable intelligence derived from whistleblowing is disseminated to departments within the FCA and
other regulators and law enforcement agencies.
The number of new cases has increased by 72
per cent in the third quarter of 2013 compared
to the same period the previous year (254 in
Q3 2013 compared to 148 in Q3 2012).
Separate analysis2 from Kroll reveals that
whistleblowers from the UK were responsible
for one in six (16 per cent) overseas tip-offs to
the US Securities and Exchange Commission
(SEC) in the last US fiscal year, more than any
other country.
Kroll’s analysis of the SEC’s annual report
on its whistleblower programme reveals that of
3,238 tip-offs received in total in the past year,
404 (12 per cent) came from outside the US, a
25 per cent increase on the 324 overseas tipoffs last year3. Whistleblowers based in the UK
were responsible for 66 of these.
The Securities and Exchange Commission (SEC) made payouts to four whistleblowers during this fiscal year including one award
of over $14 million, the largest whistleblower
payment to date under the Dodd Frank Act2.
Kroll says that payouts such as these will encourage more whistleblowers to come forward

to the US regulator in search of bounties, as
the rewards on offer have no jurisdictional limits as long as the case has a negative impact on
US financial markets.
Canada is home to the second largest
number of overseas whistleblowers with 62 tipoffs, 15 per cent of all those from outside the
US. Whistleblowers from China were responsible for 52 tip-offs (13 per cent), almost double
the 27 they were responsible for last year. Russia was the origin of 20 tip-offs (5 per cent) and
India 18 (4 per cent).
Kroll’s latest Global Fraud Report4 recently revealed that a whistleblower was involved
in one in three incidents (32 per cent) of all
cases where fraud was uncovered and in 41
per cent of cases that involved senior or middle
management. Despite this, just 52 per cent of
companies reported that they have invested in
staff training around fraud and the creation of
whistleblower hotlines.
The Department of Business, Innovation
and Skills is currently examining whether the
UK’s whistleblowing framework is operating
effectively in today’s labour market5, including
the issue of whether financial incentives would
be appropriate in the UK whistleblowing
framework. It has said it would welcome further
research from the Financial Conduct Authority
into the effectiveness of financial incentives in
encouraging the exposure of wrongdoing as it
believes the current evidence base is insufficient
to consider introducing them.
Benedict Hamilton, a Managing Director at Kroll, said: “As companies increasingly invest in often risky emerging markets
and more stringent regulation and guidance
governing whistleblowing procedures is introduced, we believe cases of whistleblowing will
continue to rise.
“The UK authorities are considering offering rewards to whistleblowers, as they are
a very effective way of discovering fraud.
The increase in overseas whistleblower tipoffs to the SEC shows the policy’s impact on
international companies in particular. Those
thinking about reporting corporate malpractice might be tempted to go to the US regulator rather than their own company, wherever
they are based in the world, in the hope of
CorporateGovernanCeasia 66 January-MarCh 2014
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“This reinforces just how important it is for
companies to implement robust whistleblower
procedures so they can find out about any
wrongdoing being carried out by their employees as early as possible. The earlier they find
out, the quicker they can react in order to limit
financial and reputational damage, and where
appropriate, recover or avoid losses.” n
Top 5 non-US sources of whistleblower
tip-offs to the SEC, fiscal year 2013
Percentage of
all
Number of
non-US tip-offs
Country tip-offs received from this country
United Kingdom 66
16%
Canada
62
15%
China
52
13%
Russia
20
5%
India
18
4%
Source: Kroll analysis of SEC Annual Report on Dodd-Frank
Whistleblower Program

Notes to editors
1Information obtained by Kroll from the Financial Conduct Authority under the Freedom of Information Act. The whistleblowing
helpline was managed by the Financial Services Authority (FSA)
prior to the establishment of the FCA.
2Kroll analysis of data from the US Securities and Exchange
Commission Annual Report on the Dodd-Frank Whistleblower
Program, Fiscal year 2013, published November 2013.
3Kroll analysis of data from the US Securities and Exchange
Commission Annual Report on the Dodd-Frank Whistleblower
Program, Fiscal year 2012, published November 2012.

4Kroll commissioned the Economist Intelligence
Unit to conduct a worldwide survey on fraud and its
effects on business during 2012/13. A total of 901
senior executives took part in the survey from a wide range
of industries, including Financial Services; Professional
Services; Retail and Wholesale; Technology, Media and
Telecommunications; Healthcare and Pharmaceuticals;
Travel, Leisure and Transportation; Consumer Goods;
Construction, Engineering and Infrastructure; Natural
Resources; and Manufacturing. Respondents were senior, with 53% at C-suite level. Almost half (49%)
of participants represent companies with annual revenues of over $500m. Respondents this year included
25% from Europe, 24% from North America, 23%
from the Asia-Pacific region, 14% from Latin America
and 14% from the Middle East/Africa. Please click
http://www.kroll.com/fraud-report-2013-14-pressonly/ for key findings and graphics, including a detailed
look at the industries, regions and types of fraud covered
in the report.
5https://www.gov.uk/government/consultations/whistleblowing-framework-call-for-evidence

Water Shortages Slow Energy
Production Worldwide

• identifying synergies and quantifying
tradeoffs between energy development plans
and water use
• piloting cross-sectoral planning to ensure sustainability of energy and water investments
New Thirsty Energy initiative to help countries mitigate
• designing assessment tools and manimpact of water scarcity on energy security
agement frameworks to help governments
coordinate decision-making
With the energy sector as an entry point,
withdrawals. With two-thirds of the world’s
he World Bank is launching a new
initial work has already started in South
population - or 5 billion people - urbanized
initiative at the World Future Energy
Africa and dialogue has been initiated in
by 2030, cities in developing countries will
Summit and International Water Summit
Bangladesh, Morocco, and Brazil where
be under tremendous pressure to meet the
in Abu Dhabi that will help developing
the challenges have already manifested and
demand for food, energy, and water services.
countries better plan and manage scalingthus where demand exists for integrated apYet today, some 780 million people lack acup energy capacity to meet rising demand,
proaches.
in tandem with water resource
Failing to anticipate water
management.
constraints in energy investments
Producing energy requires a
can increase risks and costs for enlot of water. Yet, the availability
ergy projects. In fact, the majority
of and access to water is negaof energy and utility companies
tively impacting energy producconsider water a substantive risk
tion around the world.
and report water-related business
Last year alone, water shortimpacts.
ages shut down thermal power
The issue is too large for any
plants in India, decreased energy
partner or sector to tackle alone.
production in power plants in
“Water constraints on the
the United States and threatened
energy sector can be overcome,
hydropower generation in many
but all stakeholders, public and
countries, including Sri Lanka,
private, must work together to deChina and Brazil.
velop innovative tools and use waThe problem is expected only
ter as a guiding factor for assessing
to get worse. By 2035, the world’s
viability of projects,” said Maria
energy consumption will increase
van der Hoeven, Executive Diby 35 percent, which in turn will
rector of theInternational Energy
increase water consumption by
Agency. “The absence of integrat85 percent, according to the Ined planning is unsustainable.”
ternational Energy Agency.
Solutions exist, but countries
“The world’s energy and wamust continue to innovate and
ter are inextricably linked. With
adapt policies and technology
demand rising for both resources
to address the complexity of the
and increasing challenges from
landscape. These solutions include
climate change, water scarcity
technological development and
can threaten the long-term viaadoption, improved operations
bility of energy projects and hinto reduce water use and impacts
der development,” said Rachel
Kyte, World Bank Group Vice Failing to anticipate water constraints in energy investments can in- in water quality, and strong integrated planning.
President and Special Envoy for crease risks and costs for energy projects
“We cannot meet our global
Climate Change.
energy goals of extending access to the poor,
cess to improved water and 2.5 billion, more
Part of the challenge for the energy secincreasing efficiency and expanding renewthan one-third of the world’s people, do not
tor is the competing demand for water. This
ables without water. The water energy interhave basic sanitation.
demand will grow as the world’s population
relationship is critical to build resilient as well
Thirsty Energy is a global initiative
reaches 9 billion, requiring a 50 percent inas efficient, clean energy systems. The time to
aimed to help governments prepare for an
crease in agricultural production and a 15
act is now,”said Kyte. n
uncertain future by:
percent increase in already-strained water
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Leading Global Investors Gather
at UN on Urgency for Boosting Clean
Energy to Curb Climate Change

I

Ceres president Mindy Lubber, whose group
n January this year in New York nearly
helped organize the Investor Summit on
500 leading investors meeting today at
Climate Risk in collaboration with the UN
the United Nations see major growth potenFoundation and the UN Office for Partnertial for ramping up green bonds and other
ships. “Companies and investors must supclean energy investments to the levels necesport the adoption of the necessary policies
sary in order to avoid the worst impacts of
that that will open the floodgates for investclimate change.
ment capital from all asset classes to flow into
Despite a drop in global clean energy
clean energy.”
investments in 2013, institutional investors
Today’s event comes in advance of the
expressed strong agreement on the urgency
UN Secretary-General’s Climate Summit in
for boosting investments in low-carbon techSeptember, where he will seek to raise amnologies. Much of the discussion focused on
bition, including among business and inveselevating clean energy investments by an adtors, towards a new universal agreement on
ditional $1 trillion per year in order to limit
climate change by 2015. The investors were
global warming to two degrees. Ceres anurged today by Christiana Figueres, Execunounced a Clean Trillion paper with 10
tive Secretary of the United Nations Framerecommendations for investors, companies
work Convention on Climate Change, to
and policymakers to scale up clean energy
continue seeking opportunities to invest profinvestments to $500 billion per year by 2020
itably in clean energy solutions
and $1 trillion per year by 2030.
and support the international
“Quite simply, there’s a huge
===
===
climate process.
clean energy investment gap,” said
“Governments and investors
Jack Ehnes, CEO of the California
Cost
have
pivotal, mutually supportState Teachers’ Retirement System
competitive
ive
roles
to play in accelerating
(CalSTRS), the nation’s second
renewable
the
transition
to the low carbon
largest public pension fund managtechnologies
economy
–
one
that can combat
ing $146 billion in assets. “Meeting
and attractive
climate
change,
generate jobs
the $1 trillion a year goal will be a
investment
and
tackle
a
range
of challenges
challenge, but it is where we need to
opportunities
from
natural
resource
scarcities
be in order to protect and grow our
exist right
to
health-hazardous
air
polluportfolios and to ensure the longnow, but we’re
tion,”
she
said.
“Smart
policies,
term sustainability of our planet.”
still not seeing
creative incentives and innovaCeres acknowledged the barclean energy
tive financial instruments by govriers to investing an additional $36
deployment at
ernments are already catalyzing
trillion in clean energy between now
the scale we
a shift: it is time to scale these up
and 2050 – the levels the Internaneed to put a
world-wide. Meanwhile investors
tional Energy Agency has called for
dent in climate
need certainty, a phasing out of
to limit global warming – but also
change
fossil fuel subsidies in order to
focused on the opportunities associlevel the playing field and full
ated with clean energy investments
===
===
disclosure of companies ‘carbon
and the risks posed to institutional
footprints’ in order to make informed deciinvestors’ portfolios by not taking action.
sions.”
“Cost competitive renewable technoloBloomberg New Energy Finance
gies and attractive investment opportunireleased new research data at the Summit
ties exist right now, but we’re still not seeing
showing that global clean energy investment
clean energy deployment at the scale we
was $254 billion in 2013, an 11 percent drop
need to put a dent in climate change,” said
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from the revised $286 billion in 2012. BNEF
attributed the decline to a continued sharp
reduction in cost of photovoltaic systems and
impacts on investor confidence due to policy
shifts regarding renewable power in Europe
and the U.S.
A number of positive trends emerged,
however. Investment in clean energy via the
public markets more than doubled as rising
share prices restored some confidence in the
shares of solar and wind manufacturers. Investors also showed enthusiasm about new
areas such as electric vehicles and renewable
power project funds.
“Despite the drop in global investments
in 2013, it is possible to close the investment
gap by first, bringing capital costs down for
clean energy projects and second, more
properly pricing fossil fuel capital costs which
are artificially low,” said Mark Fulton, senior
fellow for Ceres who authored the Ceres paper, Investing in the Clean Trillion: Closing
the Clean Energy Investment Gap.“There
needs to be a global push to put the necessary financing vehicles and policies in place
to bring capital costs down and enable the
capital markets to realize clean energy’s vast
potential.”
The Ceres paper is available at www.
ceres.org/cleantrillion. Recommendations
include:
Mobilize Investor Action to Scale
Up Clean Energy Investment
1. Develop capacity to boost clean energy investments and consider setting a goal
such as 5 percent portfolio-wide clean energy
investments
2. Elevate scrutiny of fossil fuel companies’ potential carbon asset risk exposure
3. Engage portfolio companies on the
business case for energy efficiency and renewable energy sourcing, as well as on financing vehicles to support such efforts
4. Support efforts to standardize and
quantify clean energy investment data and
products to improve market transparency
Promote Green Banking and Debt
Capital Markets
5. Encourage “green banking” to maximize private capital flows into clean energy
6. Support issuances of asset-backed securities to expand debt financing for clean
energy projects
7. Support development bank finance
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and technical assistance for emerging economies
Reform Climate, Energy and
Financial Policies
8. Support regulatory reforms to electric utility business models to accelerate
deployment of clean energy sources and
technologies
9. Support government policies that result in a strong price on carbon pollution
from fossil fuels and phase out fossil fuel
subsidies
10. Support policies to de-risk deployment

