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editorial: The drive for better corporate governance

As we continue to keep track of the corporate governance practices in Asia,
making their mark among investors are several ASEAN member countries.
The region has come to grip that better corporate governance is correlated
with better operating performance, and therefore, translate into strong
earnings and higher profitability.
Corporate Governance Asia, in its continuing efforts to be a partner in
enhancing the standards of governance in the region, has since introduce
a new classification of companies that have embrace the best practices in
the region. This is designed to inspire corporate governance practitioners to
continue to bring their standards into the next level and not be complacent
on their achievements. After all, corporate governance in Asia continues to
evolve into a potent tool to attract capital flows from across the globe.
Our list of the ICON on Corporate Governance comprises of several
publicly-listed ASEAN-based companies, which continuously re-inventing
themselves to remain at the forefront in corporate governance drive in
the region. No doubt, this is also underpinned by the initiatives being
undertaken by various jurisdictions.
Singapore, while already ranked high in the corporate governance
scorecard, adopts a robust approach to enhance its governance standards.
The Monetary Authority of Singapore (MAS) is proposing regulatory
safeguards to protect the investors when they subscribe to capital markets
products, especially the retail investors, who may not be sophisticated
enough to understand what they are buying.
Even the more sophisticated institutional investors are also getting more
protection from the Malaysian regulators with the launching of the Malaysian
Code for Institutional Investors by the Securities Commission Malaysia and the
Minority Shareholder Watchdog Group. At the same time, it is expected to be
a source of value creation for companies and their owners.
In the Philippines, the country’s central bank is eyeing tougher rules
on credit risk management by banks to mitigate the impact of possible
loan losses.
We continue to applaud these initiatives, which are definitely game
changer in the corporate governance landscape in the region.
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The drive for better
corporate governance standards
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They’ve made huge strides as they strive to enhance their practices in line with the international
standards, but the journey has not stop

2014

2014

E

been an increase in the number of non-conventional products offered
ver since Asia emerged from the dark days of the financial crisis in
to retail investors as alternative investments. Many of these products,
the late 1990s, many countries in the region has embarked on a long
it points out, have features that are similar to regulated capital markets
journey to improve their standards of corporate governance. They’ve
products, but are structured to assign ownership of underlying physical
made huge strides as they strive to enhance their practices in line with the
assets to investors, thereby taking them outside the regulatory perimeter
international standards, but the journey has not stop. They continue to
of the Securities and Futures Act (SFA).
become better and they are now reaping the fruits of their efforts as demThe MAS proposes to extend to investors in these non-conventional
onstrated by the flow of capital into the region and into the companies
products the current regulatory safeguards under the SFA for investors in
that adheres to the highest standards of corporate governance.
capital markets. This is to ensure that structures which are in substance
Manifesting the commitment to strengthen their corporate govercapital markets products are regulated as such.
nance practices are the member-countries of the Association
of Southeast Asian Nations (ASEAN). The ASEAN has its
Protecting retail investors
own ASEAN Corporate Governance Initiative comprising
===
===
The MAS also notes that an increasing number of investment
the ASEAN Corporate Governance Scorecard and the rankIn its continuing products with more complex risk-return profiles are being ofing of corporate governance of the publicly-listed companies
efforts to
fered to retail investors. Such products pose greater challenges
in the region. It complements the other ASEAN Capital Marenhance
its
to retail investors in deciding on investments that suit their level
kets Forum (ACMF) initiatives to promote and brand ASEAN
corporate
of understanding and risk appetite.
as an attractive asset class. The success of this initiative is a
governance
To help retail investors differentiate between simpler and
testament to the ACMF’s recognition of the importance of
practices
more complex investment products, as well as gauge their riskicorporate governance to enhance the attractiveness and raise
through the
ness, the MAS proposes to introduce a complexity risk framethe international visibility of well-governed companies.
protection
work for investment products. Under the proposed framework,
In addition to attracting investors into the region, the esof investors,
all investment products sold to retail investors will be rated
tablishment of a set of corporate governance standards for
the Monetary
along two dimensions - complexity of structure and risk of
ASEAN will also underpin bigger intra-ASEAN portfolio
Authority of
loss of initial investment principal.
flows and contribute to the growth of capital markets.
Singapore (MAS)
The product issuers will be required to disclose these ratThe scorecard has become an asset for ASEAN given its
is proposing
ings in product offering documents and marketing materials,
importance and usefulness in raising the standards of corpoto improve
along with information on the historical price volatility or
rate governance among the listed companies in the region.
its
regulatory
credit rating of the product.
One of the valuable features of the scorecard is its ability to
framework
The MAS differentiates between retail and non-retail inhighlight areas of strength and weakness through its findings,
to safeguard
vestors in its capital markets regulatory framework, with the
which provide the regulators and corporate governance proinvestor
full range of regulatory safeguards targeted at retail investors.
ponents with useful data points to guide corporate governance
interests
Non-retail investors – accredited, institutional and expert inreforms, strategies and measures.
vestors – are considered to be better informed and/or better
In its continuing efforts to enhance its corporate gover===
===
able to access resources to protect their interests, and hence
nance practices through the protection of investors, the Monrequire less regulatory protection. This approach is in line with
etary Authority of Singapore (MAS) is proposing to improve
the practice of other major financial centres.
its regulatory framework to safeguard investor interests. The key changes
The Philippines is likewise building on its efforts to further enhance
include extending to investors in non-conventional investment products
its standards of corporate governance across sectors. The country’s
the current regulatory safeguards available to investors in capital markets.
central bank, Bangko Sentral ng Pilipinas (BSP), is reported to be eyeIt also involve requiring all investment products to be rated for
ing tougher rules on credit risk management to mitigate the impact of
complexity and risks, and for these ratings to be disclosed to investors
possible loan losses. Banks are required to make sure their credit risk
and providing accredited investors the option to benefit from the full
management system are sound through an internal rating system for
range of capital markets regulatory safeguards that are applicable for
credit exposures.
retail investors.
The BSP also hinted that it will soon be introducing stricter meaIn proposing the regulatory safeguards, the MAS notes there has

“
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investment community.
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firms improve their corporate governance practices.
sures for “too big to fail” local banks or those considered systemically
Over in Malaysia, the Securities Commission Malaysia (SC) and the
important banks (SIBs). The country’s universal and commercial banks
Minority Shareholder Watchdog Group (MSWG) on June 27 launched
have implemented higher capital requirements in January this year under
the Malaysian Code for Institutional Investors, a code and set of best
the Basel III regime – a set of reform measures aimed at strengthening
practices collectively developed by Malaysia’s largest institutional invesregulation, supervision and risk management of banks.
tors, namely the Employees Provident Fund, Permodalan Nasional,
A tighter watch on the SIBs has been added as a component of the
Kumpulan Wang Persaraan, social Security Organization, Lembaga
Basel III accord as failure of these banks can create adverse effects on the
Tabung Angkatan Tentera and Lembaga Tabung Haji.
financial system. Earlier this year, the Financial Stability Board Regional
The Malaysian Code for Institutional Investors aims to set out broad
Consultative Group for Asia has stressed the need to address the orderly
principles of effective stewardship by institutional investors such as their
exit of “too big to fail” institutions to reduce the negative impact of such
disclosures of stewardship policies, monitoring of and engagement with
on their host countries.
investee companies and managing conflict of interests. The adoption of
Meanwhile, the Securities and Exchange Commission (SEC) is likethe code’s principles by institutional investors demonstrates their intent
wise tightening its transparency requirements for publicly-listed comtowards good corporate governance.
panies. In a recent memorandum circular, firms listed at the Philippine
The initiative to promote greater leadership in goverStock Exchange are now mandated to include all company
===
===
nance and responsible ownership by institutional investors
disclosures in their websites. Minutes of all general or special
originates from the Corporate Governance Blueprint 2011
stockholders’ meeting shall be posted within five days from the
The company
and marks a significant milestone in Malaysia’s corporate
actual date of the said meeting.
disclosures
governance landscape.
The SEC has also come out with a template for listed
page should
Starting from 2016, signatories to the code are expected
companies’ websites. For instance, under the corporate govcontain the SEC
to report annually on their application of the principles of the
ernance section, the listed companies should list the manual
filings, notice of
code in their website, annual report or in other publicly accesof corporate governance, code of business conduct and ethics,
shareholders’
sible documents. An institutional investor council will be estaband annual corporate governance report.
meetings,
lished as a platform to discuss stewardship matters undertaking
The company disclosures page should contain the SEC
and other
the oversight role of monitoring the take-up and application
filings, notice of shareholders’ meetings, and other disclosures,
disclosures,
of the code.
while a specific page should be allotted for press materials and
while a specific
SC chairman Datuk Ranjit Ajit Singh says Malaysia’s
news. Finally, the investor relations section should feature inpage should
domestic institutions collective commitment to the code sends
vestor relation programmes and share information.
be allotted for
a clear message to the market that corporate governance is
press materials
something that goes beyond regulatory compliance. “Rather,
IFC seeks higher Indonesian standards
and news
it is an active source of value creation for the company and its
In its continuing demonstration of its commitment to improve
===
===
owners, as well as a measure of competitive advantage for the
the standards of corporate governance in Asia, the Internacapital markets and the broader economy,” he adds.
tional Finance Corporation, a member of the World Bank
MSWG chairman Tan Sri Dr Sulaiman Mahbob, on the
Group, signed in June this year a memorandum of underother hand, says that despite the code being voluntary, institutional invesstanding with the newly-established Family Business Nusantara (FBN)
tors should apply the code in the interest of their beneficiaries. He says
Foundation (Indonesia) to improve the corporate governance practices
a good take-up and application of the code by institutional investors will
of family-owned businesses, which it describes as critical for job creation
encourage good governance and long-term sustainability of the investee
and economic growth.
companies.
The IFC and FBN plan to engage with targeted family businesses
and organize family governance training as well as other events to raise
Boosting earnings through governance
the awareness on the importance of good corporate governance. The
In July this year, the Stock Exchange of Thailand (SET) has launched the
partnership will help the companies operate more efficiently, improve accode of conduct handbook for investor relations professionals, enabling
cess to capital, mitigate risk and safeguard against mismanagement.
them to handle all investors equally while preventing company’s insight
Family businesses account for 60% of the listed companies in Indoleakage. This represents another SET’s efforts to build quality-focused
nesia. Although they generally have the long-term commitment of the
capital markets culture by promoting investor relations excellence and
owners, they also face complex issues such as succession planning. Incontinuously enhancing the quality of Thai listed companies.
troducing professional board practices and setting up family governance
The SET is committed to developing and enhancing investor relamechanisms, the IFC points out, help family-owned enterprises avoid
tions among the Thai listed companies as they are an integral part of
business disruptions due to family feuds and strengthen their business fogood corporate governance. Thus the code of conduct handbook will
cus and long-term sustainability.
be released for listed companies’ investor relations, a communication
The IFC set up a corporate governance programme in Indonesia
centre for investors and analysts, enabling the investor relations team
in 2012 to promote transparency and accountability in listed companies
to transmit the company’s information accurately and fairly for all the
and has recently helped launch the corporate governance roadmap and
stakeholders, as well as preventing company’s inside information and
manual as part of a cooperation agreement between the IFC and the Fiinsight leakage. n
nancial Services Authority. The IFC is likewise helping the private sector

“
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Good, Genial and Green
firm generated significantly less economic and market value added, expet has long been recognised that enforcement of good corporate goverrienced more P/E volatility, and showed a decline on average return on
nance practices and a commitment to addressing environmental and socapital employed as opposed to companies implementing a code of ethics.
cial issues ultimately lead to a higher share performance and sustainability
Some market observers have also gone to the extent of further hinting that
for a responsible corporation in the long run. As a result, the emergence of
investments in unethical firms earn abnormally negative returns for prothe Environmental, Social and Governance (ESG) has been no surprise,
longed periods, which needless to say, affects its prospects in the long run. In
cementing its prominence in measuring the sustainability and ethical impact
stark contrast, various studies have consistently shown firms that score high
of a company in today’s world.
in ESG ratings tend to outperform their counterparts both operationally
In recent years corporations have proactively, or in response to the deand in market terms.
mands of investors, begun to emphasize sustainability issues throughout
We have also borne witness to companies with unethical business practheir operations, supply chains and investment decisions. This is echoed
tices are increasingly being avoided altogether particularly by large investors
on the international stage, as various discussions initiated by influential
that want to invest responsibly and avoid reputational damage. Such an aporganizations such as the United Nations, the Organisation for Economic
proach has conveyed a growing and substantial concern about
Co-operation and Development and G20 indicate a growing
investing in operations that do not adhere to internationally recconsensus that long-term financial stability and economic devel===
===
ognized ethical standards such as working environment, protecopment requires swift enhancements to ESG practices among
tion of indigenous rights and pollution, among others.
companies across industries.
The most
Moreover, even growing consumer awareness of ESG facAnd nowhere is the rise of ESG gaining more steam or
persuasive
tors is also having an impact on the bottom line of most combeing given a second look than in Asia. As the flourishing re- figures highlight
panies. Time and again, survey respondents have indicated that
gion continues to attract an influx of Western capital to its
the linkages
their views on the ethics of a company’s business practices has
shores banking highly on its tremendous potential yet to be
between poor
had a direct effect on their decisions to purchase goods or services
tapped, investors entering the market have tended to prioriethics in the
from such a company.
tize economic fundamentals above all else. However, with the
workplace and
Today, various ESG issues have mushroomed that are paronset of a compendium of ESG issues rising in this rapidly low productivity
ticularly
critical in Asia, with varying degrees of importance
developing region, investors have increasingly turned their ator inefficiency,
across
areas
that mirror the diverse natural resources, cultural diftention to the quality of their investments that extend beyond
showing weak
ferences
and
stages of development in their respective countries.
mere financials. Across Asia, interest has picked up among
returns from
The
most
prominent of which with respect to the environfunds and individual investors to invest in firms that are ethibusinesses
mental
aspect
is
the rapidly deteriorating air quality in certain
cally and environmentally sound.
facing certain
Asian
countries.
For
instance, the grey clouds of thick smog that
For instance, there has been growing realization among
ESG issues
were ever so prominent permeating the air in China and India
firms that concerns over workplace safety and corruption is===
===
have often been splashed across newspaper headlines in the past
sues can have a significant negative impact on its returns. Infew years. Although it is not entirely in the power of companies to
deed, the worst possible outcomes for problems arising from
control this problem on a national scale, their contribution to global warmESG factors include facing the possibility of liability for damages, severeing through carbon emissions and waste management can be dutifully monly inflicting irreversible harm on a firm’s reputation and brand, or relentitored and subsequently reduced as part of an ESG program implemented
lessly undermining confidence in a company, thus affecting its long-term
throughout the firm.
prospects in the region. As ESG issues can negatively affect even the most
Environmental issues are being given more importance within compaestablished of companies in the region, investors are beginning to apprenies, especially as Asian governments take action to protect their natural
ciate that a more comprehensive approach to risk management should
resources. As one of the more prominent examples, China enhanced its
include a dedicated focus on ESG. In this light, Asian governments have
Green Credit Guidelines for financial institutions, which aim to redirect
been ramping up their efforts in strengthening their regulatory mechaloans from polluting projects to green economy sectors. Since then, banks in
nisms and enforcement capacity.
the Mainland have been encouraged to promote green credit as a strategy
To be sure, there is no shortage of information raising red flags to invesand support the economy to grow in a low-carbon model through business
tors towards the potential economic ramifications of investing in unethiinnovation, and managing environmental and social risks. In doing so, it
cal companies. The most persuasive figures highlight the linkages between
would help the financial institutions optimize their credit structure and enpoor ethics in the workplace and low productivity or inefficiency, showing
hance their services.
weak returns from businesses facing certain ESG issues. Some studies have
With regards to the social aspect, poor working standards across the
revealed that firms that have not established a sound code of ethics for the

sustainability and corporate governance issues alongside traditional finansupply chain, particularly when it comes to third party manufacturers, have
cial accounting, which has better provided ESG investors with information
become a persistent concern. Such issues in this area have included excesto sufficiently evaluate their investment options.
sive use of unpaid overtime, delayed compensation, and in some cases, even
In the Philippines, a number of corporate governance reports through
the use of child labor. A prime example of such problems was cast in a
which investors can evaluate listed companies are available which help in exbright spotlight when numerous workers committed suicide at Taiwanese
amining its ESG standards. These include the Philippine Stock Exchange’s
manufacturer Foxconn several years ago. Following the incidents, the Fair
Corporate Guidelines for Listed Companies, and the Annual Corporate
Labour Association was brought on board to conduct an extensive audit of
Governance Report implemented by the Securities and Exchange Comits working conditions.
mission which details the governance policies and practices of firms. Such
Shifting gears to governance, corruption is head and shoulders above
reports have also enabled investors to assess companies on their responsibilithe rest as the primary concern grabbing a stranglehold on firms that run
ties towards the other aspects of ESG: the community and the environment.
their operations in Asia. While such a problem exists in practically any part
However, in contrast to the social and governance aspects, the enof the world, certain characteristics prevalent in Asian businesses can lead
vironment is seen as garnering the least focus and commitment from a
to committing graft. Such practices include extensive gift giving as a form
majority of the companies. To reinforce the drive towards implementing
of hospitality, personal relationships between institutional partners, unparalmore effective environmental initiatives in the country, direcleled commercial opportunities, frequent use of intermediaries
===
===
tion and incentives from the local government must be brought
to facilitate operations, and a murky policy making and enforceabout in a way that motivates firms to adequately address all
ment process.
Companies
aspects of ESG issues.
While ESG may be gaining ground overall, there is still a lot
in emerging
Over in Vietnam, there is insufficient awareness on susof room for improvement. Despite the presence of comprehenmarkets have
tainability
context issues and specific ESG criteria for compasive information and the aforementioned regional problems that
begun to adopt
nies
such
as
in the areas of community investment, emissions,
remain, there are still a number of investors in Asia that seem to
enhanced
water
use,
employee
health and welfare, and the diversity and
be unaware of the importance underlying ESG issues. In fact, a
disclosure
independence
of
a
firm’s
Board of Directors. Such shortage
review of the signatories to the UN Principles for Responsible
practices to
of
information
threatens
and
places restrictions on responsible
Investment found that only a minute percentage of asset owners
attract more
investment
in
the
country.
and investment managers have opted to sign across the region.
investment
Although Vietnam is seen to have a relatively comprehenSuch a low interest can possibly be credited to the prevailing
while data
sive
regulatory
framework to sufficiently address core ESG issues,
short-term investment attitudes and impatience for growth in
providers have
there
is
a
lag
in
its general enforcement. Over the past years, a
Asia, as the positive effects of ESG tend to come into fruition
renewed their
good
of
number
of social and environmental protection laws
only after a number of years.
focus on social
have
been
laid
out,
in particular the Environmental Protection
Nevertheless, there has been a substantial shift in the landmetrics
Law, the Labour Code and the Securities and Enterprise Laws.
scape, and such attitudes have undergone noticeable changes. In
===
===
On the other hand, there has been confusion permeating over
stride with growing interest in the region from global investors
implementation as well as the lack of enforcement, which has
aware of ESG and pressure to enhance risk management, there
exposed investors to ESG risks.
is a budding demand for relevant, timely and accurate informaEncouragingly enough, a number of positive drivers of sustainable pertion on ESG compliance from a wide range of local stakeholders.
formance and disclosure exist which will go a long way in helping enhance
In particular, stock exchanges across Asia are ramping up their efforts
the ESG landscape in Vietnam. The State Securities Commission has been
in line with the trend and are requiring listed companies to fully disclose
working closely with the International Finance Corporation to promote imtheir ESG practices. Through their listing requirements, stock exchanges
proved ESG disclosures by listed companies. In addition, increasing media,
can influence certain aspects of the business operations and practices of
investment banking and NGO coverage on issues such as climate change,
listed firms and support them along the way to gradually embrace sustainenergy efficiency, air and waste water pollution, poor labor practices and
ability within their organization. Back in 2012, the Hong Kong Exchanges
corruption has already begun altering the ESG landscape in the country and
and Clearing Limited issued an ESG Reporting Guide that was crafted and
will have significant implications for firms, investors and regulatory bodies.
geared towards elevating ESG awareness from simply an ideal and recomMeanwhile, socially responsible investing in Malaysia got a much needmended practice to a compliance requirement for Hong Kong-listed comed shot in the arm last year as Valuecap, a fund set up by the Malaysian
panies by 2015.
government to invest in undervalued stocks in the local bourse, disclosed
Elsewhere, in China the State-owned Assets Supervision and Adminisplans to invest MYR1 billion into companies that meet stringent criteria.
tration Commission required all government-owned firms to release CSR
Underscoring its commitment to sustainability, Bursa Malaysia plans to esreports in 2012, and more Chinese companies have disclosed ESG informatablish the ESG Index comprised of such companies that will be geared
tion since then. In addition, the Taiwan Stock Exchange and Gretai Securitowards promoting transparency and openness.
ties Market jointly released its CSR best practice principles back in 2010.
No matter what country or region, sustainability has become the chalMeanwhile, companies in emerging markets have begun to adopt enlenge of today’s business generation. Moving forward, ESG reporting is
hanced disclosure practices to attract more investment while data providers
poised to become more mainstream, and due to pressure from governments
have renewed their focus on social metrics to assess whether local investand the investment community, awareness will be higher in the coming years
ments are on par with ESG standards. Additionally, emerging market firms
– for the good of companies, governments and investors alike. n
have made a push towards integrated reporting that incorporates reports on
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ESG reporting is poised to become more mainstream, and due to pressure from governments and the
investment community, awareness will be higher in the coming years
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V I E W P O I N T S

‘We are committed’

For the past 11 years Corporate Governance Asia has been holding dialogue with corporates and financial institutions across the region on several issues
surrounding corporate governance. We’ve witnessed how the standard of corporate governance have evolve during those decade-long discussion - thanks to the
concerted effort right up from the board rooms down to the employees. Indeed we have achieve significant progress towards our cause to bring these standards at
par with the best international practices and we hope will continue to work together for next 10 years or even longer for the benefit of all your stakeholders and
the community. We know that we will not fail as corporate governance is always right up there at the top of the agenda of the leading Corporations in Asia.

V I E W P O I N T S
Relations by a Hong Kong Company” in the Asia Excellence Recognition Award presented by Corporate Governance Asia magazine in
2014. Melco was also selected as one of “Best Managed Companies in
Hong Kong,” as well as for “Best Corporate Governance” and “Best
Investor Relations” by Finance Asia magazine. Group Chairman and
Chief Executive Officer, In addition, Mr. Lawrence Ho was honored as
the “Best CEO” by Corporate Governance Asia, Finance Asia and Institutional Investor. All of these accolades clearly demonstrate that the
Group’s efforts in corporate governance are appreciated in the regional
business and financial communities.

CLP Holdings Ltd

Melco Group

China Telecom Corporation

HONG KONG

HONG KONG

CHINA

We operate in an industry that is highly regulated. Every aspect of
our operation from safety and technical performance to prices and
customer service is regulated because electricity is an essential commodity and affects the livelihood of individuals and the economic
well-being of Hong Kong as a whole. However, regulation alone
is no guarantee of good corporate governance and over restrictive
regulation can cause companies to over emphasize compliance with
detailed rules rather than ensuring that good corporate governance
is in place and is working effectively. Our experience at CLP shows
that effective oversight by the Board, active shareholders’ participation
and a management team that understands the importance of clear
and transparent reporting and communication with stakeholders are
equally important. All these need to work organically together and in a
balanced fashion.
Regulators tighten regulations in order to plug loopholes exposed
in crises. This can be a natural response to public concern – something has gone wrong and it needs to be fixed. Regulations, however,
need to be both effective and practical. In that sense, businesses have
a role to play in supporting regulators to get the policies right and to
formulate appropriate and practical regulations. We see ourselves as a
facilitator in that process. This is why we actively participate and make
our expertise available to all stakeholders involved in the consultation
process. We invest for the long term. Working for the general interest
of the community where we build our business, following the principles of sustainable development and making sure our activities cause
the minimal impact on environment are important goals for us. Good
corporate governance should go hand-in-hand with good corporate
social responsibility.
We have learned much about good corporate governance over the
years. One of which is the importance of good reporting. Our Annual
Report – by sharing information about our business in simple and
creative ways – is a powerful tool in making sure we are doing it right.
This is why our Annual Report is recognised worldwide for setting a
very high standard in reporting. At the same time, we arrange for our
shareholders to visit our facilities so that they understand our business
directly and they can make better use of our Annual General Meeting
to share feedback and guidance with the Board. Our Board and the
management in the meantime make sure that things are done properly
and timely so that we can go the extra mile in delivering a high standard of corporate governance. These are mostly small but nevertheless
effective steps that together can make a big difference.

Over the years, Melco Group has continued its steady progress
towards our strategic goals as indicated by the solid financial and
operational performance. It has been expanding its foothold in Asia
and Europe, including the Philippines, Russia and Spain, to realize our
vision of becoming an international leader in the gaming, leisure and
entertainment industry. While growing its business in a remarkable
speed, Melco Group prides itself in its sound corporate governance
practices and prudent financial management, earning accolades from
the business and investment communities.
The maintenance of a high standard of corporate governance
has been and remains a top priority of the Group. We are committed to promoting and maintaining the highest standard of corporate
governance, with the objectives of responsible decision making,
improvement in transparency and disclosure, respect for the rights of
shareholders and the recognition of their legitimate interests, as well as
better risk management and business performance.
The global financial crisis which started in mid-2007/2008
enveloped the world economy and led to tighter regulations on credit
policies. Through a prudent credit policy and a well-managed cash
position guided by our high standard of corporate governance, Melco
Group’s affiliate, Melco Crown Entertainment, successfully opened
City of Dreams in Macau in 2009 and was the only corporation
among its peers to so effectively overcome the economic downturn at
that particularly challenging time.
As an international financial center, Hong Kong has made every
effort to keep pace with new global regulatory benchmarks and implement appropriate regulations after the financial crisis. Melco Group
for its part, has adopted an internal Code on Corporate Governance
to not only formalize the Group’s existing corporate governance
principles and practices, but also to incorporate practices with benchmarks prescribed by the Hong Kong Stock Exchange. This measure
ultimately ensures that the Group runs a highly transparent operation
and is accountable to its shareholders. Melco Group is supervised by
eight board committees, five more than required and recommended
by the Hong Kong Stock Exchange’s Code of Corporate Governance
Practices . Besides, all of Melco Group’s transactions are presented in
its annual report, and circulars describing these transactions are issued
whenever appropriate.
Melco Group’s dedication to maintaining the highest standards of
corporate governance has been widely recognized over the years. For
the fourth year running, the Group has garnered the “Best Investor

China Telecom always strives to maintain a high level of corporate
governance and transparency to ensure healthy development of the
company and enhance corporate value. As a company dual-listed on
the Hong Kong Stock Exchange and New York Stock Exchange, we
effectively incorporate the relevant regulatory requirements into our
corporate governance practice, including those implemented in the aftermath of the global financial crisis. The Company further optimised
its internal control and integrated comprehensive risk management into
its operational practice. The sustained enhancement of the Company’s
corporate governance ensured alignment with the long term best interest of shareholders and firmly protected the interests of shareholders.
Our board of directors is composed of experts from diversified
professions such as telecommunications, finance, management and law,
leading to comprehensive and balanced viewpoints in the decisionmaking process. We attach great importance to the perfection of the
internal control system to enhance operation efficiency and effectiveness, and integration of comprehensive risk management into our operational practice. The company keeps the capital market and the public
fully informed of its operation and major development through press
announcements and regular activities such as analyst meetings, press
conferences, global investor telephone conferences, investor road-shows
and participation in various investment bank conferences.
The Company continued to strengthen the level of risk management informatisation, and solidified a standardised risk management
procedure so that risk management terminology is unified across all
levels of the Company, and the effectiveness of risk management
was improved. Following the efforts made over the past years, China
Telecom has established a comprehensive risk management system
and has gradually perfected its comprehensive risk monitoring and
prevention mechanism. In 2013, pursuant to the requirement of the
Corporate Governance Code promulgated by The Stock Exchange of
Hong Kong Limited, the Company further incorporated comprehensive risk management into its daily operation. The Company continued
to strengthen the level-oriented, category-oriented and centralised risk
management, with resources concentrated on the prevention of two
types of major potential risks, including the external environment risk
and operational risk, and has achieved satisfactory results.
The Company continuously analyses the corporate governance
development of international advanced enterprises and the investors’
desires, constantly examines and strengthens the corporate governance
measures and practice, and improves the current practices at the ap-
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propriate time; we strongly believe that by adhering to good corporate
governance principles, and improving the transparency, independence
and the establishment of the effective accountability system, we can
ensure the long-term stable development of the Company and to seek
sustainable returns for the shareholders and investors.
Our persistent efforts in corporate governance have been widely
recognised by the capital markets. We have been accredited with a
number of awards and appreciation in 2013, including “No.1 Most
Honored Company in Asia” by Institutional Investors, “No. 1 Best
Managed Company in Asia” by Finance Asia for three consecutive
years, “The Best of Asia – Icon on Corporate Governance” by Corporate Governance Asia, and also “Overall Best Managed Company in
Asia” by Euromoney five years in a row.