of clean energy sources and technologies
In support of green banking and debt
capital markets, a number of banks – including Ceres’ Company Network member Bank
of America – published the “Green Bond
Principles,” the first-ever voluntary disclosure
standards for issuing green bonds.
“Through their cooperation on the
Green Bond Principles, the banks are promoting transparency and integrity in the development of the green bond market,” Lubber said. “This is the type of thinking that
needs to be encouraged if we are to reach the
Clean Trillion goal.”

Business Turns the Table
in First-Ever Corporate Ratings
of Activists
Nature Conservancy, Environmental Defense, WWF named
most corporate-friendly, credible groups

T

he Nature Conservancy, Environmental Defense Fund and WWF topped
the first-ever corporate ratings of environmental advocacy groups, according to a
new report. The study was based on a survey of more than 200 companies.
The GreenBiz NGO Report, released
today at the annual GreenBiz Forum outside Phoenix, asked companies – about
three-quarters with revenue over $1 billion
– to assess 30 of the largest environmental
NGOs on their credibility and influence.
It grouped the 30 companies into four
distinct types, from “Trusted Partners” to
“The Uninvited.”
“For years, we’ve seen corporations rated, ranked and reviewed by a wide range of
NGOs. This is often part of a name-andshame campaign compelling big brands to
make big changes,” said John Davies, Vice
President and Senior Analyst at GreenBiz
Group, which produces the GreenBiz Forum. “We decided to turn the tables and
have sustainability executives rate leading
NGOs.”
Each of the 30 NGOs are rated on the
basis of their credibility and influence and
placed in one of four groups:
Trusted Partners – Corporate-

friendly, highly credible, long-term partners with easy-to-find public success stories
Useful Resources – Highly credible
organizations known for creating helpful frameworks and services for corporate
partners
Brand Challenged – Credible, but
not influential, organizations
The Uninvited – Lesser known
groups, or those viewed more as critics than
partners
The study looked at the top priority areas for corporations to engage with NGOs:
climate change, community engagement
and energy (both renewables and efficiency). It also asked business panelists to
identify the types of working relationships
they preferred when engaging with NGOs.
They said that they prefer long-term partnerships over shorter ones, and look to
NGOs to get their perspectives on relevant
issues. Not quite half said they work with
NGOs only on specific, short-term projects.
The report is being released on stage at
the GreenBiz Forum, an annual conference
attended by more than 500 corporate sustainability professionals representing some
of the world’s largest companies. The event
is tied to the publication of GreenBiz’s anorporateGovernanCe
overnanCeasia
sia 70 January
anuary-MarCh
arCh 2014
Corporate

For more information, visit www.ceres.
org/cleantrillion and http://www.ceres.org/
investor-network/investor-summit.

Corporate Citizenship and
Sustainable Businesses

About Ceres
Ceres is a nonprofit organization mobilizing business and investor leadership on climate change, water scarcity and other sustainability challenges. Ceres directs the Investor Network on Climate
Risk (INCR), a network of over 100 institutional investors with
collective assets totaling more than $11 trillion. Ceres also directs
Business for Innovative Climate & Energy Policy (BICEP), an
advocacy coalition of nearly 30 businesses committed to working
with policy makers to pass meaningful energy and climate legislation. For more information, visit http://www.ceres.org or follow
on Twitter @CeresNews. n

The most effective corporate citizenship and sustainability
strategies are led from the top, incorporate a wide range of stakeholder views
and are aligned with the company’s business priorities

C
nual “State of Green Business” report,
which assesses the key trends and indicators of progress by companies in addressing
their key environmental impacts.
The free report can be downloaded on
the GreenBiz website here.
In addition to the three organizations
that topped the ratings in the GreenBiz
NGO Report, other leaders included BSR,
Ceres, Conservation International, Greenpeace, NRDC, NWF, Oxfam, Rainforest
Alliance, Rocky Mountain Institute, Sierra
Club and the World Resources Institute.
The lowest-rated NGOs, the Uninvited, included groups that focus primarily
on name-and-shame actions rather than on
developing working partnerships with companies, including the Dogwood Alliance,
Earth First, Earthjustice, Forest Ethics and
the Rainforest Action Network.
The NGO panel at the GreenBiz Forum will be part of a larger, virtual event.
For more information or free registration,
visit GreenBiz.com. n

orporate citizenship – a commitment
to ethical behavior in business strategy, operations and culture – has been on
the periphery of corporate governance
and board leadership, linked mainly to
corporate reputation. However, in today’s
globalized and interconnected world, investors, creditors and other stakeholders
have come to recognize that environmental, social, and governance responsibilities
of a company are integral to its perfor-

mance and long-term sustainability.
Today, these concerns help determine
profits. For companies to operate successfully and sustain growth, boards must incorporate these new dimensions into their
core decisionmaking processes.
The global financial crisis has heightened the need for corporate boards of
directors to provide well-informed strategic direction and engaged oversight that
stretches beyond short-term financial per-

[Editor’s note: On February 19, at 12:30 pm Eastern, the
GreenBiz Forum will feature a panel of NGO leaders, led
by John Davies. It will include senior executives from EDF,
Greenpeace and Green America.]
About Greenbiz Group
GreenBiz Group’s mission is to define and accelerate the business of sustainability. It does this through a wide range of
products and services, including its acclaimed website GreenBiz.com and daily e-newsletter GreenBuzz; webcasts on
topics of importance to sustainability and energy executives;
research reports, such as the annual State of Green Business; the GreenBiz Executive Network, a membership-based,
peer-to-peer learning forum for sustainability executives from
Fortune 1000 companies; and conferences such as the Green-

formance.
Doing so prepares companies to more
comprehensively address risks, by anticipating potentially adverse impacts on people and the environment and managing
tangible and reputational risks. It can also
generate wealth by creating shareholder
value through an increase in business opportunities and broader access to markets.
A new vision of business is emerging – one where a set of core values, encompassing human rights, environmental
protection and anti-corruption measures,
guide the board’s oversight, relationship
with management,and accountability to
shareowners.
Boards, collectively and directors individually, are central in accomplishing
these objectives, for, as Sir Adrian Cadbury said, “corporate governance is concerned with holding the balance between
economic and social goals and between
individual and communal goals.”
The impetus for this new understanding of board responsibilities can be found
in a growing number of global and industryspecific initiatives. Chief among these
are the OECD Principles of Corporate
Governance and the United Nations
Global Compact.
These benchmarks inform the work of
the Global Corporate Governance Forum
in its efforts to promote good corporate
governance practices in emerging markets
and low income countries.
Board responsibilities
Today’s corporate citizenship – defi ned
by a clear call to environmental, social
and governance responsibility – links directly to three fundamental functions of
boards and their directors’ duties to the

Biz Forum and VERGE. For more information, click here.
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communication with stakeholders about
material concerns, as well as regular disclosure about company performance, ideally linked to periodic fi nancial reporting.
responding to stakeholder concerns can
have other direct business benefi ts:

companies and shareowners they serve:
• Protecting stakeholder rights and interests
• Managing risk
• Creating long-term business value
The following sections explain how
these aspects link through the OECD
Principles and UN Global Compact. The
examples of strategies illustrate the business benefi ts of proactive leadership.
Protecting stakeholder rights and
interest
The OECD Principles call on businesses
to recognize and safeguard stakeholders’
rights, including legitimate interests and
information needs. These Principles call
on boards to be truly accountable to shareowners and to take ultimate responsibility
for their fi rm’s adherence to a high standard of corporate behavior and ethics.
Effective corporate governance requires due diligence in rallying the support and commitment of the broad network of business stakeholders, including
shareowners, employees, customers and
communities. If stakeholders are adversely affected by a company’s actions, shareowner value will suffer. With the growth
in pension and insurance funds and other
institutional investors, shareowners are
increasingly also company stakeholders,
such as employees or customers. Therefore, these groups’ needs are increasingly
interconnected.
The UN Global Compact’s ten principles similarly call on boards to address
critical dimensions of concern to stakeholders. Boards that recognize the value
of a holistic approach to stakeholder
engagement, particularly in the environmental, social and governance realms, fi
nd that shareowners are similarly committed to such issues. This includes ongoing
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• Widespread consensus is that the longterm costs of corruption are high for
both society and business. Anti-corruption measures can strengthen relationships with stakeholders by building a
culture of trust and collaboration.
• When companies enact anticorruption initiatives that include empowering employees,
this in turn can cultivate good
refl exes on the part of individuals to address workplace
dilemmas.
• Employees who work where
their rights and needs are respected tend to be more productive, delivering higher quality work than those who are
routinely mistreated.
High standards of integrity,
transparency and disclosure
can be infl uential in restoring
public and investor trust in the
private sector. They are also a
starting point for ongoing, constructive dialogue with stakeholders, such as communities,
who are affected by and can,
in turn, help determine a business’s performance.
Managing risk
New understandings of business risk show that boards have
a legal and fiduciary responsibility to manage environmental, social and governance risks.
Directors need to be informed
and prepared to manage these
longterm concerns alongside
typical corporate directives. By
addressing and managing these
risks effectively, boards can position their businesses to perform well financially and secure
a long-term license to operate.
By failing to do so, boards can
undermine their company’s
reputation.
More and more companies
are extending their internal controls to encompass a range of
ethics and integrity issues. Many
investment managers examine
the rigor and quality of these
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controls as evidence that companies are
undertaking good business practices and
are well managed:
• Proactively identifying possible human
rights concerns allows a business to
more effectively address potential risks.
• Initiatives such as the IFC-led Equator
Principles – a financial industry benchmark used by more than 60 financial

ship and sustainability strategies are led
institutions worldwide to determine,
from the top, incorporate a wide range
assess and manage social and environof stakeholder views and are aligned with
mental risk in project financing – and
the company’s business priorities. This enthe Dow Jones and FTSE4 Good Sussures a more efficient and strategic allocatainability Indexes have made it increastion of resources to these initiatives, which
ingly apparent that socially responsible
may generate new business opportunities:
practices can improve access to finan• Improved labor practices in supplier
cial markets and reduce capital costs.
operations can translate into improved
• The competitive advantage of risk
productivity and reduced reputational
management gained through anticorruption includes ensuring
alignment with customer exWhy is corporate
pectations, safeguarding repugovernance important?
tation, and meeting demands
of ethical investment funds,
Corporate governance refersto the way that
pensions, and other investors.
Boards oversee the running of a company by its
and meeting demands of ethimanagers, and how Board members are held accal investment funds, pensions,
countable to shareowners and the company. This
and other investors.
has implications for company behavior not only
to shareowners but also to employees, customers,
Creating business value
those financing the company, and other stakeCore to the role of any board is
holders, including the communities in which the
guiding corporate strategy and
business operates. Research shows that responcreating wealth for shareholders.
sible management of environmental, social and
Many new business opportunities
governance issues creates a business ethos and enare emerging to address corporate
vironment that builds both a company’s integrity
citizenship priorities. Forwardwithin society and the trust of its shareowners.
thinking businesses are best placed
to benefit. Immediate benefits citrisks. Better working conditions improve
ed by leading companies include improved
the efficiency of the supply chain.
reputation, higher employee retention
• Human rights strategies, such as prerates, greater productivity, and cost benefits
venting discrimination in the workplace
through operational improvements and inand promoting gender and ethnic equalnovation in products and services.
ity in business processes, have been shown
The most effective corporate citizento secure diversity and increase
innovation in products and serThe OECD Principles of
vices. A diverse workforce and
Corporate Governance
wider customer base guide development within new markets
First published in 1999, the OECD Principles assist
and previously untapped cusgovernments in improving the legal, institutional
tomer demographics.
and regulatory framework that underpins corporate
• Environmental programs
governance and ultimately helps preserve fi nancial
can provide financial benefits,
and economic stability. The Principles provide pracsuch as reducing operating
tical guidance for corporate governance best praccosts, leading to new markets
tices, including protection of shareowner rights and
and technologies, improving
board responsibilities, to stock exchanges, investors,
employee morale and increasing
corporations, and others. Updated in 2004, followemployee health.
ing a spate of corporate scandals, the Principles
• Good management of
now contain even stronger recognition of the imenvironmental, social and govportance of stakeholders in corporate governance
ernance performance has been
as well as emphasizing the need for timely, accurate,
shown to strengthen reputation
and transparent disclosure mechanisms and comand brand value, important
munication.
business assets. n
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Shareholders Seeking Stronger
Responses from Companies as Climate
Change Concerns Deepen
Record high climate-related resolutions seek improvements on issues like greenhouse gas reductions,
flaring cutbacks and increased sustainable palm oil
sourcing

M

otivated by mounting scientific evidence that human activity is a leading cause of climate change, major institutional investors are pushing for stronger
actions from companies in climate-related
shareholder resolutions in the 2014 proxy
season.
Led by Walden Asset Management, the
New York State Comptroller’s Office, the
California State Teachers’ Retirement System, Calvert Investments, the Connecticut
Treasurer’s Office, Trillium Asset Management, Mercy Investments and Green Century Capital Management, 35 institutional
investors have filed 142 resolutions in a
coordinated effort to spur action by 118
companies – including Chevron, ConocoPhillips, Kinder Morgan, Lowes and several electric utilities – on a wide range of
climate-related issues such as greenhouse
gas (GHG) emissions, energy efficiency and
sustainable palm oil.
“The combined package of 2014 resolutions demonstrates a common urgency
that investors and companies alike need
to ‘raise the bar’ and expand our actions
to address climate change,” said Timothy
Smith, Senior Vice President and Director
of Environmental Social and Governance
Shareholder Engagement at Boston-based
Walden Asset Management. “The range
of resolutions shows how investors are
broadening their outreach to more companies and deepening their message to
other companies on difficult climate issues
such as lobbying on climate by fossil fuel
companies.”
This year’s record number of climaterelated resolutions demonstrates that investors are paying more attention than ever
to risks and opportunities that climate

Holdings agreed to increase public disclosure to investors of how they are managing
climate risk following engagements with
Walden Asset Management. Meanwhile,
a shareholder resolution filed by Mercy
Investments at BorgWarner prompted an
enterprise-wide commitment to assess not
only GHG emissions, but also other waste
streams from manufacturing, such as wachange and environmental issues pose to
ter waste. After dialogue with Calvert and
companies in their portfolios. The investors
Mercy Investments, PACCAR – one of the
– many of which are members of the Invesworld’s largest manufacturers of medium
tor Network on Climate Risk, coordinated
and heavy-duty trucks – agreed to improve
by the sustainability advocacy group Ceres,
its reporting on climate change and the
and members of the Interfaith Center on
steps the company is taking to minimize its
Corporate Responsibility (ICCR) – request
impacts.
specific actions from companies such as
The impact of these resolutions is aladopting and achieving company-wide
ready becoming clear on other issues as
goals for reducing GHG emissions from
well. Last month, in response to
operations.
a shareholder proposal filed by
“Investors are not standing
===
===
Green Century Capital Managestill as the climate crisis worsens.
ment, Kellogg Co. announced an
These wide-ranging resolutions
“The range of
industry-leading commitment to
reflect a deepening concern that
resolutions
purchase only deforestation-free
stronger actions from companies
shows how
palm oil. Palm oil, which is a $50
are needed,” said Mindy Lubber,
investors are
billion-a-year commodity used in
president of Ceres and director
broadening
about half of all packaged goods,
of the Investor Network on Clitheir outreach
is a key driver of deforestation
mate Risk, which helped coordito more
that accounts for more than 15
nate the filing of the resolutions.
companies and
percent of worldwide carbon
Investors filed 23 resolutions
deepening their
emissions. At least 30,000 square
asking companies, including
message to
Exxon Mobil and Dish Network, other companies miles of tropical forest – an area
bigger than Massachusetts, Verto set GHG reduction targets
on difficult
mont and New Hampshire comand increase transparency on
climate issues
bined – has been cleared to achow they are managing climate
commodate palm oil plantations
risks. They also filed resolutions
===
===
in the past two decades. Green
with companies including Kraft
Century also coordinated 40
Foods and PepsiCo requesting
investors representing $270 billion AUM
assessments of the company’s supply chain
to successfully lobby the world’s largest
impact on deforestation and plans to mitipalm oil trader, Wilmar, to adopt a zero
gate these risks.
deforestation policy- a move estimated to
Recent analysis shows that many U.S.
save the 1.5 gigatons of CO2 by 2020, the
businesses, including numerous Standard
equivalent of annual CO2 emissions from
& Poor’s 500 index firms, have reported
all of Central and South America. Invesa higher rate of return on investments in
tors have filed with a number of other
carbon-reduction technologies than on
companies calling for sustainable sourcing
overall corporate capital investments. In
of palm oil, including Panera Bread and
response to resolutions by Trillium AsSafeway. As one of the world’s largest food
set Management, Church & Dwight has
processing companies, Kellogg’s commitagreed to set GHG emissions reduction
ment is a critical development.
goals and increase disclosure of the compa“Kellogg’s commitment to only purnies’ approaches to managing climate risk.
chase palm oil from responsible sources
Advance Auto Parts, Denbury Resources,
positions it as company working to curb
Cabot Oil and Gas, and Lincoln Electric

“

”
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climate change instead of one accelerating it,” said Leslie Samuelrich, President of
Green Century Capital Management. “We
hope that Kellogg’s commitment encourages other companies to listen to shareholder
concerns and develop sustainable palm oil
supply chains that protect rainforests, which
act as the ‘lungs’ of our earth to reduce carbon pollution.”
Kellogg’s commitment is just the latest
example of shareholder impact. In 2013,
Ceres worked with INCR member Mercy
Investments to file a resolution with Continental Resources, the largest company operating in North Dakota’s Bakken region,
to save energy and curb carbon pollution
by reducing flaring. Three months later, the
company set an aggressive goal to reduce
flaring, setting an important precedent for
shale energy production across the U.S.
On January 29, 2014, the entire industry
in North Dakota pledged to significantly
reduce flaring while advocating for stricter
regulations moving forward.
Topics covered by the 2014 resolutions
include:
• comprehensive sustainability reporting
• greenhouse gas reduction goals
• methane emissions
• carbon asset risk
• energy efficiency
• deforestation and sustainable agriculture
• spending on political lobbying related to
climate and energy
• greenhouse gas emissions financed by
banks
• plans to source renewable energy
• and adding a board member with environmental expertise n
For more information and to view these shareholder resolutions,
visit http://www.ceres.org/investor-network/resolutions.
About Ceres
Ceres is a nonprofit organization mobilizing business and investor leadership on climate change, water scarcity and other
sustainability challenges. Ceres directs the Investor Network on
Climate Risk (INCR), a network of over 100 institutional
investors with collective assets totaling more than $11 tril-

BlackRock Global Survey of
Institutional Investors
Institutions Are Poised to Increase Real Estate and Real Asset Allocations
Institutions Will Move out of Cash, Growing Role for Hedge Funds
and Private Equity

M

ajor institutional investors around
the world are poised to increase their
allocations to alternative investments, with
a bias towards real estate and real assets,
during 2014, according to a global survey
of institutions conducted by BlackRock
(NYSE:BLK).
Approximately half of institutions surveyed– 49 percent – expect to increase their
real estate allocation and over 40 percent indicated they will increase their investment in real
assets this year. At the same time, about onethird of the institutional investors surveyed
intend to reduce their cash holdings in 2014.
“Institutional investors are seeking to
build portfolios better suited for an investment landscape characterized by low yields,
sluggish growth, volatile markets, and rising
correlation between stocks and bonds,” said
Robert Goldstein, Senior Managing Director and head of BlackRock’s Institutional
Client Business and BlackRock Solutions.
“Divergent economic and geopolitical
conditions globally offer institutions a menu
of real estate and real asset opportunities
that meet a variety of investment objectives,” said Goldstein.
“In real estate, while core, income producing investments in developed markets
are still in favor because of their liquidity
and safe cash flows, we anticipate that institutions looking for income-producing alternatives will turn their attention to more
opportunistic real estate investments outside
their home markets,” said Goldstein.
“We’re also seeing a growing interest in
infrastructure debt. These types of investments can potentially offer institutions high
fixed yields, with stable cash flows and long
duration.”