Pailin Chuchottaworn
President & CEO
PTT Public Company Limited
THAILAND

It is undeniable that unethical conduct in the financial institutions, particularly the London Interbank Offered Rate scandal, had partly ignited
financial crisis in the Western hemisphere in 2012. While Asia had not
been directly affected by the crisis, the awareness in moral questions had
been raised. Governments, institutions and private sectors across Asia
were enthusiastically united against such unethical conducts.
Corruption has been a long overdue problem around the globe and
the source of all unethical conducts. It is affecting everyone; stealing
health care treatments from patients; eliminating school seats and opportunities for children; and motivating related crimes and corrupted
cultures. According to the Transparency International – 2013 Corruption Perceptions Index, more than two-third of 177 countries fail to
pass 50 out of 100 score and 64% of Asia Pacific countries still fail.
New law and regulations against corruptions has recently been
enforced in many countries, for instance, the UK’s Bribery Act and the
Chinese measures against government official corruptions. In Thailand,
our private sector initiated “Collective Coalition against Corruptions”
among leading Thai business enterprises led by the Thai Institute of
Directors (IOD.) PTT Public Company Limited, as a leading Thai
listed company, had pledged in the coalition and established our PTT
and PTT Group Anti-Corruption Policy.
Under our Anti-Corruption Policy, PTT and PTT Group are intolerant to both direct and indirect corruptions in any forms. The policy
has defined the corruption; clarified roles and duties of our committees
and personnel; suggested best practice; ensured effective whistleblower
policy throughout our organization; and ensure appropriate punishment. Our corporate governance has been dramatically improved
i.e. addition of anti-bribery conducts in our Corporate Governance
Code, addition of duties of our Corporate Governance Committee
and establishment of Anti-Corruption measures. In order to ensure our
compliance to the policy, our independent assessment according to the
IOD’s Anti-Corruption standard has been completed.
PTT, as a Thai premier multinational energy company, has commitments to our stakeholders to grow sustainably with high performance on the basis of corporate governance and corporate social
responsibility. PTT and PTT Group Anti-Corruption Policy is one
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of our initiatives to ensure our foundation of transparent business;
ensure ethical conducts with our stakeholders; and “Creating Shared
Value” to our society.

Public Bank
MALAYSIA

In the wake of the global financial crisis, a wide range of reforms and
regulatory overhauls have been implemented to address the weaknesses
in the global financial system. In Malaysia, although banks are generally shielded from the direct impact of the crisis, enhanced rules have
been introduced to strengthen the regulatory and supervisory framework to safeguard banks resilience. With the increased complexity and
evolving business landscape, banks are required to dedicate additional
resources and be much more vigilant in running their banking business.
Amidst the evolving regulatory landscape, the Public Bank Group’s
business strategies of organic growth remain unchanged. Building on
its strong fundamentals, Public Bank is well-positioned to comply with
the increased regulatory oversights. Good corporate governance, sound
risk management and maintaining a strong balance sheet have always
been the practices of the Bank. Public Bank remains steadfast in its
commitment to compliance and believes that strong compliance will
form a solid foundation for business growth. This is shown in the Bank’s
proactive stand on its readiness for the implementation of the Basel III
requirements. The Bank will also continue to focus on efficiency for
competitive advantage, and ensure that the Bank’s operating model and
business architecture are optimised. Also, the Bank will further explore
opportunities for responsible innovation in the offering of quality banking products and services. Going forward, Public Bank will continue to
proactively manage its balance sheet and maintain maximum financial
flexibility to optimise shareholder value while complying with the new
regulations.
Upholding a strong corporate governance culture is a key priority of the Public Bank Group to ensure compliance to the tighter
regulatory environment. The Bank continues to enhance its strong
governance framework to manage business and regulatory changes
effectively, giving the Bank a vast competitive edge in managing growth
in the more complex operating environment. The Bank’s reinforcement
of its commitment to conform to the evolving regulatory environment
will continue to stand stakeholders in good stead going forward. Furthermore, Public Bank has always focused on long-term trend and will
continue to strive to go beyond compliance to further strengthen the
strong governance culture embedded in the Bank.

China Resources Enterprise, Ltd
CHINA

Corporate governance is one of the main factors in enhancing internal
management and enabling communications with every stakeholder
group. The tightening regulation across the board is believed to further
strengthen business development and sustainability of the corporations.
Adopting a high standard of corporate governance also empowers the
companies with improved competitiveness, financial performance and
sustainable development.
China Resources Enterprise, Limited (“CRE”) firmly believes

that good and solid corporate governance is essential to the successful
growth of the company and the enhancement of shareholder value.
CRE’s esteemed reputation in corporate governance further enhances
its competitiveness and put it in a better position to embrace new opportunities.
In May 2014, CRE successfully completed the formation of
a 80-20 joint venture with Tesco PLC engaging in the business of
multi-category retailing in China. It is a compelling combination of
local expertise and international best practices. The joint venture aims
to become the leading multi-format retailer in Greater China, and
targets faster growth and enhances profitability. Not only forming joint
ventures with Tesco PLC, CRE also established alliances with respectable international partners, like SABMiller PLC and Kirin Holdings
Company, Limited in different business units. It allows CRE to learn
and attain a high level of corporate governance through the partners to
its stakeholders.
Since 2002, CRE has been voluntarily disclosing quarterly financial
information and operational review, making it as one of the pioneers
among Hong Kong listed companies. CRE has always been committed to ensuring transparent and timely information disclosure with the
investment community and stakeholders.
Internal control and risk management are the integral part of
corporate governance. CRE’s Board of Directors treasures a lot on such
areas, particularly following the financial crisis. CRE has centralized the
Internal Audit and Supervision Department at its four business units,
namely retail, beer, food and beverage, into the head office, with more
independent views on auditing the businesses. The Internal Audit and
Supervision Department has been expanded to around 130 specialists
in 2013 to perform relevant functions. CRE adopts a control framework
consistent with the frameworks recommended by the Committee of
Sponsoring Organisations of the Treadway Commission in the United
States and the Hong Kong Institute of Certified Public Accountants as
the standard in establishing risk management and control systems.
Looking ahead, CRE will continue to be committed to maintaining high standards of corporate governance emphasizing on a quality
board, accountability to all stakeholders, open communication and fair
disclosure.

Esprit Holdings Ltd
HONG KONG

Esprit is committed to achieving high standards of corporate governance. The Esprit Corporate Governance Code was adopted by the
board of directors of the Company (the “Board”), long before the
global financial crisis, aiming at providing greater transparency, quality
of disclosure as well as more effective risk and internal control. Our
commitment to excel in corporate governance is manifested in four
major areas, namely, through our ownership structure, ensuring board
independence and effectiveness, maximum transparency and disclosure, audit, control and risk management.
Ownership structure - The Company is publicly owned with no
controlling shareholder present. This ownership structure minimizes
any conflicts of interest.
Board independence and effectiveness - The Board’s primary role is
to protect and enhance long-term shareholders’ value. The majority of
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the Board consists of Independent Non-executive Directors, with not
more than one-third being Executive Directors. The Board oversees the
overall management of the Company, including oversight of the Company’s operations, whilst allowing management substantial autonomy to
run and develop the business.
Transparency and disclosure - Esprit is committed to a timely
disclosure of information. Aside from annual and interim reports,
since 2009, Esprit has voluntarily commenced releasing quarterly sales
update to further increase the transparency of the Company. The
Company has adopted a shareholders communication policy to allow
shareholders and the investment community to engage actively with the
Company; and to ensure that shareholders and the investment community are provided with ready, equal and timely access to information
about the Company in order to enable shareholders to exercise their
rights in an informed manner.
Audit, control and risk management - A sound internal control
system minimizes the Company’s risk exposure while facilitating the effectiveness and efficiency of its operations. The system is independently
reviewed on an on-going basis so that practical and effective control
systems are implemented.
In addition to its investors, the Company is concerned about other
stakeholders and for years has factored in corporate social responsibility into every business decision in aiming to provide more clarity on the
Company’s corporate social responsibility efforts. We believe our commitment in high standard corporate governance practices will translate
into long-term value and ultimately maximizing returns to shareholders.

Mr Philip N. L. Chen
Managing Director
Hang Lung Properties Limited
HONG KONG

Effective corporate governance requires not only compliance with
legislative and regulatory requirements, but commands a broader scope
to cover the relationships among the many stakeholders involved and the
goals for which a corporation is governed. It must evolve and adapt to fit
an ever-changing business environment and society’s increasing expectations. In a nutshell, good corporate governance is the key to sustainability.
At Hang Lung, we believe that measuring up to our own meticulous standard is the best way to ensure We Do It Right. Good corporate
governance continues to be the foundation of the Company’s success
and central to our commitment to sustainable development. Since
Hang Lung’s founding more than half a decade ago, we have pursued
practices, procedures and policies that serve the best interests of our
principal stakeholders, namely shareholders, staff, customers and the
community. As a growing company, we set ourselves high standards of
corporate governance, which goes beyond regulatory requirements.
The core of a strong and honest governance structure is an effective and qualified Board of Directors. Hang Lung enjoys the benefits of
a proactive Board that is committed to maintaining a high standard of
corporate governance. Sound internal controls and effective risk management are in place to enhance transparency, accountability, integrity
and honesty.
Equally, Hang Lung values the importance of stakeholder
engagement. We frequently engage with tenants, contractors, suppli-

ers, employees, investors and communities in our operation. Industry
engagement occurs regularly.
A sustainability management structure is also in place to help drive
the development and implementation of sustainability initiatives. Under the structure, the Sustainability Steering Committee, which reports
to the Managing Director, oversees the alignment of our goals and
vision across the Company.
Hang Lung is committed to maintaining a high standard of corporate governance to earn the confidence of our stakeholders as a whole.
We Do It Right, and this will be an added competitive advantage for us
to excel in the marketplace.

Andrew L. Tan
Chairman and CEO
Megaworld Corporation
PHILIPPINES

We at Megaworld have always recognized the value of corporate
governance because it demands accountability, which is core to the success of our business and the trust that we foster with the public. While
companies in the Philippines have fortunately weathered the aftereffects
of the global financial crisis, we are cognizant that the implementation
of tighter regulations across the board solidifies the culture of accountability within organizations. This is a good thing.
Every company should not only do well but also do good, and this
includes taking responsibility for its actions and decisions.
Megaworld continuously aims to raise its standards for corporate
governance. We strive to look after the interests of our shareholders, and consider the sentiments of our minority shareholders. We
acknowledge our obligations to our customers, the community and our
employees. We are transparent in disclosing information about the
company. We have also been more vigilant in implementing a code
of ethics for the board, senior management, as well as our employees,
especially in dealing with external clients such as suppliers, contractors
and business partners.
This 2014, we made some revisions to our Manual on Corporate
Governance, which was first issued in 2002, and subsequently revised in
2010. These recent revisions are part of Megaworld’s efforts to adopt
global corporate governance standards.
Financial prudence, honesty and integrity in the workplace and a
culture of hard work—these have always marked how we do business at Megaworld. They have guided our growth and expansion as a
company, and they will continue to drive our undertakings as a property developer. As corporate governance becomes even more vital to
organizations and stakeholders, we welcome the opportunity to become
more efficient as an enterprise and to strengthen our good reputation
among investors and clients.