lion. Ceres also directs Business for Innovative Climate &
Energy Policy (BICEP), an advocacy coalition of nearly 30
businesses committed to working with policy makers to pass
meaningful energy and climate legislation. For more information, visit www.ceres.org or follow on Twitter @CeresNews.

by equities and bonds might be less powerful
than in the past,” Goldstein said. “Indeed,
the price correlation between US equities
and bonds, which had been negative from
2009 through mid-2013, has been positive
ever since then – suggesting that institutions definitely will be looking to other asset
classes for more effective ‘portfolio buffers’
in coming months.”
A Growing Interest in Hedge
Funds and Private Equity
“Within the alternatives category, we believe hedge funds and private equity also
will command a growing role in institutional
portfolios in 2014, with investors casting
a wide net for appropriate diversification
tools,” said Goldstein.
Nearly 30 percent of institutions surveyed intend to increase their hedge fund
allocations this year.
In the Americas, over 40 percent of institutions are likely to increase their hedge
fund allocation; none is planning a decrease.
The trend is less true for EMEA, where 35
percent of institutions intend to allocate less
to hedge funds and just 20 percent will allocate more.
Approximately one-third of institutions
surveyed anticipate allocating more to private equity. Private equity is less popular
with EMEA institutions and smaller investors (those with less than $20 billion in
AUM), with these investors indicating they
will either maintain or reduce current private equity allocations. n
About the Survey
BlackRock surveyed approximately 100 institutional investors
representing the firm’s Americas, Europe/Middle East/Africa
(EMEA), and Asia-Pacific (APAC) markets, including corpo-

Seeking Out Better “Portfolio Buffers”
“The results of the survey likely reflect a recognition that, going forward, the portfolio
diversification benefit traditionally offered
CorporateGovernanCeasia 77 January-MarCh 2014

rate and private pension funds, insurers, investment managers,
and government entities. In total, the investors surveyed represent more than $6 trillion in assets under management (AUM),
with an average AUM of $70 billion.
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Launch of new
global campaign to stop secret
government contracting
“Secret deals sideline the very people they should benefit.
It’s time to open contracting, so citizens enjoy the dividends.”

I

information is essential to allow us to hold
n February saw the launch of a new
governments to account, and ensure that
global campaign, Stop Secret Conpublic money is used for public good.”
tracts, calling on world leaders to end
Gavin Hayman, Executive Director
secrecy in public contracting. The camof Global Witness, said:
paign is coordinated by the Open Knowl“One set of secret deals signed by
edge Foundation, and currently has over
the DRC government with obscure com30 organisational signatories including
panies may have cost that state twice its
Global Witness, Integrity Action, the Inannual education and health budget. Seternational Budget Partnership, the Suncrecy in how contracts are handed out
light Foundation and Transparency Interand what they say robs citizens of the
national.
ability to know who got the
The need for openness and
contract, how they won and
transparency in contracting is an
===
===
whether it was a good deal
issue which has gathered increasfor their country”
ing momentum in recent years.
Openness
Rueben Lifuka, board
The global value of government
in public
member of Transparency Incontracts is estimated at $9.5 trilprocurement
ternational, said:
lion[1], but even in countries with
from
“Secret contracts are
strong government transparency
conception
never about public interest
laws the contracting process is
through
and only serve as conduits
often opaque and unaccountable.
contracting
to satisfy the selfish interests
In both Africa and the EU, estito evaluation
of a few. Giving relevant inmates suggest that around $150
is essential to
formation about public conbillion is lost annually to corrupfight against
tracts to government entities,
tion and mismanagement. [2]
corruption and
parliaments and civil society
The campaign will focus on
ensure that
contributes to a more stable
securing commitments and action
there is equality
investment environment, and
from government leaders around
of opportunity
allows good governance and
the world to increasing openness
for business
the rule of law to prevail.”
and transparency in their conand oversight
Helen Darbishire, Executracts. The campaign has supby civil society
tive Director of Access Info
port from organisations across
Europe:
the world, from the Hungary to
===
===
“Openness in public
Nepal to South Sudan, and will
procurement from concepbe targeting governments at both
tion through contracting to evaluation is
national and international levels to secure
essential to fight against corruption and
reforms.
ensure that there is equality of opportuRufus Pollock, Founder of the Open
nity for business and oversight by civil
Knowledge Foundation said:
society.”
“Every year, millions of dollars of
Claire Schouten, Programme Direcpublic money are lost to fraud, corruptor of the Network for Integrity in Recontion, and payments to contractors that
struction at Integrity Action said:
don’t deliver. Openness of key contracting

“
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“Secret deals sideline the very people
they should benefit. It’s time to open contracting, so citizens enjoy the dividends.”
Seember Nyager, CEO of the Public
and Private Development Centre in Nigeria:
“Clearly open contracting has come
of age. For countries such as Nigeria,
disclosure all through the contracting
process is the only way to break through
the current barriers of mistrust that exist
between the public and the Government.”
Individuals who support the aims of
the campaign are invited to sign the petition at StopSecretContracts.org. Organisations who would like to give their
support can get in touch with the Open
Knowledge Foundation on contact@
stopsecretcontracts.org. n
Notes :
More about the Stop Secret Contracts campaign can be
found at: StopSecretContracts.org.
The Open Knowledge Foundation, founded in 2004
is a worldwide network of people who are passionate about
openness, using advocacy, technology and training to unlock
information and turn it into insight and change. Our aim
is to give everyone the power to use information and insight
for good. Visit okfn.org to learn more about the Foundation and its major projects including SchoolOfData.org and
OpenSpending.org.
So far organisational supporters of the campaign
include: Global Witness, Integrity Action, International
Budget Partnership, Open Contracting Partnership, Publish What You Fund, Sunlight Foundation, Transparency
International, World Wide Web Foundation, African Media Initiative, African Network of Centres for Investigative Reporting, Code for Africa, Commission Diocesaine
Justice et Paix (DRC), Fondation Chirezi (DRC), Institute for Research and Democratic Development (Liberia),
National Taxpayers Association (Kenya), Public Private
Development Centre (Nigeria), Network Movement for
Justice and Development (Sierra Leone), Social Justice
in the Cote d’Ivoire, Society for Civic Development (South
Sudan), Campaign for Human Rights and Social Transformation (Nepal), Luta Hamutuk (Timor Leste), Access
Info Europe, K-Monitor (Hungary), Fair Play Alliance
(Slovakia), Campaign for Freedom of Information (UK),
Involve (UK), We Own It (UK), Insan Leilek (Kyrgyzstan), Integrity Watch Afghanistan, and Teacher Creativity
Centre (Palestine).
Organisations who would like to support the campaign should contact: contact@stopsecretcontracts.org.
The Stop Secret Contracts campaign draws on the
work of the Open Contracting Partnership, in particular the
Open Contracting Global Principles.

CFA Institute Calls for
Tighter Regulations on Share
Mandates to Improve Protection of
Minority Shareowners

A

new report by CFA Institute, the
global association of investment professionals, finds that regulations in Asia are
relatively permissive in allowing listed companies to conduct non-preemptive share
placements that lead to dilution of minority shareowners’ interests.
The report Non-Preemptive Share
Issues in Asia sheds light on the relevant
regulation as well as market practices
whereby existing shareowners are asked
to give up their rights to subscribe to
new shares issued by the company. These
rights are known as pre-emptive rights.
Companies typically seek approval or a
mandate from shareowners at annual general meetings (AGM) to waive these preemptive rights as a quick and alternate
option to raise capital. When granted,
such mandates allow companies to issue
shares to handpicked investors, and such
new shares – known as non-preemptive
shares – are usually issued at a discount
to market price. Investors, particularly minority shareowners, typically grant these
mandates without fully understanding the
consequences of their action.
“We urge minority shareowners to
carefully note when companies seek approval to waive shareowners’ preemptive
rights at AGMs. This is not a trivial issue;
multiple non-preemptive share issues lead
to a greater dilution of their share ownership and rights. Before approving such
mandates, shareowners should review the
issues behind the proposed placings including the strength of the business case,
the level of dilution of the monetary value
of their shares and their control in the
company, the level of transparency in the
process and alternate options for companies to raise funds,” says Padma Venkat,
CFA, director of Capital Markets Policy in
Asia Pacific, CFA Institute and author of
the report.

eowners to waive pre-emptive rights.
• Regulators consider tightening rules
to better protect minority shareowners’
rights by:
• Having a maximum limit on the number of non-preemptive shares that can
be issued over a three-year period, as a
proportion of the total existing share
capital.
• Requiring more than a simple majorKey findings of the report:
ity approval for such share mandates.
• Compared to those in the UK[1], reguA three-fourths majority requirement
lations in Asia are more permissive to
would provide more equitable proteccompanies and market practices allow
tion of minority shareowners in most
a far larger dilution of minority sharAsian markets.
eowners rights.
• Minority shareowners participate in
• In Hong Kong, Malaysia, Singapore
AGMs with greater awareness, exercise
and Thailand, there is no cumulative
their rights to ask questions and vote on
cap on non-preemptive share issuance
resolutions, as well as pay closer attention
over any period. In the UK, non-preto proxy materials.
emptive share issuances are capped at
“This latest report by CFA
no more than 7.5 percent of a
Institute
is part of our on-going
company’s share capital over
===
===
efforts to promote market intega rolling three-year period.
rity and help bring about greater
• In Hong Kong, Malaysia
This latest
trust in the industry. This means
and Singapore, companies
report by CFA
raising the bar on corporate govneed only a simple majority
Institute is
ernance in Asia and better defin(over 50 percent) for general
part of our oning the roles and responsibilities
mandate approval. In Thaigoing efforts to
land and the UK, a three- promote market of various stakeholders, including
the board, management and regfourths majority is required.
integrity and
This begs the question of
help bring about ulators to protect investor rights
and interests. It also means helpwhether minority shareowngreater trust in
ing investors to better understand
ers’ voices are really heard
the industry
their rights and to recognise that
in markets like Hong Kong,
they too, have a role to play and
Malaysia and Singapore.
===
===
they too, can make a difference,”
• Investors in Asia are often
says Dr Tony Tan, CFA, Head of
given only generic information
Standards and Financial Market Integrity
on how the share issuance proceeds are
in Asia Pacific, CFA Institute. n
used, who the placees are, and how they
are selected.
• In Hong Kong for instance, companies
CFA Institute
are required to disclose the names of
CFA Institute is the global association of inthe placees only if there are fewer than
vestment professionals that sets the standard for
six placees. But 71 percent of placeprofessional excellence and credentials. The orments in our sample data for 2012 had
ganization is a champion for ethical behavior
more than six placees, suggesting that
in investment markets and a respected source of
in these cases shareowners received
knowledge in the global financial community. The
only a generic description of the idenend goal: to create an environment where investors’
tity of those placees.
interests come first, markets function at their best,
To enhance investor protection, the
and economies grow. CFA Institute has more than
report recommends that:
119,000 members in 147 countries and territo• Companies be more transparent and to
ries, including 112,000 CFA charterholders, and
provide a higher level of detail in disclo140 member societies. For more information, visit
sures when they seek mandates for sharwww.cfainstitute.org.
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PwC Survey Finds Economic
Crime Rising Globally, All Business
Sectors, Regions Suffer from Impact
Nearly 40% of respondents say they are victims of fraud,
25% report cybercrimes