ICBC
CHINA

全球金融危机之后，面对银行监管日趋严格、全球经济格局和金融体
系发生深刻复杂变化的新形势、新变化，在董事会的带领下，工商银
行通过加快经营转型，将资本占用少、附加值高、客户需求大的金融
资产服务业务作为战略转型重点，促进由资产持有大行向资产管理大
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行的转变，初步形成了资本节约型的发展方式和多元可持续的盈利增
长格局。坚持审慎的风险管理原则，主动适应监管新要求，以入选全
球系统重要性银行和实施资本管理高级方法为契机，进一步强化资本
和风险管理，制定“恢复与处置计划”(RRP)并经我行8月份董事会会
议审议通过。进一步完善风险管理架构、流程和制度，加强对子公司
的监督，完善风险并表管理，确保对跨市场、跨领域风险的有效隔离
和控制，不断提高集团的全面风险管理水平。
事实上，作为全球最大的商业银行，自上市以来，中国银监会一
直密切关注和坚持派员参加工商银行每一次董事会会议和股东大会会
议，了解相关决策的审议形成和执行情况。工商银行已于2012年、2013
年分别被列入SIFIs和G-SIFIs,国内和国际监管当局对我们提出了更加严
格的监管要求，包括附加资本要求，提高信息披露标准，要求建立业
务恢复计划和处置计划等。这些都将进一步促进工商银行加强集团公
司治理，科学定位发展战略，构建清晰的集团架构和业务条线并定期
审视和调整恢复计划和处置计划，加强全面风险管理，制定更加稳健
的风险偏好，加强信息技术建设，提高数据整合能力，提高信息披露
水平等。
不断完善公司治理是工商银行提高核心竞争力的基础工程，董事会
将持续加强公司治理建设，为工商银行的基业长青保驾护航。

Meralco
PHILIPPINES

Governance regulations, policies and practices are mechanisms
calculated by organizations, especially publicly listed companies, to
ensure transparency of transactions, to exercise control of operations and to uphold the right of shareholders and stakeholders to a
competitive return on their investments.
As the country’s largest power distribution utility that caters
to the power requirement of its more than 5 million customers in
its franchise area, Manila Electric Company (Meralco) has been at
the forefront in promoting good governance regulations, policies
and practices within its organization in its dealings with private and
public stakeholders. The structure, functions, policies and programs
of the Company are in accordance with the stringent laws and policies enforced by the regulatory agencies such as, the Securities and
Exchange Commission (SEC), the Philippine Stock Exchange (PSE),
the Philippine Dealing and Exchange Corporation (PDEx), the Department of Energy (DOE) and the Energy Regulatory Commission
(ERC). Policies and implementing rules on Corporate Governance,
Code of Ethics, Whistleblowing, Conflict of Interest, Related Party
Transactions and Management Control, are in place to set out the
duties and responsibilities of the Board, Management and Employees in safeguarding the rights of the shareholders and stakeholders.
Ethical business transactions pave the way towards gain and
maintenance of investor and stakeholder confidence. With this come
influx of investments and yield efficiency, expansion and growth of
business operations. The ultimate gains redound to the investors,
stakeholders and the communities where the business operates.
The year 2013 was one of Meralco’s strongest years so far. The
Company’s consolidated revenues experienced a healthy growth of
5% at PHP298.6 billion from the previous year’s figure of PHP285.3
billion. This is attributed to the 4% increase in consolidated sales
volume brought about by the 3% growth in the number of customers. The Company also had its Standard & Poor’s (S&P) credit rating

upgraded to BB with stable outlook within just six months of the previous. Moving forward, the Company strives to continue improving
its service and performance.
Governance regulations and practices level the playing field,
by measuring companies according to real merit and guaranteeing
rightful returns to investment. These efforts bring about significant
and sustainable results when they are pursued in consonance by the
private and the public sector alike. Multiplying this practice among
all Philippine corporates and public organizations will lead to high
investment and credit rating for the country, a catapult to prospects
of progress and growth.

Bank of Ayudhya
THAILAND

The global financial crisis brought about the second wave of sweeping reforms in regulation
The global financial crisis brought about the second wave of
sweeping reforms in regulations and standards for corporate governance in Thailand. The first wave of reform, in particular in the
Thai financial sector, was in the aftermath of the Asian Financial
Crisis in 1997.
What is unique about this second round of enhanced
regulations were the underlying motivations. Today, the financial
safety and soundness of global financial institutions are considered as a necessary public good more than ever, which can only be
safeguarded under a broad network of commonly accepted and
observed prudential regulations, standards and practices.
Bank of Ayudhya is among the leading listed companies in
Thailand in our efforts to deliver significantly beyond the baseline
regulatory and compliance requirements in regard to good corporate governance. In the pursuit of our business goals, our key
stakeholders, be they shareholders, depositors, borrowers, business
partners, employees or society at large, can be assured that their
interests are well protected through our strong focus on the adoption
of best practices in corporate governance.
Within our organization, CG philosophies and practices
are embedded starting at the policy level and then flow all the
way through our operating procedures to our customer-facing
interactions. Correspondingly, Bank of Ayudhya has identified
‘integrity’ as one of our core values to which all employees must
adhere. We actively promote fair and professional conduct. Our
goal is to inspire trust and work with transparency, legalism, and
strong business ethics.
These embedded principles and practices also mirror those
of our strategic shareholder, Mitsubishi UFJ Financial Group, Inc.
(MUFG), who considers the establishment and operation of an appropriate corporate governance framework to be an area of critical
management focus.
In summary, we recognize that commitment to good governance best practices, which go beyond just regulatory and compliance requirements, not only fosters greater confidence and trust for
our key stakeholders, but also helps to enhance our competitiveness
in a sustainable manner.
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Fortune REIT
HONG KONG

We are pleased to garner the “10th Corporate Governance Asia Recognition Awards – THE BEST OF ASIA,” which serves as testimony
to our continuous progress in corporate management and governance
over the past 11 years.
Fortune REIT, the first and the only REIT to hold primary listings
on Stock Exchanges in both Hong Kong and Singapore, complies with
the stricter of the regulatory rules in the two jurisdictions. Thus, Fortune REIT has gone above and beyond compliance requirements that a
listing company is typically subject to.
The Board, comprising ten members, eight of which are NonExecutive Directors of which three are Independent Non-Executive
Directors, has ensured that Fortune REIT abides by all applicable
principles and regulations by following a rigorous system of internal
controls and risk management procedures. Thanks to the highly transparent and effective management and the careful scrutiny of the Independent Non-Executive Directors, significant business growth has been
achieved while safeguarding the interest of the minority Unitholders.
With the increasing concern and attention from both the investment community and regulators on corporate governance and business
sustainability, companies are generally facing bigger challenges in
strengthening their internal control system up to the new standards. In
keeping up with the new regulations, for example, The New Companies Ordinance that became effective since March 2014, Fortune REIT
has been constantly reviewing its internal control and risk management
procedures regularly to ensure compliance with all the new regulations.
Guided by the ‘REIT’ spirit of Respect, Excellence, Integrity and
Transparency, the Board resolves to continue adhering to the highest standards of corporate governance, business ethics, and corporate
social responsibility, thus ensuring solid leadership is in place for creating long-term returns for its stakeholders. In addition to profit making,
Fortune REIT has also devoted balanced efforts to address the interest
of all of its stakeholders.
Considerable efforts have been made towards engaging Unitholders, tenants, shoppers, community and staff. With a refreshed asset
brand and 17 retail properties throughout Hong Kong. Fortune REIT
is committed to making a positive and lasting impact on society through
active partnership with the community.
Motivated by the recognition of this award, the Board will continue
to strive for Fortune REIT to deliver the best ideas and further expand
the business in a sustained, stable and transparent fashion.

Manuel V. Pangilinan
Managing Director and CEO
First Pacific Limited
HONG KONG

“We like to think at First Pacific that we are well ahead of the game.
We are one of the largest foreign investors in the markets of emerging Asia and it is well known that corruption levels are higher in these
jurisdictions than in more mature financial markets. We are listed in
Hong Kong, one of the most advanced economies in the world, and we
benefit from Hong Kong’s transparent and investor-friendly listing rules

and its strong rule of law. We benefit also from the Hong Kong dollar,
which has been closely tied to the U.S. dollar for nearly 30 years; currency risk when buying our shares is vanishingly small for dollar-based
investors and negligible for others.
Given where we are listed and where we are investing, we have
a natural advantage over rivals who are listed in First Pacific’s target
markets. These markets must struggle with greater FX volatility, shorter
trading days, lower liquidity and shorter histories of investor rights protections. All other factors begin equal, many equity investors will choose
to go with First Pacific’s advantages in the confidence that our three
decades of experience in these markets will reduce the risk of investing
in these jurisdictions.
That said, all these advantages that First Pacific’s strong corporate
governance gives us will disappear if the playing field gets tilted against
you, and that is one of the greater risks when investing in an emerging
market. Emerging markets are more likely than more mature markets
to confront investors with arbitrary regulatory regimes which can
change at the whim of a politician or a judge. We have seen time and
again that a regulator can face significant pressure from the regime in
power when there’s a perceived need to cultivate popular opinion. As a
result of this we have seen a freeze in mandated inflation adjustments
in toll fees and other tariffs. This hurts the investment climate, it holds
back vitally needed investments and in the long run sees an economy
fall further behind its more business-friendly rivals.
Given our deep culture of strong corporate governance at First
Pacific, we are always happy to see better and smarter regulations being
imposed because we are better able to adapt than rivals are, and we are
often already ahead of the curve. Of course, no regulatory regimes are
static and we see that the HKSE is moving towards stronger corporate
governance requirements. In our preparations for these upcoming
changes, we are finding that our Group is well prepared. This will give
us an advantage going forward.”

Anta Sports Products Ltd
CHINA

At ANTA Sports, we recognise the value and importance of meeting
high corporate governance standards to enhance corporate performance, transparency and accountability, and to earn the confidence
of shareholders and the public – especially at times of adversity. We
understand that effective communication with shareholders and investment community and fair information disclosure not only give us credibility, but also facilitate the flow of constructive feedback and ideas that
support our future development.
We believe that the change in regulation across the board, due to
the global financial crisis, has in fact been an opportunity for enterprises around the world to review their standard of corporate governance,
to strengthen our business development.
In view of that, we have adopted sound corporate governance
practices to meet the legal and commercial standards, and we conduct
regular reviews of our corporate governance practices in response to
changing trends and to ensure full compliance with the Listing Rules to
disseminate information to our investors and to the public in a timely,
fair and transparent manner. Our board of directors continues to take
responsibility in overseeing all major matters of the Company, includ-
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ing the formulation and approval of all policy matters, overall strategies, internal control and risk management systems, and monitoring
of the performance of the senior management. The Directors make
decisions objectively in the interests of the Company.
To enhance transparency and level of disclosure, we strive to
enhance our investor relations and communications work by publishing
annual/interim reports and announcements on both HKEx and the
Company’s IR websites. We also organize investor/analyst briefings
and meetings, press conferences and company visits, attend investor
conferences and participated in non-deal roadshows to update our
investors and the public on the Company’s financial information and
business development. Our Board delegates and senior management
are actively involved in these activities and attended AGM to address
concerns and enquiries directly. In view of the popularity of mobile
marketing, we have launched a mobile version of our investor relations
website (http://m.ir.anta.com) to enhance the accessibility of information for our mobile readers.
On an operational level, we engage in even more frequent communication with our suppliers, distributors, business partners and
stakeholders to share with them our standards and requirements. We
communicate with our distributors and retailers and offer them timely
support, share retail analyses and market insights with them. Further,
we actively share with our suppliers best practices on enhancing their
management, operations and quality controls.
Meanwhile, the Company continuously updates the Board of Directors on the latest developments regarding the Listing Rules and other applicable regulatory requirements so as to ensure compliance and enhance
their awareness of good corporate governance practices. We will continue to be committed to the highest standards of corporate governance
principles that emphasize effective internal control, stringent disclosure
practices and transparency and accountability to all stakeholders.

Aireen Omar
CEO
AirAsia Berhad
MALAYSIA

The company has always had tight regulatory framework across the
whole organization. All regulations are reviewed monthly by our audit
committee and internal audit as they act as a safeguard against any
crisis that may occur. Aireen Omar, Chief Executive Officer of AirAsia
Berhad says, “We are a listed company and we have due responsibilities
to our stakeholders to ensure all our processes are transparent. As I sit
on the Audit Committee, we actively oversee the conduct and direct the
management of the business and affairs of AirAsia towards enhancing business prosperity and corporate accountability with the ultimate
objective of realizing long term shareholder value and safeguarding the
interests of stakeholders”.

Ambank Group
MALAYSIA

The new as well as enhanced regulations have encouraged us to
significantly elevate our corporate governance standards. These
requirements will raise the level of sophistication in governance

practices and strengthen Board oversight of strategies and execution
plans. It is also to be noted that these requirements have added substantively to the cost of doing business. Notwithstanding such added
costs, AmBank Group has continued to deliver increase in stakeholders’ value over the last 5 years.
At AmBank Group, we have invested in projects to strengthen
our risk disciplines and governance over the last 5 years, and these
initiatives have supported better commercial decision making as well as
improved products disclosures/ service transparency to our customers.
We are continuing to strengthen our corporate governance, controls
and culture. Compliance is now embedded and tracked within the
performance measures of the senior management team, while its
importance is communicated to all staff through training and internal
communications. We will continue to adopt and uphold good corporate governance practices as we believe this is critical to delivering long
term sustainable value to all stakeholders.

Mr. Vichien Usanachote
President
Bangchak Petroleum Public Company Ltd
THAILAND

It is undeniable that the new regulations are impacting on businesses.
Nowadays, we can see that good corporate governance (CG) is taken
into account by more investors when making their investment decisions.
Therefore, listed companies like Bangchak wishing to attract long term
investors must be prepared and pay attention to these regulations. In
the case of Thailand, good corporate governance (CG) is being promoted and developed on a continuous basis as a result of a proactive
push and drive by the regulatory agencies, namely the Stock Exchange
of Thailand (SET) and the Securities and Exchange Commission
(SEC). There are five categories in the Principles of Good Corporate
Governance for Listed Companies, the responsibilities of the board is
one of such categories. Playing an important role in CG for the best
interests of the company, the board of directors serves as a fulcrum balancing the ownership rights enjoyed by shareholders with the discretion
granted to managers to run the business. In addition, the board is also
required to balance the different interests and classes of shareholders,
and others. Especially independent board members should review and
oversee decisions on matters likely to involve conflicts of interest. In this
regard, the board should exercise strategic guidance of the company, effective monitoring of management and be accountable to the company.
CG is considered as an essential characteristic of listed companies.
In supporting CG, SET also promoted the CG of listed companies in
accordance with ASEAN CG Scorecard criteria. Although having good
CG means that the company has efficient, transparent, and auditable
management systems that create trust and confidence amongst all
stakeholders, strict criteria may be impractical or become a burden on
businesses. For example, the proportion of directors by gender varies
with businesses; as a result, gender diversity in the board will be hardly
practicable for some business natures. Also the notification of at least
one day before dealing in the company shares is not only impractical
for directors but also difficult to perform in general.
Consequently, these new regulations will be useful in our journey to
enhance our CG standards, if they can be applied to all types of busi-
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nesses and not put any burden on our normal business operation.

BOC Hong Kong Holdings Ltd
HONG KONG

In 2013, the Company was awarded “Asia’s Outstanding Company”
which was organised by Corporate Governance Asia Magazine with
an aim to recognise those companies with excellent and outstanding
achievement in upholding aspects of shareholders’ rights, information
disclosure and board function. This was the second consecutive year for
the Company to be granted with such recognised awards.
Furthermore, the Company was also awarded Platinum Winner of
Excellence in Management and Corporate Governance Awards 2013
by The Asset. The Company will continue to maintain sound corporate
governance standards and procedures to ensure the completeness,
transparency and quality of our information disclosure.
The Company recognises the importance of high standards of
corporate governance and maintains an effective corporate governance
framework which delivers long-term success of the Group. The Company is also strongly committed to embracing and enhancing sound
corporate governance principles and practices. The established and
well-structured corporate governance framework directs and regulates
the business ethical conduct of the Company, thereby protects and
upholds the value of shareholders and stakeholders as a whole in a
sustainable manner.

China Communications Services
Corporation Limited
CHINA

China Communications Services Corporation Limited (the “Company”) is listed on The Stock Exchange of Hong Kong Limited, and
subject to all the applicable rules in enhancing corporate governance,
in particular for the substantial rules changes made in 2012 after the
global financial crisis. In response to those changes, our Company is
continually striving to further strengthen its internal control and risk
management procedures in order to improve its corporate governance
standards and transparency, and we believe that a sound corporate
governance structure and procedures will assist the Company in
making sound business decisions and safeguarding our investments,
thereby contributing to enterprise value enhancement as a whole. New
disclosure requirements also encourage our Company to increase its
transparency by making timely disclosure on important changes in our
business developments, so that investors would be able to better appraise our Company.
Risk management and internal control are an important integrated
part of corporate governance, and our Company has a robust internal
control system and risk management system which conform to COSO
standard. With such a system in place, our Company would be able to
ensure efficient and effective use of resources in achieving its business
objectives, safeguard the Company’s assets and ensure compliance of
our operating activities with the relevant laws and regulations, etc.
In regard to risk management and internal control, our Company
has been undertaking various measures in our journey to enhance our
corporate governance standards, including reinforcing internal audit in

operation and management activities to identify and fix the loopholes in management, conducting special audit and inspection on key
business activities and issuing relevant policies to enhance risk control
and promote healthy development of those key businesses activities,
strengthening internal control assessment by organizing subsidiaries
of various levels to carry out an assessment on the effectiveness of the
design and implementation of internal control system, and persistently
advancing construction on internal control information management
system by utilizing integrated accounting system and contract management system to reinforce project control and enhance the profitability
and delivery capability of project.
We believe that all the above measures and the on-going enhancement in our corporate governance standards would be important to
minimizing risks exposure and enhancing shareholder value.

Hong Qi

Chairman of the Board and Executive Director
China Minsheng Banking Corporation
CHINA

The China Banking Regulatory Commission began to implement the
Capital Rules for Commercial Banks (Provisional) on 1 January 2013,
marking the localization of Basel III in China. By actively implementing Basel III and establishing a comprehensive risk management
system, China Minsheng Banking Corp., Ltd. managed to enhance its
risk management capability, support business development and strategic
restructuring, and strengthen its core competitiveness. China Minsheng
Bank has always been committed to establishing a transparent and
efficient corporate governance structure and enhancing its corporate
governance standards through ceaseless refining of its systems and a
variety of innovative measures. The Company formulated the Policy
of Board Diversity in August 2013. Having a professional, independent
and diversified Board ensures that the Board’s decisions are made in
a rational manner and help to enhance operational performance and
promote sustainable development of the Company. With the aim of
implementing the instructions of the Board of Directors on the development and enhancement of corporate governance, China Minsheng
Bank launched a project to standardize and streamline its operating
procedures relating to corporate governance. A manual on standardized corporate governance procedures was formulated, clearly depicting the respective responsibilities and functions of the Shareholders’
General Meeting, the Board of Directors, the Supervisory Board and
the senior management. The project transformed complex corporate
governance theories into concrete and simplified measures, which
significantly enhanced the corporate governance level of the Company.
In addition, by formulating the Risk Management Guidelines of the
Board of Directors in 2014, the Board effectively defined its risk preference and risk management principles, along with various objectives and
responsibilities of risk management. Through regular risk assessments,
research and studies on different types of risks, the Board continued to
strengthen its risk supervision and decision making on risks and has laid
a solid foundation for the Company’s corporate governance system.
To further strengthen its corporate governance system, China Minsheng Bank seeks to make timely refinements to the relevant internal
rules and measures in accordance to domestic and overseas regulatory
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requirements. The Board of Directors and Supervisory Board ceaselessly strengthen the implementation and the enforcement of these
rules and regulations in order to continually promote the corporate
governance level of the Company.

China Overseas Land & Investment Ltd
CHINA

China Overseas Land & Investment Ltd and its Board of Directors firmly believe that their prime duty is to protect and best utilize
resources in the Company to enhance value for shareholders. A high
standard of corporate governance is the key to improving corporate
profit and facilitating sustainable development. Thus the Company, no
matter in whatever economic and market conditions, has always been
dedicated to pushing forward and improving governance standards
in three levels. Firstly, the Company ensures compliance with respective laws, regulations and the highest standard of ethics. Secondly, the
Board continues to strengthen systematic mechanisms to ensure that all
decisions are in the interests of shareholders, as well as the community.
Lastly, the Company enhances its core competitiveness and stakeholders’ value under the principles of corporate governance. Our Board of
Directors believes that such are essential for efficient operation of the
business of China Overseas Land & Investment Ltd. and the safeguard
of its assets and shareholders’ interests.
In line with the best corporate governance practice, the Company
has established an Audit Committee, a Remuneration Committee and
a Nomination Committee. The Board of Directors and all subordinate
committees evaluate and monitor their respective effectiveness on a
regular basis in accordance with their terms of reference.
In the past years, the Company has done its best to promote corporate transparency, to enhance the independence of the Company’s operations, to establish an effective accountability system, and to improve
the Company’s internal control and risk management.

Kannikar Chalitaporn
President
Siam Commercial Bank PCL.
THAILAND

“Most, if not all, the new regulations introduced following the global
financial crisis were, in my view, required to safeguard the future stability of the global financial systems and, more broadly, our economic
system. In the main, these regulations have led to enhancing the quality,
consistency, and transparency of the capital base of a bank and, at
the same time, significantly extended the risk coverage under the new
capital framework. Further, evolving regulations will include enhanced
considerations of maximum leverage levels, minimum liquidity levels
and the use of counter cyclical capital buffers.
Taken as a whole, I believe that these new regulations have helped
banks to better identify, assess, analyze, measure and monitor the level
of risk from different segments of our business and facilitate the task of
setting appropriate risk appetite. Concurrently, these regulations have
led to the establishment of an enterprise-wide risk management system
and supportive business culture. While there have been the inevitable
hurdles encountered in implementation, on balance, the impact on our

business has been both positive, and resulted in the elevation of risk, so
to speak, to the center stage of the Bank – where it rightfully belongs!
It is important to appreciate that the quest for enhancing corporate
governance in banking commenced well before the global financial
crisis. In 1999, the Basel Committee for Banking Supervision (“BCBS”)
published its initial guidance on corporate governance, followed in
2006 with detailed guidance on the principles that underpin corporate
governance in the banking industry. These principles addressed the
need for more capable directors who had a clear understanding of their
role and who maintained effective oversight of, among others, the strategy, risk levels, system of internal control, and compensation practices.
Ensuing from the failures of governance in the wake of the financial crisis, both the BCBS and our local regulators, while reaffirming
the soundness of the original principles have reemphasized the need
for a much stronger focus on the board of directors oversight of senior
management, the adequacy and independence of risk management
and systems of internal control, and the adoption of more manageable
organizational structures and transaction flows.
As a result of this new emphasis, we have significantly enhanced
our corporate governance practices at SCB and it is likely that we will
continue doing so in the years to come.”

CNOOC Limited
CHINA

Adopting the highest standards of corporate governance, the
CNOOC way .
In the wake of the global financial crisis, the importance of
qualified board oversight and robust risk management with reference
to widely accepted regulatory standards are recognized as keys to
enhancing corporate governance. CNOOC Limited (“the Company”),
which is committed to upholding the highest standards of corporate
governance and risk management, has been operating in compliance
with the “Sarbanes-Oxley Act” promulgated by the US Congress and
the “Code on Corporate Governance Practices” issued by the Stock
Exchange of Hong Kong. It has established the internal control system
by adopting COSO-ERM framework, and regularly reviewed and
adopted the Code of Ethics for Directors and Senior Officers to ensure
that all decisions are made on the principles of trust and fairness and
in an open and transparent manner so as to protect the interests of all
shareholders.
Reinforcing code of ethics. CNOOC Limited established a Code
of Ethics soon after the organization came into being in 2003. The
Company started to review the Code every year since 2009, and continues to revise it according to the latest governance requirements.
All senior management members and directors are required to
familiarize themselves with, and follow the Code of Ethics to ensure
that the Company’s operations are honest and legal. Any violation of
the Code of Ethics will be penalized, and serious breaches will result
in dismissal.
Bringing risk under control. To further enhance the professionalism of the Company’s management in making scientific decisions
when coping with significant risks, the Company splits the duties of
the original investment and risk management committee between the
investment decision committee and the risk management committee.
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The investment decision committee’s duties include introducing oil
and gas experts to the team in order to enhance decision making in all
major investment projects through a voting system. Directly managed
by the Chief Executive Officer of the Company, the risk management
committee is responsible for the organization and implementation of
the Company’s overall risk management. Pursuant to the Company’s
corporate strategy, the risk management committee is responsible for
setting goals in overall risk management. It performs evaluations and
assessments on the risks entailed in major decisions, major events and
important aspects of business progress before approving solutions to reducing such risks. The committee also submits corporate risk management reports to the Board on a regular basis.
The Company has been and will always be upholding high
standards, in good times or bad, in business ethics and operational
transparency and maintain a good corporate governance for its various
stakeholders.

Fosun International Ltd
CHINA

Contrary to conventional views, Fosun sees China’s economy is settling
around its new growth potential. China’s response to the global financial crisis in 2008 was not an across-the-board tightening of regulations,
but the launch of an RMB4 trillion stimulus package that had helped
reflate the country’s economy against a backdrop of slowdown or
recession in most regions around the world. And the results have been
a phenomenal success. In fact, China has been the only region of comparable size in terms of the scale of its economy that fueled the world’s
recovery with its growth momentum after 2008.
It was also during these years that China saw its economy undergo
a structural rebalancing, thanks to the Central Government’s initiative
to develop domestic consumption into one of the major growth drivers.
For Fosun, this rebalancing, together with the changes in regulations enacted by the Central and regional governments to facilitate the
shift, was more than tightening of financial regulations as seen in other
countries seeking to contain speculations. This was a landmark shift in
the main economic growth driver of China’s economy that will bring
about opportunities for business development for private enterprises like
Fosun. This was where Fosun started to focus its efforts on investments
related to consumption upgrades and lifestyles of the growing middle
class in China.
Fosun believes the new growth landscape has given rise to the new
model of economic development in China open the door for more opportunities for private enterprises like Fosun, and in a more disciplined
way. The age of massive capital and labor input to support an extensive
growth model featured in the earlier stage of economic reform in China has started to be replaced by more intelligent picking of sectors and
refined development by enterprises with rich investment and industrial
operation expertise like Fosun. This will lead to sustainable growth, in a
more disciplined, well-governed and resources-conscious fashion.
This changing growth landscape also has an impact on the corporate governance of Fosun as a participating enterprise. Given the
Central Government’s goal to achieve more sustainable growth and
development for the country’s economy in the coming decades, it also
requires enterprises to proceed with development projects with higher

standards of governance, ensuring better accountability to stakeholders involved including customers, contractors, local governments,
shareholders and the community as a whole. Enterprises which failed
to uphold the required high governance standards will not be allowed
to participate in the projects. These more stringent requirements have
helped Fosun enhance our own corporate governance standards during
our journey of participating in the projects.

Lopez Holdings Corporation
PHILIPPINES

Lopez Holdings Corporation has always endeavored to practice transparency, fairness and accountability in dealing with its stakeholders. As
a publicly listed company since 1993, it has always been subjected to
stringent disclosure and continuing listing requirements. Even so, the
company experienced a period of enormous tumult following the Asian
financial contagion in the late 1990s, the effects of which were only
fully untangled a decade later. New regulations highlight the need for
the company to continue to stand firm by principles which redound to
the long-term mutual benefit of the company and its stakeholders.
The advent of the ASEAN Corporate Governance Scorecard
shows that the company can still make improvements on the way its
board governs the corporation. Governance is a collegial responsibility
of the members of the board of directors, duly elected by shareholders. As CEO, my role is to take the board’s vision and transform it into
an effective strategy to compete in an increasingly complex business
environment. As standards of governance evolve, I believe that the
company’s established principles and practices are capable of moving
with the times. They are essential in meeting its targets as a parent to
conglomerates that are leaders in their chosen industries.