E

conomic crime against businesses
and other organisations continues to
rise around the world. Some 37% of respondents, a 3% rise since 2011, say they
have been victims of economic crime, according to PwC’s 2014 Global Economic
Crime Survey. And, about 25% say they
have been victims of cybercrime, as fraudsters increasingly turn to technology as
their main crime tool.
PwC’s global survey, the most extensive on the subject, found that theft remains the most common form of economic crime, reported by 69% of respondents.
It is followed by procurement fraud, 29%,
bribery and corruption, 27%, cybercrime,
24%, and accounting fraud, 22%. Other
reported crimes include human resources
fraud, money laundering, intellectual
property or data theft, mortgage fraud and
tax fraud.
The exact direct loss associated with
economic crime is difficult to assess.
Among crime victims, a total of 20% place
the financial impact of economic crime on
their organisation at more than US$1 million; and 2% of victims – representing 30
organisations -- put the impact at more
than US$100 million each.
For the first time this year, the survey
measures procurement fraud, reported by
nearly 30% of respondents. Procurement
fraud is seen as a double threat, victimising businesses both in their acquisition of
goods and services and in their efforts to
compete for new opportunities.
Respondents also report significant
collateral damage in such areas as employee morale, cited by 31%, and in corporate
reputation and business relationships, both
reported by 17%. Despite the financial
and collateral effects of crime, just 3% of
respondents said incidents of fraud have

impacted their company’s share price.
“Like a stubborn virus, economic
crime persists despite ongoing efforts to
combat it. No organisation of any size
anywhere in the world is immune to the
impact of fraud and other crimes,” said
Steven Skalak, PwC Forensic Services
partner and lead editor of the survey.
“Those committing economic crime succeed by adapting to shifting global conditions like reliance on technology and the
expansion of emerging economies.”
“Even worse than the direct financial
impact of economic crime is its threat to
a wide range of business systems that are
the lifeblood of corporate operations. Economic crime damages internal processes,
erodes the integrity of employees and tarnishes reputation,” he added.
Where Does Economic Crime Occur?
Economic crime is a pervasive, global
threat. Regionally, economic crime is most
prevalent in Africa, where 50% of respondents say they have been victims, though
down from 59% in 2011. It is followed by
North America, 41%, Eastern Europe,
39%, Latin America and Western Europe,
each 35%, Asia Pacific, 32%, and the Middle East, 21%.
Respondents from 65 countries and
territories reported that they have experienced economic crime. South African
respondents report the highest level, 69%,
up from 60% in 2011. Crime is also growing rapidly in the Ukraine, 63% up from
36% three years ago, Russia, 60% vs. 37%
in 2011, and Australia, 57% vs. 47% in
2011.
The survey identified eight emerging
economies – Brazil, Russia, India, China,
South Africa, Turkey, Mexico and Indonesia – where 40% of total respondents said
CorporateGovernanCeasia 80 January-MarCh 2014
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they have experienced economic crime,
reflecting in part a shift in wealth to those
countries.
Which Industries are Most Affected?
By industry, economic crime is most common in the financial services, retail and
consumer and communications sectors.
Nearly 50% of respondents in each said
they have been crime victims. Financial
services organisations are victims of high
levels of cybercrime and money laundering, while retail and consumer and communications companies have suffered from
most from theft. Hospitality and leisure,
and government both 41%, also report
high crime levels.
Who commits fraud?
Typically economic crime is committed
when three conditions are present: life
pressure, opportunity and personal rationalisation for the crime. According to the
survey, 56% of economic crime is committed by someone inside the company, while
40% is external. There are wide variances
by industry, however. In financial services,
for example, nearly 60% of crime comes
from outside the company, while 36% is
internal.
Globally, a fifth of economic crime
is committed by those in senior management, 42% by middle managers and 34%
by junior staff.
The profile of the typical fraudster is
middle-aged males with a college degree
or higher level of education who have
been with their organization for a substantial period. Globally, almost half of all
frauds are committed by employees with
six or more years of experience and almost
a third are committed by employees with
three to five years of experience.
How is Fraud Found?
The survey found that 55% of economic
crime is discovered through corporate controls such as reporting of suspicious transactions, internal audit, or fraud risk management. Whistle-blowing systems or tips
offs uncover about a quarter of reported
crimes, and about one-fifth is uncovered
by other means such as law enforcement,
the media, or by accident. n
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Corporate Profile

Achieving Long-term Success
through Strategic Expansion Plans and
Sustainable Business Practices

M

the Company to record impressive financial performances

proactively address issues concerning the environment,

year after year. A number of prestigious awards were

community and youth development by organizing a wide

presented to the Company for its commendable

range of activities and encouraging staff volunteerism. In

achievements. The Company was included on Forbes

2013, the Group proudly became a constituent member

Asia’s “Fabulous 50” list for the first time in 2013 – ranked

of the Hang Seng Corporate Sustainability Benchmark

among the best large-scale companies in the region.

Index, in recognition for its high environmental, social and

Altira Macau, a luxury hotel-casino catering for Asian high

corporate governance standards.

elco International Development

Macau, including Studio City, a cinematically-themed

rollers, earned the highest rating in both Lodging and Spa

Limited (SEHK: 0200) is a dynamic Asian

integrated resort expected to open in mid-2015, and

categories from Forbes Travel Guide in 2014, marking the

Melco has garnered many other accolades for its CSR

company focused on gaming, leisure

the fifth tower at City of Dreams, which has commenced

fifth consecutive year so honored; while Crown Towers at

efforts, including Corporate and Employee Contribution

and entertainment. Its promising performance and

construction and is expected to open in early 2017. The

City of Dreams was the only hotel in Macau with complete

Program Platinum Award from The Community Chest since

leadership in the industry are well recognized around

enhanced City of Dreams will generate even greater

Five-Star achievement throughout all of its venues. Also,

2009, and Hong Kong Corporate Citizenship Label by the

the world. Under the leadership of Mr. Lawrence Ho,

synergies with the VIP-focused Altira Macau and the

the “VIP Room of the Year” title was bestowed on City

Hong Kong Productivity Council. While for Melco Crown

its Chairman and CEO, the Group continues to expand

upcoming Studio City. Beyond Macau, the development

of Dreams’ Crystal Lounge at the International Gaming

Entertainment, it is the first and the only Macau casino-

across Asia and Eurasia, including plans to tap the

of City of Dreams Manila is also progressing well and set

Awards 2014.

hotel operator to achieve the ISO 14001 Environmental

potentially lucrative Russian gaming market. Its key

to open later this year.

associate, Melco Crown Entertainment Limited (SEHK:

Management Certification for its effective Environmental
Besides achieving robust growth and service excellence,

Management System in both 2012 and 2013. City of

6883; NASDAQ: MPEL), has also been strengthening

Melco Crown Entertainment’s successful strategic

the Group remains committed to being a responsible

Dreams also garnered the “Energy Saving Concept Award”,

its presence in Asia, with new properties emerging in

development plans and management excellence has led

corporate citizen. On the Group level, Melco continued to

organized by the Office for the Development of the
Energy Sector (GDSE) and co-organized by Companhia de
Electricidade de Macau (CEM). “I am delighted that our CSR
efforts are becoming more widely acknowledged. We will
do even more to realize our long-term CSR objectives,”
Mr. Lawrence Ho said.
Looking ahead, Melco is optimistic about the overall
outlook of the gaming and entertainment market in
Asia. “We are well-positioned to expand our business to
other parts of the world to realize our vision of becoming
one of Asia’s leading gaming companies. At the same
time while we constantly strive for continuous growth,
we will also enhance our tireless effort to make Melco a
truly sustainable company responsive to the needs of the
community,” concluded Ho.
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Government and the Global CEO:
Confidence Leaps Globally
But Worries About Over-regulation
and Response to Fiscal Deficit
as High as Ever

C

onfidence amongst the business leaders who responded to the PwC Annual
Global CEO Survey is up, with 44% believing that the global economy will improve
over the next 12 months – this compares to
only 18% last year.
But government action - or the lack of
it - on key business priorities tops the list of
CEO worries. The levels of concern about
over-regulation at 72% and government responses to fiscal deficits and debt burdens at
71% are as high as they have ever been in
our Survey. Countries where CEOs are particularly worried about over-regulation include France (88%), Australia (85%), India
(82%), the UK and Switzerland (both 77%)
and Germany (76%). In the US it is fiscal
deficit that has CEOs most worried with
92% CEOs expressing concern, followed by
Argentina at 90%, Brazil at 85% and France
at 84%.
In addition, CEOs say they are worried
almost as much about a slowdown in growth
in emerging economies, 65%, as they are
about sluggish growth in developed markets,
71%. Other top concerns include increasing
tax burdens (70%) and the lack of availability of key skills (63%).
Drawing on the results of the CEO Survey of 1,344 business leaders in 68 countries
worldwide, and adding to it with valuable
insights from 45 government representatives
and state backed CEOs, PwC’s Public Sector Research Centre has published its latest
report entitled Fit for their futures: Government and the Global CEO.
Says Yee Chen Fah, Government and
Public Services Leader, PwC Singapore,
“As the world seeks to put the financial crisis in the rear view mirror, we asked
CEOs to look to the future and see how fundamental external forces of change such as
technology and demographics will reshape

as a top-three trend. And its transformative
impact ranks even higher with CEOs running organisations with state backing (86%
of state backed CEOs surveyed).
Says Yee Chen Fah, Government and
Public Services Leader, PwC Singapore,
“In our view, globally, public bodies
need to embrace digital technology as a tool
to drive innovation, transform how they engage with citizens, foster the interaction of
citizens with each other and explore how
outcomes can be better secured. Public bodtheir businesses and how they are making
ies also need to learn from private sector
their organisations fit for the future.
digitally orientated companies and explore
“In turn, with the public sector interwhether more innovative business models
views, we have looked both at what governcan be developed.
ments could do to help businesses get fit for
In Singapore, we are fortunate that the
the future and how public sector organisagovernment is leading the way. The recently
tions themselves can get ready for tomorannounced ICT for Productivrow’s challenges by becoming
ity and Growth programme is
more innovative, agile, connected
===
===
an excellent example of how the
and transparent.
authorities are paving the way for
The recently announced SinIn the postbusinesses in Singapore to take a
gapore Budget addresses many crisis world it is
step up the productivity ladder.
of the concerns raised by CEOs
clear that more
in the Survey and interviews, and needs to be done What remains to be done is that
the authorities should continue to
this is a positive sign that the Sin- globally to build
support businesses to take contingapore government is taking steps
a platform for
ued steps in this direction.”
in the right direction to address
growth and
2. Deliver growth through colthese concerns. The continued competitiveness
laboration.
push for productivity and innovathrough
To reduce deficits, globally,
tion, backed by a focus on technocollaboration
governments at all levels must ballogical investment and developacross the
ance public service reform and
ment, in particular, are laudable.”
public and
cost cutting with investments to
In response to the findings of
private sectors
create growth. The financial crithe Annual Global CEO Survey,
sis demonstrated the risk of ecogovernments and public sector
===
===
nomic imbalances and ‘going for
organisations need to respond in
growth at any cost’, and the need
three key ways:
to drive growth which is financially, socially
1. Get fit for the future through (digital)
and environmentally sustainable - good
transformation.
growth.
Affordable government is the new realSays Yee Chen Fah, Government and
ity. If government and public sector organPublic Services Leader, PwC Singapore,
isations around the world are to put the fis“In the post-crisis world it is clear that
cal deficit issue finally to bed, the challenge
more needs to be done globally to build a
is to adjust to this new reality by becoming
platform for growth and competitiveness
more productive - ‘doing more for less’ (or
through collaboration across the public
‘doing less for less’) - and get fit for the future
and private sectors. This is needed in orwhile focusing on the outcomes that society
der to address businesses’ priorities which
needs and wants.
include infrastructure, an issue for 50% of
In this respect, technology is the next
CEOs surveyed globally, particularly those
big enabler. In the private sector, technologiin emerging markets, and skills, an issue for
cal advances are seen as the most important
41%.
global trend which will transform business,
In Singapore, more is being done to
with 81% of CEOs surveyed naming this
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help both citizens and businesses, which will
result in increased public spending. Increasing revenue through higher taxation may
not be the most sustainable approach; but
the government can further develop the Singapore economy through collaboration with
the private sector by helping them expand
overseas. This has the dual effect of also
growing the reach of the Singapore brand. ”
This requires public leadership to facilitate collaboration across public, private
and not-for-profit organisations as well as
universities to create a platform for growth,
with a focus on the three key levers of skills,
infrastructure and innovation:
Brokering the right skills in the right
places. Acquiring the right skills is an essential pre-requisite to the desired outcomes
for citizens of getting a job and earning a
decent income and is a top priority for businesses too.
Developing investor-ready infrastructure projects. Infrastructure delivery will
not be achieved without being joined up at
the critical points, being intelligently phased