Hans B, Sicat

President and CEO
Philippine Stock Exchange
PHILIPPINES

The Philippine SEC has recently issued a number of regulations that,
while difficult for listed companies to comply with, assure greater transparency in the Philippine market. One of the new regulatory reports
is the Annual Corporate Governance Report (ACGR), a detailed and
comprehensive annual disclosure that reports on a company’s corporate
governance policies, practices, programs and activities, all in one document. Because it is detailed and comprehensive, and companies were
mandated to post them in their websites, the ACGR has been credited
by the Asian Development Bank in its 2013-2014 ASEAN Country
Report for improving the scores of Philippine listed companies in the
ASEAN Corporate Governance Scorecard. The report has also been
cited by the Asian Corporate Governance Association in its ACGACLSA CG Watch 2014 as an important and positive development in
the public enforcement of transparency and disclosure in the Philippine
market. The PSE itself, as a listed company, was among the first to post
its ACGR in its corporate website for easier access by the investing public, helping the Exchange garner a Top 50 ranking among Philippine
listed companies in the 2013 ASEAN CG Scorecard.
Another new regulation to enhance transparency and disclosure
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among listed companies is the website template imposed by the SEC.
Admittedly, it may require some resources to implement for some companies, but, ultimately, it would provide for a more comprehensive and
standardized format for corporate websites, particularly in highlighting
a company’s corporate governance system. The PSE, striving to be a
corporate role model, has already restructured its website to make it
friendlier both to investors and to ASEAN peer reviewers.
The PSE itself, as a front-line regulator, has in the past few years
implemented more stringent measures in carrying out its role of ensuring a fair, efficient and transparent market based on compliance and
good corporate governance. To boost market liquidity, for example, the
Exchange reinstated the minimum public float requirement, which saw
several companies delisted for failure to comply but ensured that the
remaining listed companies are truly public. To remove any conflict
of interest between its regulatory and business functions, the PSE spun
off its Market Regulation Division into a separate market-monitoring
entity, the Capital Markets Integrity Corporation.
The Philippines has some ways to go in adopting many of the best
practices espoused by the OECD Principles of Corporate Governance
and other CG standards. It needs to raise its CG standards, especially
vis-a-vis its regional peers, to be ready to compete in the coming
ASEAN economic integration starting in 2015. The PSE and the
SEC is working together on several initiatives to promote and raise the
country’s CG standards, including the development of a Corporate
Governance Blueprint, to be launched in time for APEC 2015, that
would guide and serve as the framework for long-term policy development for corporate governance.
Amendments to the Corporation Code and the Securities Regulation Code are also being contemplated by regulators and law-makers
that would institutionalize into law corporate governance provisions
based on CG best practices.
For the Philippines, the corporate governance journey continues.

Minor International
THAILAND

Minor International Pcl (MINT) always has the commitment to
conduct our business according to the laws, rules and regulations in
respective countries that we operate in. In addition to such mandatory
compliance, our board of directors, management and employees also
realize the importance of corporate governance and ethical business
practices. We continue to put emphasis on the five key categories of
corporate governance: rights of shareholders, equitable treatment
of shareholders, roles of stakeholders, disclosure and transparency
and responsibilities of the board of directors. With good corporate
governance, MINT’s management systems are more efficient, transparent and auditable, and consequently trust and confidence are created
among MINT’s shareholders, investors, other stakeholders and all
relevant parties.
With the new regulations, MINT’s corporate governance standards will be lifted to the international level. The new regulations will
serve as the tools to reinforce a management system that is transparent, efficient and up to international standards. As MINT grows, the
new corporate governance standards will provide a platform that
will help reduce the risks in business operations, prevent conflict of

interests, provide long-term competitiveness and ensure growth in
a sustainable manner. With the focus on maximizing shareholders’
values, corporate governance is a value-added factor to the company,
shareholders and all stakeholders. Shareholders and investors can
be ensured that their rights will be more effectively protected. In
addition, part of the good corporate governance includes a focus on
MINT’s sustainability. As we strengthen our organizational capabilities to support our long-term growth aspirations, we continue to
maintain our high corporate governance standards and advance our
sustainability development. In this regard, we continue to maintain
momentum on our key focus areas, people, customers, partners and
environment, by continuing to invest in their development.
Going forward, MINT will continue to adhere to good corporate
governance principles at all levels, from the board of directors, management to employees. We believe that the philosophy of being a high
performance organization, supported by the foundation strength of our
operational excellence and our people, together with international-standard corporate governance, will create utmost long-term sustainable
benefits to our shareholders and all stakeholders.

New World Department Store China Ltd
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Amended Code. For example, we established NWDS Sustainability
Steering Committee in March 2012 and have disclosed our Environmental, Social and Governance performance in annual reports. We
also plan to publish a standalone ESG report by the end of 2014,
which is currently a voluntary option suggested by HKEx. Moreover,
the board of directors of the Company resolved to establish the Disclosure Committee in December 2012 to enhance corporate transparency with necessary disclosure to the public. Nonetheless, the compliance of Rules and the Amended Code help improve our corporate
governance standard by strengthening policies and procedures on
governing directors and senior management, increasing transparency
to stakeholders, enhancing communication with shareholders, and
protecting the shareholders’ rights. Serving the best interest of our
stakeholders has always been our priority. Therefore, NWDS will continue to uphold a high level of transparency with necessary disclosure,
maintain timely and effective communications with shareholders,
investors and other stakeholders, so as to live up to their expectations
on the Company’s corporate governance.

Philex Mining
PHILIPPINES

HONG KONG

Global financial crisis in 2008 revealed regulatory and corporate
governance inadequacy in financial industry. As a result, investors and
general public called for a tighter financial regulation and higher corporate governance standards to further protect shareholders’ rights. To
live up to the public’s expectation, Hong Kong Exchanges and Clearing
Ltd. (HKEx) published a “Consultation Paper Review of the Code on
Corporate Governance Practices and Associated Listing Rules” in 2010
containing proposals to amend the Listing Rules (Rule or Rules) and
the Code on Corporate Governance Practices (Code). Based on the
feedbacks gathered, HKEx amended the Rules and Code in 2012 to be
in line with international best practices and encourage industry players
to follow through to improve the overall corporate governance of Hong
Kong listed companies.
As a leading retail chain in Mainland China, New World Department Store China Limited (“NWDS” or the “Company”) has always
recognized the importance of good corporate governance practices
and the fact that prime responsibilities for good corporate governance rest with directors. Therefore, the Company has been making
much effort to enhance its corporate governance and pioneered to
adopt practices suggested in the amended Rules and the Corporate
Governance Code (the “Amended Code”) prior to its release, including appointing four independent non-executive directors (INED or
INEDs) since our listing in 2007, exceeding the minimum requirement of one-third of the board, demonstrating our commitment to
build an independent board. Furthermore, the Company established
a remuneration committee, which is chaired by an INED and mostly
composed by INED members, with written terms of reference as
early as in June 2007, aiming to adopt independent recommendations on the remuneration structure for its directors and senior
management.
NWDS is committed to a high standard of corporate governance,
striving to comply with or even exceed the amended Rules and the
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The lack of corporate governance safeguards, along with poor compliance with disclosure guidelines, has triggered the global financial crisis
in 2008. The effects of the crisis were catastrophic, but it has brought
about global awareness of the need for stricter adherence to basic corporate governance principles of transparency and integrity.
In the Philippines, a developing country, the changes have come
in the form of increased regulatory forbearance and rules-based
framework. The impact of these changes, at least in the general regulatory landscape, is to pave the way for a working environment that will
enhance the culture of good governance, and in the process, create a
climate conducive to increased direct investments.
In the case of Philex, which is one of the biggest gold-copper
producers in the Philippines, we have verily instituted dramatic
changes both on the organizational structure and in the implementation of policies and practices, which taken altogether, far exceeds
regulatory requirements.
This year alone, changes include as follows: (1) Formation of
Corporate Governance Committee at Board level, majority of which
are independent directors; (2) Creation of Corporate Governance
Office at management level; (3) Adoption and implementation of
critical policies, such as (i) Code of Business Conduct and Ethics, (ii)
Whistle Blowing & Protection from Retaliation Policy, (iii) Related
Party Transaction Policy, (iv) Policy on Gifts, Entertainment & Sponsored Travels, (v) Vendor Relations Policy, (vi) Conflict of Interest
Policy, and (vii) Policy on Dealings in Company Shares of Stocks, as
amended; (4) Approval of dividend payment policy set within a period of 30 days from date of declaration; (5) Fine-tuning of corporate
practices such as: (i) Early release of notice of annual stockholders
meeting (ASM) and with detailed agenda toward encouraging more
informed participation in the open forum; (ii) More detailed minutes
of ASM which contained open forum, voting results per agenda,
and attendance; (iii) Release of audited results within 60 days from
financial year-end; (iv) Inclusion in the Annual Report the CG section

which includes relevant updates and information on director’s membership in other listed companies; and (v) Easy-to-navigate Website
which contains contact details of responsible officers for concerns of
shareholders, suppliers or investors. Moreover, corporate governance
initiatives are briefly discussed in page 40-49 of the 2013 Annual
Report, which includes policy statements on: (i) Environmental Policy;
(ii) Site Safety Policy; (iii) Intellectual Property Rights Policy; (iv)
Diversity Policy; and (v) Risk Management Policy.
For the forthcoming board meeting, the following will be presented
for approval: (i) Spin-off of Risk Committee; (ii) Risk Committee
Charter; (iii) Revised Audit Committee Charter; (iv) Updated Annual
Corporate Governance Report (ACGR); and (v) Policy on Directors
Training and Orientation.
All these show that the culture of good governance, adherence and
excellence thrives at Philex, and on track towards the vision of being
one of the best companies in corporate governance across the region.
Related to this, we take this opportunity to laud the ASEAN
Corporate Governance Scorecard (ACGS) initiative which has allowed companies in the region to evaluate and improve compliance
based on best practices and universally acceptable principles. Truly,
corporate governance is a constant journey towards excellence. All
practices, policies and standards should constantly be improved to be
as responsive as possible to needs of ever-evolving global and business
and regulatory landscapes.
At Philex, as we relentlessly pursue a stronger, fully-compliant and
world-class natural resource organization, we equally and more zealously strive to be the new.

PLDT
PHILIPPINES

Legislators and regulators have introduced tougher laws and regulations in recent years, such as the Dodd-Frank Act of 2010, following the
global financial crisis that saw the collapse of Wall Street institutions
Lehman Brothers and Bear Stearns. This happened less than a decade
after the landmark Sarbanes-Oxley Act was passed by the US in the
wake of the Enron accounting scandals in 2001.
Under this new order, responsible companies all over the world
have sharpened their corporate governance policies, put in place more
rigorous practices and stepped up their education and communications
programs. These companies view the regime of tighter regulations as
an opportunity to level up.
That’s the view we share in PLDT. We are focused on ensuring
that our corporate governance initiatives remain dynamic and committed to our goal to go “beyond compliance”. This is an aspiration
that has served us well. Our pursuit of that ambition has enabled us to
deliver business benefits such as improved share price, access to credit,
customer loyalty, and so many others.
But it’s not just the new, tougher regulations. We have seen that
social media can instantly expose bad behavior and penalize erring
companies. Under this brighter “sunlight”, companies like PLDT are
challenged to be more vigilant and to remain faithful to our values of
integrity, accountability, fairness and transparency. These time-honored
values serve as beacons that help us we navigate our way through the
challenges ahead.
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Lorenzo V. Tan

President and CEO, RCBC
PHILIPPINES

Following the global financial crisis, regulators have released tighter
regulations to respond to identified and perceived causes. While the
crisis emanated from the U.S.A, starting with sub-prime lending,
it escalated to structured products and derivatives aggravated by
overleveraging, excessive reliance on (faulty) credit ratings, compensation not tied to long term institutional health, “too big to fail”
attitude , lack of transparency and accountability, etc. In a borderless, interconnected global economy, a few Philippine banks were also
negatively affected even if they did not participate in similar practices
for the most part. Still, Philippine regulatory authorities have put in
place stringent regulations meant to prevent dire consequences from
similar causes.
The Bangko Sentral ng Pilipinas (Central Bank) has required
Philippine banks to implement rules even more stringent than those
of the Basel Committee on Banking Supervision in line with Basel
3 which responds to the crisis and along with earlier guidelines, i.e.
Basel 2, to pursue the corporate governance principles advocated by
the OECD. In addition to earlier implementation, the ratios (such
as the Capital Adequacy Ratio with Conservation Buffer; Minimum
CET 1 Ratio) required are even significantly higher than the Basel
Committee’s Basel 3 guidelines.
Basel 3 and other Bangko Sentral requirements tend to pull
down Return on Equity in view of higher equity requirements and
more stringent regulations. On the other hand, they help us to better uphold fidelity to our fiduciary obligations and intermediation
role. Greater efficiency, improved productivity along with focus on
customer satisfaction especially for chosen target market segments
are some of the options for meeting ROE and other targets.
The Bank’s Corporate Governance Manual aims to go beyond
the minimum regulatory requirements for corporate governance.
They pursue the key principles of transparency, accountability,
fairness, disclosure, oversight responsibility by the Board and
delineated role with Management, above-board related party
interests, as well as active engagement through the Risk Oversight
Committee, Audit Committee and Corporate Governance Committee, among others. These aim to meet best practices that provide reliability for international institutional investors. These are
pursued through proper training across the organization and day
to day processes which hopefully embed in the corporate culture
for regular implementation.

UnionBank
PHILIPPINES

Union Bank of the Philippines (UnionBank) welcomes new
regulations and views the same as a driving force in upholding its
resilient state of governance. UnionBank’s polices and practices
have always been flexible and adaptable to incorporate changes
to ensure their efficiency based on the prevailing conditions and
requirements.
It is cognizant of, and will continue to ingenuously comply with

these relevant regulations through persistent enhancement of its governance structure based not just on what the law prescribes but also
on what the established best practices of good corporate governance
demonstrate.
Ultimately, a culture of compliance and ethics remains to be at
the heart of UnionBank.

Chinabank
PHILIPPINES

V I E W P O I N T S
The way we see it, regulation is necessary to strengthen governance
amongst financial institutions and to safeguard the stability of the financial
system. As the business landscape changes and we expand our operations through organic growth and strategic alliances, we will continue to
strengthen our corporate governance practices to ensure that we are not
just consistent with the rule of law, but that China Bank is run soundly
and prudently, in a manner that fits the best interests of our stakeholders.

EEI Corporation
PHILIPPINES

We have always believed in principled and prudent banking, readily
complying with new regulations, restructuring our activities, managing our capital, and realigning our strategies so we can, as much as
possible, painlessly adjust to the new regulatory environment. But
beyond mere compliance, we proactively adopt internationallyrecognized best practices in corporate governance because doing so
adds value to our business—it has increased clients’ and the banking
community’s confidence in the Bank, which translated to business and
financial rewards. Thus, we don’t look at the tighter regulations as an
impediment to our growth, but rather, as safeguards and enhancements that will make China Bank more resilient and more capable of
absorbing future shocks.
Our adherence to the high standards of corporate governance
has been recognized several times by the Philippine Stock Exchange
(PSE), the Institute of Corporate Directors (ICD), and most recently,
the ASEAN Corporate Governance Scorecard (ACGS). At the 2012
and 2013 PSE Bell Awards, China Bank was the only bank among
the top five awardees in the publicly-listed companies (PLC) category
and one of only two other awardees to have been in the top five twice
in a row. The Bank is again a Bell awardee this year. In 2011 and
2012, the Bank was an ICD Gold Awardee. In the ACGS Country
Reports and Assessments 2013-2014 released last June, China Bank
ranked among the 50 highest scoring PLCs in the Philippines.
With the recent liberalization of the Philippine banking industry,
China Bank will have to compete with financially-larger and more
technologically-advanced banks in the world, particularly those from
the ASEAN region. Prospective and existing customers can now select
from a wider array of financial services, and this puts any domestic
bank, China Bank included, at certain disadvantages. However,
China Bank’s clout and enduring relationship with domestic clients
can help maintain existing business opportunities. On the upside,
expanding China Bank’s potential market to the rest of the world will
not only provide greater breadth for customer and product reach, but
will also inspire more innovation and better corporate governance
schemes as the Bank learns from the world’s finest.
Generally, Basel III is designed to strengthen the capital base of
covered financial institutions. While the intent is to increase resilience
by improving capacity of banks to absorb shocks, we also see this as a
prudent measure of our ability to pursue growth and explore opportunities even in an adverse market condition. This is the reason why
the Bank, in the course of its acquisition of Planters Development
Bank, has taken the effort of increasing core equity by way of a share
rights offering in spite of our excess capital to support the undertaking. Overall, even with the acquisition of a leading thrift bank, the
Bank was able to maintain capital ratios at par with the industry.
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The shocks from the global financial crisis of 2008 had an immediate
impact on the world economy. Fortunately, the Philippine economy’s
sound macro-economic fundamentals, and other sources of strength,
coupled with policy responses initiated by the Bangko Sentral ng Pilipinas allowed the country to weather the crisis and position itself to
benefit from the anticipated rebound in global growth. Outside the
Philippines, the impact on the Philippines took on a different form.
Cross-border credit dried up, and funding for Middle East projects
decreased, resulting in temporary delay in new construction projects.
If there’s anything good that came out of the crisis, it is the
realization that corporate governance matters and should be a serious
concern across all levels of activity.
There is a greater need to pay more attention to corporate governance not only as a management tool, but also as a means to promote
the company worldwide, considering the universal recognition of
the need for transparency in the conduct of business. Corporate
governance demands transparent and clear information on how firms
conduct their business.
EEI Corporation has adopted and taken advantage of these
changes, and has shown its willingness for greater transparency and
accountability. Towards this end, EEI created a Risk Management
Department in 2009, and in 2011, joined the Good Governance Advocates and Practitioners in the Philippines (GGAPP), an organization committed to the promotion and furtherance of good governance principles and practices.
EEI recently launched its Corporate Crisis Management Plan, a
comprehensive guide to ensure organizational preparedness, business
continuity and profitability –amidst disasters like pandemic, massive
earthquake, insurgency, and super typhoons. The Plan includes training and workshops conducted by the Risk Management Department
and the Safety Group to educate the various business units on disaster
preparedness and crisis management.
The Securities and Exchange Commission as well as the Philippine Stock Exchange recognize that the country as a whole has to
compete in an environment where full accountability and transparency is the norm. Amendments to the existing Corporate Governance Manual and the corporate governance scorecards have been
introduced to make the corporate governance reporting of local
companies attuned to the growing trends of the business world.
The latest issuance is Memorandum Circular #11, Series of 2014,
which requires a corporate governance template to be posted in the
Company’s website. The template is consistent with the corporate
governance template required across the ASEAN region.

Ramon S. Ang

Vice Chairman, President and COO
San Miguel Corporation
PHILIPPINES

At San Miguel, corporate governance is not confined at the top and in the
boardroom. The values of fairness, transparency and accountability are
part of our day-to-day work and business practices.
We’re very proud of the fact that San Miguel enjoys the distinction of
being the first Philippine company to develop its own code of ethics and
conduct, adopt a manual on corporate governance and extensive policies
that promote transparency, accountability, and integrity. Across the business groups of San Miguel, these policies and practices build a culture that
will guide our employees in their everyday work lives.
I really believe that adherence to corporate governance has to be
systemic and consistent. And as President and Chief Operating Officer, I
will continue and strengthen further San Miguel’s commitment to corporate governance best practices.
Adherence to the values of transparency and accountability need
to be driven top-down and we’re happy that these values are deeply
engrained in San Miguel.

ICTSI
PHILIPPINES

Within the global transportation sector, the maritime ports sub-sector has
been regarded as one of the bellwethers of economic growth with world
container port throughput increasing by 3.8 percent according to the
Review of Maritime Transport 2013 of the UN Conference on Trade
and Development. For International Container Terminal Services, Inc.
(ICTSI), one of the aggressively expanding companies in this sub-sector,
the operational complexities of the business, as well as the multiplicity
of its regulatory requirements, pose unique challenges from a Corporate
Governance standpoint.
In recent years, ICTSI has been providing a concrete example of how
to meet such challenges. First established and currently headquartered
in the Philippines, ICTSI now operates in the Americas, Asia, EuropeMiddle East-Africa and Australia-Oceania regions. It handles domestic,
regional and intercontinental containerized trade at its 29 terminals in 21
countries.
Inherent in the nature of its business is the complex network: policies
and regulations set by the local government units (in whose jurisdictions
the terminal are located), port authorities, as well as national and regional
governments; the specific business commitments and contractual obligations to partner governments privatizing port operations; operational
standards and parameters set by local and international trade bodies and
organizations; as well as cross-border and transnational policies and programs, such as the International Ship and Port Facility Security Code set
by the UN International Maritime Organization, and U.S. Department
of Energy Megaports Initiative.
Worth noting is how management prudence and corporate discipline
have been embedded in the corporate culture right at ICTSI inception
as a one-port, one-country operation. Thus, while ICTSI has evolved
and expanded, it has remained fully committed to safeguard business
shareholder, employee, and port community stakeholders rights; to ensure
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transparency across all strata of the organization; to uphold controls and
audit mechanisms.; to be rigorous in its voluntary disclosures and provision of information access from print to digital and other platforms, and
for the benefit of government bodies, media, the general public.
These are but part of ICTSI continuing effort to more deeply
entrench and more broadly systematize procedures and policies pertaining
to good and ethical corporate citizenship, and even social responsibility.
As it goes about its business of acquiring, developing, managing and
operating container terminals, ICTSI remains conscious of the broader
context of its business: helping drive economies, and supporting equitable
and sustainable development. In such a context, doing good business, and
doing it in the best possible manner for all concerned, become even more
crucial; and the clear-cut, real-life example that ICTSI provides, even
more valuable.

Hans T. Sy

President and CEO
SM Prime Holdings Inc
PHILIPPINES

SM Prime “SM Prime has been a listed company since the late nineties. As a public company, SM Prime has become very familiar with
regulation and compliance, which since the onset of the Asia crisis, have
become tighter. We take the view that these regulations are meant to
protect local business and its stakeholders. We have also learned over time
that these regulations have helped us further strengthen our governance
policies and practices.
Beyond that, SM has strong internal controls that are meant to
sustain the strength of our balance sheet and keep our costs at bay. Our
retail orientation has made the whole group adopt strong cost controls to
ensure margins are optimal. That said, it was also relatively easy for SM
Prime to adopt global governance standards because most of them are
already deeply ingrained in our business practices and processes.”

DBS Group
SINGAPORE

Five years after the global financial crisis, banks are facing an operating
environment characterised by tough challenges and greater uncertainty.
The regulatory reform agenda continues to shape how banks are run.
New rules such as Basel III, as well as extra-territorial regulations
such as Dodd Frank and FATCA, are re-shaping the global banking
industry and altering existing business models.
Globally, low return businesses are being exited and customer deposit
franchises with stable funding bases are back in fashion. We have revisited
our own model as well, scaling down businesses like private equity and
substantially increasing the discipline around balance sheet management.
On the corporate governance front, new requirements have also
been introduced to prevent a repeat of the excessive risk-taking that some
feel precipitated the financial crisis. Banks have had to form a Board Risk
Management Committee, promote a strong risk culture, ensure the organisation’s risk appetite is aligned to strategy, and develop a risk appetite
statement. Compensation committees have also had to take a more active
role, ensuring that remuneration is aligned with prudent risk-taking to
build a sustainable business. In addition, banks have also been required to

raise our disclosure standards.
At DBS, we are committed to staying at the forefront of global best
practices and have been taking active measures to continually enhance
our corporate governance practices.
Our Risk Committee is responsible for determining risk appetite and
has portfolio oversight, while the Compensation Committee ensures that
the bank has a remuneration structure that correctly aligns incentives.
In 2012, we formed the Group Disclosure Committee to ensure that
all material disclosures are appropriate, complete and accurate. To ensure
that we are on the forefront of corporate transparency, the bank also took
our first step towards Integrated Reporting that year. In fact, DBS was
the first listed company in Southeast Asia to join a pilot programme set
up by the International Integrated Reporting Council.
While we comply with the guidelines, we also believe that it is more
important to have a corporate culture imbued with the principles of
corporate governance – being guided by the spirit of the Code, rather
than treating corporate governance as a “check-the-box” exercise. This
ensures that our actions are guided by a long-term perspective and the
interests of our various stakeholders, thereby creating value for our
stakeholders.
We are honoured to be recognised for our commitment to sound
corporate governance. Trust is a bedrock of the banking sector industry,
and we do not take the trust that our stakeholders place in us lightly.

StarHub
SINGAPORE

Most companies aim to obtain a high level of corporate governance as
it is no longer enough to run a profitable business. This is important to
ensure long term sustainability. A good corporate governance framework balances the needs of various stakeholders and this is aided by a
robust enterprise risk management system.
At StarHub, the Board of Directors provides leadership and guidance to the Management on the Company’s overall strategy and business plan. This is supported by several Board committees looking at
specific areas and among these is the Risk Committee. The Board Risk
Committee provides oversight of enterprise risk management from all
angles including financial, operational, reputational and customer risks.
The management of these risks is closely monitored by the Management Risk Committee comprising senior StarHub management.
We put the Customer at the heart of our business, and StarHub
seeks to be a Customer Champion to ensure quality service, availability
and accessibility for our customers. At the same time, we also take
measures to protect their interest in terms of data privacy and security.
These extensive efforts are recognised by our loyal StarHub customers.
In this fast paced times, it is also important to stay alert against
reputational risks. A company’s reputation is closely linked to its
brand value and any mis-steps can be amplified many times through
social media resulting in irreparable damage to the brand. While it
is important to build and strengthen the company brand, it is just as
important, if not more so, to safeguard it. Part of the StarHub brand
value is that of a responsible company that cares for the community
and the environment, and this is demonstrated by our ongoing CSR
and environmental efforts.
At StarHub, the close and healthy working relationship between
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the Board of Directors and the Management team allows us to continue in our efforts to uphold high standards of corporate governance and
business conduct so as to deliver long-term and sustained shareholder
value, and prepare for any future opportunities and challenges.

Rong Jou Wang

Yip’s Chemical Holdings Limited

Fortunately, Yuanta Financial Holdings suffered minor damage
compared to its local peers from the global financial crisis in 2008
due to our company’s clear-cut risk management policy. In the
aftermath of the financial crisis, governments around the world
including Taiwan tightened up regulations and deleveraging was
strictly enforced throughout the financial community. Given that
Yuanta is a securities centric financial holding company that operates with single-digit leverage, meeting higher capital conditions
required by regulators was not a daunting task. The company’s
capital adequacy ratios are well above industry requirements at the
financial holding level as well as its main subsidiaries.
Taiwan’s financial industry has always operated on conservative
and stable policies, which may have helped minimize the negative
impact dealt by the global financial crisis in 2008. Since that period,
Taiwan’s economy has recovered and has grown at a steady pace.
While Yuanta has benefited from more relaxed regulations, the
company’s long-term strategy is to become one of the top financial
service providers in Asia. Going forward, we will surely need to uphold and continue to enhance our company’s sound risk management
and corporate governance framework in order to achieve that goal.
Our corporate governance practices trickles down from the
financial holding level to the company’s key subsidiaries in which
audit committees were simultaneously assigned to further strengthen
the board of directors’ structure, decision-making process, and risk
management measures. Remuneration committees have also been
designated for Yuanta Financial Holdings and its main subsidiaries
to maintain and administer ethical performance and compensation practices. Independent directors have also been increased from
three to four this year so independent directors now make up over
one third of Yuanta Financial Holdings’ board of directors. Yuanta
will continue to operate behind corporate governance best practices in order to further strengthen our business operations and to
maximize shareholder value. Yuanta will continue to operate behind
corporate governance best practices in order to further strengthen
our business operations and to maximize shareholder value.