Ssurvey
U R V E Y

and sequenced and addressing the underlying governance, legal and financing requirements.
Creating an innovation ecosystem. Public bodies need to identify a place’s competitive advantages and mobilising stakeholders
(including business, universities, the not-forprofit sector and the public) around an inspirational vision for the future.
3. Restore trust through engagement.
While the CEOs surveyed this year
think most stakeholders trust their industry
more now, the one major exception globally
is government and regulators. About a third
(31%) of CEOs surveyed globally stated they
perceive that the level of trust government
and regulators have in their sector has deteriorated over the last five years (although for
a net balance of CEOs surveyed it has actually improved in the Middle East and Asia).
Says Yee Chen Fah, Government and
Public Services Leader, PwC Singapore,
“In our view, Singapore differs significantly from the international results. However, many Singapore-based companies are

f a o

Asia-Pacific countries adopt roadmap
to push toward goal of zero hunger
Regional Conference adopts FAO work priorities
for Asia and the Pacific to address “magnitude of
challenges” in improving food security

G

overnments from 41 countries across
Asia and the Pacific today concluded a
five-day regional conference held in Mongolia last March 14, 2014 on improving their
responses to future food security challenges
and efforts to end hunger.
At its conclusion, the Ministers and
Heads of Delegations of the 32nd FAO Regional Conference for Asia and the Pacific
(APRC), with some 164 delegates, endorsed
four FAO regional initiatives.
The conference was hosted by the Ministry of Industry and Agriculture, Government of Mongolia.
In their final communiqué, the Government Ministers and Heads of Delegations
said they were conscious of the magnitude

of the challenges to achieve a food-secure
Asia-Pacific region by raising agricultural
productivity, in particular, the productivity of smallholder farmers, and alleviating
poverty while protecting the region’s natural
resources base.
The conference acknowledged that
good progress had been made towards
achieving Millennium Development Goal
Number 1, to reduce hunger by half in the
region, which could be attained by 2015 if
countries redoubled their efforts and worked
together in close partnership.
Speaking during the Ministerial segment of the APRC, the FAO Director-General, José Graziano da Silva, had told delegates that FAO was “working much more
closely with governments, with international
and regional institutions, with civil society
and with the private sector to advance our
goal of a food secure and sustainable world.
CorporateGovernanCeasia 85 January-MarCh 2014

trying to cope with the lack of available talent exacerbated by the tightening control on
foreign labour. Businesses are being forced
to rethink the way they operate, and extensive measures have been introduced to help
them restructure to improve productivity
and to innovate. The public sector should
continue to engage and inform businesses
on how these measures can benefit them.”
Notes
The research for Fit for their futures: Government and the Global CEO involved a series of interviews with 45 government
representatives and state-backed CEOs. The findings from this
qualitative research were used to supplement the quantitative
survey comprising 1,344 interviews with CEOs in 68 countries during the last quarter of 2013. A full copy of the report
can be found at www.psrc.pwc.com
The Public Sector Research Centre (PSRC) is PwC’s
online community for insight and research into the most pressing issues and challenges facing government and public sector
organisations, today and in the future. The PSRC enables the
collaborative exchange of ideas between policymakers, opinion
formers, market experts, academics and practitioners internationally. Please visit: www.psrc.pwc.com

The renewed FAO is swinging into action.”
The delegations said they recognized
the positive effects and achievements of the
transformational changes put in place under the leadership of the Director-General
during the last biennium and noted that sustained efforts would be needed to achieve
the desired outcomes.
The delegates further expressed their
appreciation of the renewed efforts and actions being undertaken by the FAO through
its Strategic Framework in supporting the
Members.
Regional initiatives
In the final communiqué the conference
supported the implementation of FAO’s
four regional initiatives on: Zero Hunger
Challenge in Asia and the Pacific, Regional
Rice Initiative (Phase II), Blue Growth, and
Developing Local Value Chains for food Security and Nutrition in Pacific Island countries.
The delegates expressed their confidence in and continued support to the new
strategic direction of the organization and
underline the necessity for continuity to
achieve the full impact of these changes
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and appreciated the efforts made in support
to family farming in the framework of the
International Year of Family Farming 2014
and underscored that family farming constitutes an essential component of the region’s
economies and societies.
In conclusion, the conference delegates
reaffirmed their commitment to work hand
in hand with FAO towards the achievement
of the common goals and objectives and to

eradicate hunger in the Asia-Pacific region.
In his closing remarks, the Assistant
Director-General and Regional Representative, Hiroyuki Konuma, thanked the conference for its guidance. “The large number of
recommendations adopted by the regional
conference will serve as a solid foundation
for FAO and the Regional Office for Asia
and the Pacific in particular to formulate
its future priorities, programme and actions
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Economic crime survey highlights
risk of the ‘inside job’
VIncidents of economic crime detected in China,
Hong Kong and Macau still lower than regional
and global averages

A

lmost four out of every five economic
crimes were perpetrated by employees
of their own companies, according to mainland China respondents to the 2014 PwC
Global Economic Crime Survey - Mainland
China, Hong Kong and Macau supplement
(GECS, the Survey). This is the highest
proportion reported among all the BRICS
countries (Brazil, Russia, India, China, and
South Africa), which were also polled.
Covering more than 5,000 respondents
from 95 countries and territories worldwide, the survey shows that 27% of respondents in mainland China and 16% in Hong
Kong and Macau report that they suffered
economic crime during the last twenty-four
months, compared to 32% in Asia Pacific
and 37% globally.
The Survey reported that 48% of
mainland China respondents who suffered
economic crime reported that procurement fraud was one of the most commonly
encountered economic crimes, which most
frequently occurred during the vendor selection, contracting and bid process stages.
Asset misappropriation and intellectual
property infringement also featured prominently in the Survey. In mainland China,
bribery and corruption remains a persistent
risk, with 39% of respondents having experienced some form of bribery and corruption.
41% of the respondents expect this figure to
rise over the coming two years.

“In mainland China, some of the recurring themes in the Survey were bribery and
corruption and procurement fraud. This is
consistent with mainland and global authorities’ concerted and ongoing anti-corruption
drive and we have already seen the Chinese
government’s increasing efforts to address
this,” said John Donker, PwC China and
Hong Kong Lead Partner, Forensic Services.
“However, the prevalence of internal
economic crime themes, including procurement and employee-driven fraud, suggests
that many organisations in mainland China
need to continue to focus effort on implementing and enforcing internal controls.
They need to address a lack of organisational transparency and ensure that they monitor suppliers and employee relationships,” he
added.
Cybercrime and money
laundering risk
Hong Kong’s advanced business sector and
significant financial services industry continue to make it a tempting target for cybercrime. In Hong Kong and Macau, 37% of
respondents had suffered cybercrime. In addition, 99% of respondents said that the risk
of cybercrime has remained at a steady level
or has increased.
“Ultimately, cybercrime is not strictly a
technology problem but a strategy problem,
a people problem and a process problem.
Organisations are not being attacked by
computers but by people attempting to exploit human frailty as much as technical vulnerability,” said Mr Ramesh Moosa, PwC
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for policy advice and technical assistance to
member States.”
The Regional Conference for Asia and
the Pacific serves as the highest FAO governing body at the regional level, regional
conferences are essential for ensuring the effectiveness of the Organization’s work in the
field and plays a critical role in defining its
work priorities.

China and Hong Kong Partner for Forensic
Services and Lead Partner for Forensic Technology Solutions.
The survey also shows that 37% of
Hong Kong and Macau respondents had
encountered money laundering, three times
more than regional and global averages.
“The concentration of Financial Services
businesses in Hong Kong and risks faced by
Macau’s large gaming sector combined with
increased local and global regulatory activity
makes this a significant area of future focus,”
said Mr Donker.
Missed opportunities to detect and
prevent economic crime
Only 5% of respondents who reported suffering economic crime in Mainland China,
Hong Kong and Macau cited the use of
Data Analytics and Suspicious Transaction
Analysis as a mechanism for detection compared with almost 1 in 4 globally.
“Despite our global survey respondents
indicating that it was one of the most effective mechanisms for detecting crime, the
usage of Data Analytics and Suspicious
Transaction Analysis as a fraud detection
tool appears to be less common in Mainland
China, Hong Kong and Macau. This could
mean that companies are missing a trick and
that economic crime is going undetected,”
concluded Mr Donker.
Survey methodology
The 2014 Global Economic Crime Survey - mainland China,
Hong Kong and Macau supplement involved 201 respondents
(85 from mainland China and 116 from Hong Kong and
Macau). It forms part of the biennial PwC Global Economic
Crime Survey, which covers more than 5,000 respondents from
95 countries. 55% of respondents from mainland China and
49% from Hong Kong and Macau represented listed companies. 70% of respondents from mainland China and 64%
from Hong Kong and Macau represented organisations with
more than 1,000 employees.

SEHK publishes amended Listing
Rules regarding annual listing fees in
relation to the implementation of the
New Companies Ordinance

T

he Stock Exchange of Hong Kong
Limited (SEHK or the Exchange), a
wholly-owned subsidiary of Hong Kong
Exchanges and Clearing Limited (HKEx),
today published amendments to its Listing
Rules to set out the method by which its
annual listing fees for Hong Kong incorporated issuers will be calculated when Hong
Kong’s new Companies Ordinance (New
Companies Ordinance) comes into effect on
3 March 2014.
SEHK’s annual listing fees (Note 1)
are currently calculated by reference to the
nominal value of an issuer’s securities which
are or are to be listed on the Exchange.
However, the concept of nominal (par) value
will be abolished under the New Companies
Ordinance, which will affect Hong Kong incorporated issuers (Note 2). As a result, Appendix 8 of the Main Board Listing Rules
(Appendix 9 of the Growth Enterprise Market, or GEM, Listing Rules) will be amended
to provide that:
• for issuers whose shares cease to have a
nominal value subsequent to their date
of listing (the No-par Event), the nominal
value per share that was used to calculate
the annual listing fees immediately before
the No-par Event (the Notional Nominal
Value Per Share) will be used to calculate
the annual listing fees from the No-par
Event. If an issuer conducts a subdivision of shares after the No-par Event, the
Notional Nominal Value Per Share will
be adjusted accordingly for calculation of
the annual listing fees following the subdivision, subject to a minimum of $0.25
(Note 3); and
• for issuers whose shares have no nominal
value on their date of listing, the nominal value per share shall be deemed to be
$0.25 for calculation of the annual listing
fees. This is in line with the existing Listing Rules (Note 3) and their application to

issuers with no nominal value
per share or a nominal value
per share less than $0.25.
These Listing Rule amendments will take effect on 3
March 2014, the commencement date of the New Companies Ordinance.
Frequently Asked Questions
(FAQs) published today (FAQs
relating to the New Companies
Ordinance and its impact on issuers (Series 26)) provide further
explanation of the operation of
the amended Listing Rules on
annual listing fees. The FAQs
also address the impact of the
abolition of nominal (par) value
on other areas of the Listing
Rules and provide guidance on
those Listing Rules that may

be affected by other provisions of the New
Companies Ordinance. These include provisions relating to:
• disclosure requirements for financial statements;
• loans to directors and connected entities;
• provision of financial assistance by a company;
• common and official company seal;
• general meetings; and
• abolition of the memorandum of
association.
===
===
As the Listing Rules apply to
both Hong Kong and non-Hong
SEHK
Kong incorporated issuers, SEHK
conducted a
conducted a comprehensive review
comprehensive
of the impact that the New Comreview of the
panies Ordinance may have on the
impact that the
New Companies Listing Rules and identified additional areas which may require furOrdinance may
ther amendments. As noted in the
have on the
FAQs, SEHK intends to consult the
Listing Rules
market on amendments to the Listand identified
additional areas ing Rules relating to notice periods
for general meetings and disclosure
which may
of financial information, and to uprequire further
date cross-references to the existing
amendments
Companies Ordinance so that they
align with the New Companies Or===
===
dinance.
The amendments to the Main
Board Listing Rules (and GEM Listing
Rules) can be downloaded from the “Rules
& Regulations – Rules and Guidance on
Listing Matters – The Rules and Procedures” section of the HKEx website.
The FAQs can be downloaded from the
“Rules & Regulations – Rules and Guidance
on Listing Matters – Interpretation and
Guidance” section of the HKEx website.
Note 1 This fee is payable in advance
in one instalment. See paragraph 2 of Appendix 8 of the Main Board Listing Rules
(paragraph 1(2) of Appendix 9 of the GEM
Listing Rules).
Note 2 As at 31 December 2013, only
208 issuers listed on the Exchange were incorporated in Hong Kong (about 12.7 per
cent of the total number of issuers listed on
the Exchange).
Note 3 See paragraph 2(2) of Appendix
8 of the Main Board Listing Rules (paragraph 1(2)(a)(i) of Appendix 9 of the GEM
Listing Rules).
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Companies are missing opportunities
to mine big data to reduce fraud risk
and improve anti-bribery compliance
Better risk assessments and more effective compliance, among other
benefits, are likely to follow

E

Y’s 2014 global forensic data analytics
survey, Big risks require big data thinking,
highlights that 63% of senior executives surveyed at leading companies around the world,
agree that they need to do more to improve
their anti-fraud and anti-bribery procedures,
including the use of forensic data analytics (FDA). The survey polled more than 450
executives in 11 countries, including finance
professionals, heads of internal audit, compliance and legal, about their use of FDA in antifraud and anti-bribery compliance programs.
- 72% of respondents say emerging big
data technologies can play a key role in fraud
prevention and detection
- 90% say forensic data analytics will enhance the risk assessment process, with 82%
contending that its use will lead to the earlier
detection of misconduct
- Yet only 2% are leveraging big data
technologies and only 11% are using statistical analysis and data-mining tools
The survey also finds that 87% of respondents indicate that regulatory requirements,
including anti-corruption laws and recent enforcement trends, are a driving force behind
the design and use of FDA, with almost half
indicating that these regulatory developments
are a top five factor. Bribery and corruption
is reported as the top perceived risk at 65%,
which aligns well with the finding that 74%
report using FDA to combat bribery and corruption. Other perceived significant fraud risk
areas, such as asset misappropriation and financial misstatement, are also priority areas
for FDA attention.
David Stulb, EY’s Global Leader of Fraud
Investigation & Dispute Services (FIDS), says:
“With regulators and law enforcement agencies intensifying their cross-border cooperation, resulting in significant corporate fines
and jail sentences for executives, boards
should encourage management to leverage

forensic data analytics in their ongoing compliance efforts.”
FDA enhances the risk assessment
process and improves fraud detection
A key benefit of FDA, according to 89% of
respondents, is the ability to “detect potential
misconduct that we couldn’t detect before.”
The sentiment is shared by many respondents, regardless of their function in the organization.
David Remnitz, FIDS Global Forensic
Technology & Discovery Services Leader,
remarks: “Our survey findings suggest that
while companies may be doing some forms
of FDA, many could be missing important
opportunities to improve their anti-fraud and
anti-bribery efforts. By combining multiple
data sources and leveraging advanced FDA
tools, companies are now able to gain new
and important insights from their business
data.”
Missed opportunities to turn
data into information
Despite the overall positive sentiment regarding the effectiveness of FDA, the research suggests that the vast majority of companies are
not working with sufficient data volumes given
the size of their corporate revenues.
Only 18% of internal audit professionals
polled are working with data volumes in excess of one million records. Among financial
services respondents, only 21% report working with data volumes nearing and over one
million records, which is still low for such a data-intensive industry. Overall, 71% of companies with over US$1b in revenues are working
with data sets under one million records. The
use of smaller than expected data volumes,
relative to corporate revenues, raises the question that many companies may be missing
important fraud prevention and detection opCorporateGovernanCeasia 88 January-MarCh 2014
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portunities by not mining larger datasets.
Advanced FDA tools like statistical analysis and data-mining technologies are used by
only 11% of respondents. It is not surprising
that the biggest challenge with respect to FDA
is “getting the right tools or expertise.” Building support within the company for more
intensive FDA efforts appears to be a key priority for our respondents, with 62% of those
polled indicating the need to improve management’s awareness of the benefits of FDA.
Interestingly, cost does not appear to be a
major obstacle, with just 10% of interviewees
indicating that FDA is prohibitively expensive.
Bigger data, better insights
Traditional spreadsheet and database applications can struggle with the increasing volumes,
velocities and varieties of data generated by
global companies. Advanced FDA technologies including statistical tools that incorporate
predictive modeling, anomaly detection and
risk-scoring algorithms, can mine such big
data to detect potentially fraudulent transactions in real, or near-real, time. The effective
use of natural language processing, or textmining, combined with data visualization,
can handle a wide variety of sources, including both structured and unstructured data,
to improve overall detection, reduce risk and
increase return on the investment in FDA.
Respondents who are using FDA technologies beyond spreadsheet and database tools
have generally observed earlier detection of
misconduct (15% more than others) and improved results and recoveries (11% more than
others), among other positive differences.
David Remnitz concludes: “Given that
their companies are likely generating substantial data volumes, it would be prudent
for board members and other stakeholders to
encourage management to accelerate their efforts to glean as much insight as possible from
their big data. Better risk assessments and
more effective compliance, among other benefits, are likely to follow.” n
About the survey
The survey is the first one EY has produced about the use of FDA
in companies’ anti-bribery and anti-corruption programs. Between
November 2013 and January 2014, researchers from Consensus,
a global market research agency, conducted 466 interviews across
11 countries with organizations actively using FDA. Respondents
are the decision makers responsible for their company’s anti-fraud
and anti-corruption program.

BDO study:

HK listed companies showing tepid
reactions to new corporate governance rules,
while transparency and disclosure
remains the key
T

pliance in previous years slipped to 42%,
37% and 67% of Hang Seng Index, Hang
Seng Composite Index and Hang Seng China Enterprises Index companies respectively. As revealed by BDO’s study, while 58%
of companies reported non-compliance
with the regulation, this was usually due to
only one or two provisions not being met.
With the latest amendments to the Code
and the related Listing Rules that took effect
in 2012, the most commonly reported forms
of non-compliance this year are related to
board balance and communication to shareholders.
Patrick Rozario said, “There was a concentration of non-compliance over the small

he leading accounting firm BDO’s latest annual research - Corporate Governance Review found that among the 222
major Hong Kong listed companies studied,
the full compliance level with the Corporate
Governance Code (the Code) has dropped
dramatically for the first time since the introduction of the Code (Table 1). Companies
remained slow in making changes to satisfy
the latest revisions made to the Code. According to BDO, while striving to attract
quality companies to list in the Hong Kong
capital market, good transparency and disclosure stay as key factors to strengthen
Hong Kong’s appeal to a diverse base of
international investors.

Table 1. Percentage of companies claimed that they have fully compliance
with the Corporate Governance Code
2006

2007

2008

2009

2010

2011

2012

2013

HSI

50%

54%

51%

52%

54%

54%

53%

42%

HSCI

41%

49%

56%

51%

53%

51%

54%

37%

HSCEI

50%

73%

74%

86%

77%

82%

80%

67%

Source: BDO CG Review

Patrick Rozario, Director and Head of
Risk Advisory of BDO commented, “This
year’s exercise has proven to be particularly
interesting. Changes to the Corporate Governance Code and the related Rules Governing the Listing of Securities on the Stock
Exchange were introduced in 2012, the first
major overhaul since 2005. 2013 was the
first time that we could assess the full impact of the many changes and, as expected,
the latest revisions have posed challenges to
listed companies.”
The consistent level of over 50% com-

enhancement to the protection of shareholder interests, specifically, to protect minority shareholders interests through better
board balance and communication. Such
a snub only serves to weaken Hong Kong’s
role as an international financial centre”.
That Hong Kong continues development as an international financial centre is
vital to the economy and its stability.
Like other Asian countries, many Hong
Kong listed companies have concentrated
ownerships, with a large number under
family control. Additionally, many ChiC
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nese enterprises that have listed recently in
Hong Kong have shown a similar structure
of concentrated ownerships, through either
family control or in the form of state-owned
enterprises. Companies in the UK and US
usually have more diverse ownership, where
conflicts usually arise between shareholders and management. With concentrated
ownership, conflicts are complicated with
the presence of controlling shareholders
(who are often the managers or appointed
the managers of the company) and minority
shareholders.
Much academic research has been conducted related to family controlled companies and there is strong evidence to support
minority interests can be expropriated by
controlling family interests. This expropriation of minority shareholders interest fosters an unwelcoming environment for most,
leading to less investment and threatening
Hong Kong’s status as an international financial centre.
Patrick Rozario commented, “Taking
control away from families is not a workable
solution; our regulators should find ways
to promote broader involvement in these
companies through more independent and
diverse boards, better corporate governance
practices in enhancing the transparency and
disclosure of inside information, connected
parties transactions and shareholders communications.”
“As China’s financial industry continues
to mature, our role as an intermediary will
diminish, therefore, our long-term standing
as an international financial centre depends
on our ability to attract a diverse base of international investors by introducing corporate governance that protect their interests,”
Patrick Rozario concluded. n
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Taking charge of CEO
succession
Assessing leadership potential helps the board make more fully informed,
more confident and more consistently successful CEO appointments.

No leader has greater impact on corporate performance and value than the
CEO. Given those stakes and the board’s
solemn duty to shareholders, it is both
appropriate and necessary for boards to
take charge of CEO succession, working
continuously to ensure the company always has the chief executive it needs and
deserves.

“

Every director knows deep down that
nothing is more important than having
the right CEO at all times. Yet it’s clear that
many boards are not fully owning up to this
responsibility,” observes Ram Charan in his
book Owning Up (Wiley, 2009). “They wait
too long to make a change, and they don’t get
to know the organization’s up-and-coming
leaders well enough or soon enough. Boards

need to go on the offensive and take
of who leads the company.” Strong
with the ring of truth.
While the board’s prevailing
role is oversight, not direct decisionmaking, its authority and responsibility to choose the company’s CEO
is a clear exception. This crucial decision unequivocally belongs to the
board and the board alone.
Passive boards
Yet many boards behave as if CEO
succession belonged to management. Boards frequently…
• Delegate CEO succession planning to the current CEO and the
company’s HR function
• Do not articulate a detailed, fu-

ture-focused and unanimously supported
CEO specification
• Limit their strategic options,
confining themselves to just one
===
===
or two successor candidates
• Are not actively engaged in getWhile the
ting to know the CEO talent pool
board’s
on a continuing basis.
prevailing role
This approach to CEO sucis oversight, not
cession is, in a word, passive.
direct decisionBoards listen to presentations by
making, its
executives who may be succesauthority and
sors, and may also notice CEOresponsibility
caliber talent from outside the
to choose the
company, but rarely reach out to
company’s
know possible successors on the
CEO is a clear
level required to exercise sound
exception
judgment as to who should be the
===
===
company’s next CEO.

charge
words,
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As Ram Charan mentioned, some
boards passively stand by even after they realize the current CEO is not the best leader
for the job. For example, the CEO best suited
to heroically lead a global bank through a
financial crisis may be a very different kind
of leader than the ideal CEO for that same
bank once conditions are more stable. Similarly, a chief executive who successfully grows
a smaller business may not be best suited to
lead the company once it gets big and diversifies. Even simple shifts in company strategy
and subtle changes in external market conditions can compromise the case for retaining
a CEO, yet boards often tolerate lackluster
CEO performance long after it is clear that
the company is being under-led. While few
would argue that doing nothing is in the best
interests of the company and its shareholders
in such scenarios, that is precisely the course
many boards choose. Inaction is all the more
likely when the board has no clear and updated CEO specification and is not proactively managing CEO succession. Lacking
both insight and options, the board defaults
to the status quo, sometimes unintentionally
creating space for things to get far worse than
they needed to be.
Take-charge boards
A great board owns CEO succession. Rather
than passively await the recommendations of
the current CEO and HR, the board actively
articulates and continually updates its own
clear, shared picture of what the company
needs – and will need – from its chief executive officer.
“In a rapidly changing world, organizations must periodically look to the future and
decide whether they have the right people
in place to tackle the challenges ahead,” observes Claudio Fernández-Aráoz in Great
People Decisions (Wiley, 2007). He adds:
“Studies show that the leader effect can account for up to 40 percent of the variance in
corporate performance or value.”
As a rule, no leader has greater impact
on corporate performance and value than
the CEO. Given the high stakes and the
board’s solemn duty to shareholders, it is
both appropriate and necessary for boards to
take charge of the CEO succession process,
working continuously to ensure the company
always has the chief executive it needs and
deserves.
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oO
understanding of their career trajectories,
while ensuring that possible successors are
challenged with CEO-track development
opportunities. At the same time, the board
actively seeks an informed view of external candidates, getting to know a great deal
about them and cultivating personal relationships, as appropriate. Another useful option is
recruiting one or more external CEO candidates onto the board itself.

Justusde
J. Leyritz
O’Brien
Marc

Marc de
Justus
J. Leyritz
O’Brien

Three lenses
To evaluate this broad pool of highly qualiTaking charge begins with board memfied CEO candidates, the board applies a rigbers engaging in serious dialogue about
orous, precisely articulated and unanimously
CEO succession – among themselves, and
supported CEO specification, keyed to the
on a regular basis – to maintain a clear
envisioned future of the company. Against
shared view of the market environment,
this strategic backdrop, each possible successtrategic conditions and the evolving plans
sor is viewed through three lenses: Perforof the company. This continuing dialogue
mance, Readiness, and Potential.
in turn guides a correspondingly clear and
Performance. Boards typically place
current picture of what kind of CEO the
great emphasis on past performance – a cancompany needs. As the future is always easdidate’s track record of creating value – and
ier to envision than predict, the board also
rightfully so. Value creation is the essence of
develops detailed contingencies to account
what the board needs a CEO to
for multiple scenarios as well as the
do. However, an executive’s abiltotally unexpected. Information
===
===
ity to create value in one situation
and perspectives from outside the
does not always translate to anboardroom are always welcomed
The best boards
other. So while past performance
and considered, but this is explicfurther ensure
is one vital lens through which to
itly a board-led conversation.
that internal
view possible
successor
Best approach
candidates are
CEO successors, more inWe believe that when taking up
provided the
CEO succession, the board should experiences they sights are needed.
Readiness. In recent years we have
begin by looking neither to the need to be ready
seen many boards devote substaninside nor the outside, but to the
to serve as CEO
tially more effort to objectively
future, while generating the broadassessing successor candidates’
est possible pool of qualified can===
===
readiness – the fit between the redidates. Only this approach is the
quirements in the CEO specificamost likely to yield the best CEO
tion and the current leadership identity and
appointment.
demonstrated competencies of each canThe best approach often runs counter
didate. Without question, this added rigor
to the popular mindset. “Most organizations
promotes more informed and reliable CEO
believe they are better off looking inside first,
appointments. The best boards further enand going outside only after exhausting all
sure that internal successor candidates are
the internal possibilities. Most of them are
provided the experiences they need to be
wrong,” opines Claudio Fernández-Aráoz
ready to serve as CEO. Perhaps the most
in Great People Decisions. What makes the
widely referenced example of best practice in
common approach “wrong” is that it does
this regard is GE, which develops a number
not serve the best interests of the company
of potential CEO successors simultaneously,
and its shareholders.
providing each a series of stretch experiences,
Not surprisingly, the best approach deresulting in profiles that help the board determands the most effort. The board works hard
mine which candidate can make the ultimate
to gain deep, personal insight into all interstretch of serving as CEO.
nal candidates and maintains an informed

“
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cally apply strategies that worked in other setstakes. To choose the best CEO successor
When rising into a CEO role for the first
tings, without tapping the informed strategic
among multiple, manifestly qualified canditime, even the most accomplished executive
insight of the rest of the company’s senior
dates, one must delve deeper. Our model for
enters uncharted territory.
team. The ability to engage is obviously cruassessing CEO potential explores the degree
When rising into a CEO role for the first
cial to gaining company-wide buy-in for the
to which successor candidates exhibit pertime, even the most accomplished executive
new CEO’s strategic vision, for winning the
sonal traits that set the most successful CEOs
enters uncharted territory. For example, the
confidence of the investment community,
apart, and so can be applied to effectively prebest internal candidates within a diversified
and for projecting a positive identity as the
dict development of CEO-level ability and
corporation generally have demonstrated
new face of the company.
the likely speed of that development. Among
the ability to lead a single business. However,
In sum, assessing potential is always esthe traits that indicate CEO potential: innate
leading a corporation encompassing a varisential to choosing the best CEO successor,
curiosity; the ability to view situations from
ety of discrete businesses is a fundamentally
whether the board considers candidates from
multiple perspectives; penetrating
different challenge. This is why risinside the company, from outside, or (ideally)
strategic
insight;
and
an
uncanny
ing executives are often carefully
===
===
from both.
ability to intellectually and emogroomed in corporate roles, a rung
tionally engage different kinds of
or two below the CEO, before the
The best boards
Duty begets duty
people. Why are these particular
board elevates them to chief exare always
“The reward of one duty is the power to fultraits especially reliable predictors
ecutive.
looking for
fill another,” observed George Eliot. And so
of success in the CEO role? Our
Bringing in a seasoned CEO
better ways
it is with the board’s duty to appoint the best
research shows that as leaders rise
from the outside can be the best
to fulfill
possible CEO. Having successfully identified
to higher levels of responsibility
course, but does not eliminate risk.
their solemn
the best available CEO successor using the
and face increasing complexity,
As noted above, strong perforresponsibilities
three lenses of Performance, Readiness and
the ability to bring these strengths
mance in one role does not necesto shareholders
Potential, the take-charge board decisively
to bear becomes markedly more
sarily translate into strong perforsecures the appointment, then focuses on
important.
mance in another, and each CEO
===
===
the equally vital (though often overlooked)
Every rung up the corporate
role is different. There are plenty
task of ensuring that the new CEO is rapidly
ladder requires an executive to
of examples of previously successand successfully integrated into the role. We
grow, yet no step compares to the leap reful CEOs who were recruited to take the reins
recommend a comprehensive integration apquired of a newly appointed CEO. In addiof a company and then ran it into a ditch,
proach that includes rigorous situation analytion to suddenly becoming accountable for
often because the leadership personality and
sis, stakeholder mapping, early win objecevery part of the corporation, the new CEO
competencies that enabled the CEO to shine
tives, and frequent use of 3600 assessments.
encounters an exponential increase in stakein one corporate culture proved ill-suited to
The best boards are always looking for
holder demands. The CEO is the face of
another.
better ways to fulfill their solemn responsibilthe company to investors, governments and
The harsh realities of CEO succession
ities to shareholders. CEO succession offers
society. To make the leap successfully, the risleaves many boards wondering: How might
a wealth of such opportunities. Take charge
ing CEO must exhibit abilities that were not
we further mitigate risk when choosing a
of the succession process, rather than pasdemonstrable in lesser roles. Therefore, the
CEO?
sively reacting to management’s recommenbest CEO candidate among a pool of high
Our answer? Boards can systematically
dations. Maintain a detailed, current CEO
achievers is often the one who remains most
assess successor candidates’ potential to sucspecification that includes a range of straready to continue growing, as evidenced by a
ceed in roles and situations in which they
tegic contingencies. Fully integrate objecvoracious appetite for learning; an ability to
have no proven track record.
tively assessed
leadership
into the
Metro
Pacific
Investments
Corporation
continues
to grow
andpotential
improve
absorb, understand and navigate complexity
We now have the methodology to predict
board’s ongoing CEO succession dialogue.
its portfolio
of and
companies
bringing
quickly;
a willingnessby
to personally
andits management expertise,
with remarkable accuracy whether leaders
And ensure that the CEO successor receives
effectively
engage
with
a
far
more
diverse
can meet challenges that range well beyond
innovation and best corporate governance practices
theappropriately
delivery qualified
of
comprehensivetoand
range of stakeholders than he or she has ever
what they have had opportunity to demonintegration support. n
infrastructure.
faced before.
strate thus far in their career. This thirdpublic
lens
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