HONG KONG

As a responsible company which cherishes development and future,
Yip’s Chemical holds firmly to its good faith in corporate governance so
as to maintain the necessary momentum for growth. This has been further proven as vital in the aftermath of the global financial crisis, when
the crisis has been loosely viewed as the result of governance failure.
Yip’s Chemical has long recognized the importance of corporate
governance. An effective range of systems had been in place for as
long as it has been in operation. The tighter regulations, imposed after
the global financial downturn, have been one of the driving forces of
increasing corporate governance standard and advancing with the
times. The Board of Directors Handbook, a key document that the
board employs to make sure a proper functioning of the board despite
change in the composition in the future, promotes effective functioning
and sustainable development of the board. Operation of audit committee, remuneration committee and Heath, Safety and Environment
Committee as well as Risk Management Group is in place to ensure
the highest levels of transparency and accountability among senior
management. The appropriate range of skills, experience, qualifications, expertise and vision of the board members and their in-depth
involvement form a solid foundation for Yip’s Chemical to catch up
with international governance standard.
Even though Yip’s Chemical has realized significant progress in
enhancing corporate governance standard, the board acknowledged
that even greater benefits could be enjoyed from still higher levels of
governance, hence the adoption of a new management structure was in
place. Since 2012, Yip’s Chemical has started setting new designs and
new positioning for its management structure. The original three-tier
structure has been streamlined into a two-tier structure comprising a
board of directors, the highest governing body, and a group executive
committee.
The group executive committee, the highest management body, is
delegated with board management responsibilities including formulating and implementing policies and business strategies, as well as supervising the performance of the Group’s different business segments.
With a clearer positioning, a more compact configuration and a quicker
decision making process, the new management structure has laid down
an important cornerstone for the long-term healthy development of
Yip’s Chemical.
“Respect for and Cooperation with all Stakeholders”, “Thirst for
Talent” and “Undivided Focus on Core Businesses” embody the core
values of the Group and the solid bases of good corporate governance.
The Group has now marched through the waves of financial crisis
and become the world’s largest acetate solvent producer, the largest ink
supplier in China and one of the top brands in China’s household paint
market. Yip’s Chemical will continue to incorporate innovative measures for bolstering corporate governance as the Group highly regards
the equilibrium between accountability and growth.

Chairman and CEO
Yuanta Financial Holdings Co ltd
TAIWAN

AAC Technologies Holdings Inc.
HONGKONG

AAC Technologies is committed to achieving high standards of
corporate governance that properly protect and promote the interests
of the Shareholders and other stakeholders. For example, since listing,
the Chairman has been an INED holding this role separate from the
CEO’s role and the Company has adopted quarterly reporting of
financial results.
Our Board of Directors is at the centre of our corporate governance structure regularly reviewing, refining and overseeing enforcement of our corporate governance and CSR practices. We recognize
and embrace the benefits of having a diverse Board to enhance the
quality of its performance. Since 2009, the composition of the Board
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has improved. We have appointed a seasoned financial professional
to be the Executive Director (previously INED) and, an ex-Managing
Director of Hang Seng Bank, COO of an international technology
company and a US qualified technology lawyer as our INEDs.
We have a culture of striving to exceed minimum Code Provisions of CG Code. The Audit Committee has consistently met at least
four times a year to review internal control and financial reporting
matters ahead of Board meetings. To keep all Directors informed on
a timely basis, updates on business operations and financial results are
provided monthly. We already fulfilled the Listing Rules requirement
of having at least one-third of the Board comprising INEDs well
before the effective date of 2012 year-end. A significant proportion
of the executive Directors’ remuneration is linked to corporate and
individual performances.
Furthermore, we have early adopted the following past recommended best practices that are now Code Provisions. We have facilitated the Chairman to execute his responsibilities towards the Board
and the Shareholders. Our Nomination Committee has been chaired
by an INED and all three members are INEDs. We have disclosed
details of remuneration payable to senior management by bands in
annual reports. Recently, we have published our Sustainability Report, one year ahead the mandatory time for HK Listed companies to
make full disclosure.
AAC Technologies has been selected as a constituent member
of “Hang Seng Corporate Sustainability Benchmark Index” since
2012, and raised to become a 30-member of “Hang Seng Corporate
Sustainability Index” this year which is a testament of our continuous
efforts in promoting sustainability and high environmental, social and
corporate governance standard.

Petrochina
CHINA

As one of the first Chinese companies to list on both the Hong Kong
and New York stock exchanges, PetroChina has set the goal of becoming a market-oriented enterprise that follows international best
practices. Since its debut, PetroChina has established its corporate
governance structure in compliance with international rules and
regulations - it holds Annual General Meetings for shareholders, and
has established a Board of Directors with its affiliated committees,
a Supervisory Committee, and an executive management structure
led by the President. Facing the global economic crisis, the Board is
implementing a development policy that pursues quality, efficiency
and sustainability, with the intention of building an international energy enterprise that pursues green and sustainable development. The
foundations of our corporate governance are safety and environmental protection, as well as harmony, stability and anti-corruption.
The management team has been working to improve the
strategic roadmaps and evaluation methods of the Company and
its subsidiaries, as well as to strengthen performance appraisals for
senior and middle managers. The Company’s management solicits
suggestions on sustainable development from the general public and

keeps itself well informed by holding face-to-face meetings, site visits,
investor FAQs, and communication via mass media. In addition,
sustainability performance is assessed, and the contents of sustainability reports are reviewed on a regular basis. PetroChina has made
unremitting efforts to further improve its internal authorization and
power restraint mechanisms to enhance corporate governance and
to promote efficient management and long-term operations in compliance with all legal requirements. Thanks to the efforts mentioned
above, the Company has seen an overall upgrade in internal management and further improvement in its business operations.

CTBC Financial Holding Co Ltd
TAIWAN

Strengthening CTBC Corporate Governance
In the aftermath of the financial crisis, regulatory authorities started
to emphasize and promote corporate governance issues, one of
which is to strengthen the functions of the board of directors. Our
company’s corporate governance system of separation between the
supervisory and managerial responsibilities, with professional managers no longer serving as director, ensures the complete independence of the board and the management team. To strengthen the
functions of the board, we established three functional board committees: the Audit Committee, the Remuneration Committee and
the Risk Committee. Each committee includes at least one independent director who also serves as the committee’s convener. In 2014,
in order to further enhance board independence, we increased the
number of independent directors on the board to four, the highest
in the industry.
While we strengthen board oversight functions, we also aim
to strengthen the management team. Our management team is
composed of professional managers appointed by the board of
directors. All of them have expertise and in-depth understanding of
the businesses of a financial holding company and its subsidiaries.
Whether driven by mergers and acquisitions, product design, financial planning or risk management, the management team is tasked
to submit operational plans to the board of directors so that every
project is executed under the consent and supervision of the board.
Ever since we successfully implemented the system separating
supervision and management, we were able to balance “innovation
with risk control and quality with earnings” and continue to grow
our business at a steady pace. As a result, we achieved after-tax
earnings of NT$ 21.6 billion in the year 2013.
Fulfilling social responsibility is an important part of corporate
governance. Aside from pursuing business development, CTBC
Holding is actively involved in giving back to the community, including establishing CTBC Charity Foundation to promote Light up
a Life fundraising and other charitable events to alleviate poverty,
improve rural education and eradicate drug abuse.
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PT Bank Mandiri

BDO Unibank, Inc

INDONESIA

PHILIPPINES

In the future, competition in the banking industry will intensify, both
at domestic and regional level, with uncertain economic outlook. At
the domestic level, since 2012, the widening of the current account
deficit contributed in giving pressure to Rupiah amid uncertain
global economic condition. Amid the uncertainty, the regulator took
tight monetary policies. Such tightening policies brought Indonesian’s economy into stable period.
The tightening policies, especially in monetary has caused the
national loan growth in banking industry to decrease in the last 10
months. On July 2014, the loan growth was getting slower to 15%.
The growth of the third party funds was also getting slower to 11,6%
on July, 2014. This caused even tighter liquidity which can be seen
from loan to deposit ratio (LDR) that keeps increasing up to 92,2%.
The Bank of Indonesia is committed to keep running tight monetary policy to maintain the economic stability. In the future, the BI
rate may increase to account for future inflation resulting from the
price increase of fuel subsidies and Rupiah’s volatility in case The
Fed discontinue the quantitative easing and raise the Federal Funds
Rate. With all those factors and also the slowing economic growth in
mind, the loan growth will be slower.
At the regional level, the implementation of financial integration in ASEAN through the ASEAN Economic Community (AEC),
which will start in 2015, requires particular attention. The AEC will
provide an opportunity to broaden the market, flexibility of financing, and facilitate the recruitment of quality human resources.
As part of the efforts to increase competitiveness at the regional
level, Bank Mandiri has developed a comprehensive strategy that
focuses on managing liquidity carefully and prudently, and discipline
in maintaining asset quality and margins. Our expectations in this
regard are embodied in key 5 priorities for 2014, namely, growth in
low-cost funds, growth in retail loans, control of NPLs, growth in fee
income, and growth in net profit.
The data shows that over the long term Bank Mandiri share
price is in sustainable uptrend. In addition, fundamentally the Bank
continues its process of evolution from a state enterprise, characterized by traditional culture, systems and human resources, to
becoming a modern state-owned company with a culture, systems
and human resources that are able to compete with private sector
domestic banks and foreign banks as well to conduct good corporate governance. It’s well reflected from the commitment of Bank
Mandiri’s management to participate in the assessment of ASEAN
CG Scorecard.
Armed with many years of experience, our shareholders should
have no hesitation to participate in the historic journey of Bank
Mandiri as it realizes its ambition of becoming the best bank in
ASEAN by 2020.
We have a dream to become the best bank in ASEAN and we
believe it will come true.

There are three key points we want to highlight insofar as the tighter
regulatory environment and its impact on our operations and corporate governance standards are concerned.
First, we at BDO Unibank, Inc. are supportive of the principles
of regulations and good corporate governance. We believe that
adherence to these principles has yielded key positives, to cite:
• Strengthened the banking system as demonstrated by Philippine
banks’ adequate capital position and risk management systems in
place. Prudential measures and safeguards have made the industry
more resilient to external shocks and able to ride out market turbulence;
• Instituted more structure and transparency in management
processes. At BDO, there are four (4) independent Board members
vs. the minimum requirement of two (2). We have segregation of
roles, thus setting up a mechanism for checks and balances. As
well, the Bank’s corporate way of life is guided by the Bank’s Corporate Governance Manual and Code of Conduct and Business
Ethics.
• Fostered more dialogue with the regulators to strike a balance
between risks and rewards, effectively ensuring that issues of both
the banks and regulators are presented and heard.
Second, while Philippine banks adhere to corporate governance,
it is not in a form readily appreciated by stakeholders. Indeed, new
regulations are often met with opposition as these are perceived as
changes to the habitual or customary way of doing things. A better
appreciation of new regulations may be achieved if these are seen in
the following context:
• New regulations formalize some of these practices to allow standardization and comparability. Scorecards drawn up by independent parties (such as the ASEAN CG Scorecard) provide us a
picture of how our standards fare vis-à-vis the best banks locally
or abroad.
• New regulations allow us to review our own practices to see what
deficiencies we have.
• New regulations allow us to augment what we already have.
Third, new regulations will definitely impact operations, that is
a given. Therefore, we must be mindful of the potential risks that
regulatory supervision brings. These include:
• Over regulation;
• Avoidance of risk rather than achieving optimum risk-taking; and
• Over standardization, i.e., “applying a solution to a non-existent
problem”
The challenge, therefore, is to strike the right balance between
regulations/control vis-à-vis innovation and growth. The regulatory environment today has evolved into one that responds to the
demands of the times considering the expansion into new markets
and advancements in technology. In this regard, it might be better if
the implementation would be principle-based rather than prescriptive. Otherwise, compliance to new regulations may just become a
mechanical process.
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Corporate Governance and
Social Media: A Brave New World
for Board Directors
Does the board need a change in composition to deal with the complexities of social media?

Santiago Chaher

James David Spellman

By
Santiago Chaher1 and
James David Spellman2

C

ompanies are increasingly using
social media to communicate with
and learn from stakeholders. This
is particularly true in emerging markets,
where companies are more likely to use social media than in many developed countries, as Figure 1 illustrates. (See also Box 1.).
Evidence is mounting that social media
can increase awareness about a company
and its products and services, provide opportunities for more targeted marketing,
help gain ideas for new business opportunities, improve communications with partners
in the supply chain, and help companies
learn how existing and potential customers
perceive the company’s brand and reputation. According to PricewaterhouseCoopers,
“Firms that embrace Web 2.0 (social technologies) and social media are more likely to

be market leaders, have their market share
increase, and use management practices that
lead to higher margins.”3
But there’s another side to the relationship between businesses and social media
– one that businesses ignore at their peril.
Consider, for example, the experience of
the Argentina Football Association (AFA).
Football (soccer) is the most popular sport
in Argentina, and its millions of fans want
to know everything related to the sport. So,
when the AFA board met in July 2011 to
discuss a new format for the national tournament, the meeting immediately became a
matter of public interest.

______________________________________________________________________
1
1 Santiago Chaher is a managing director at Cefeidas Group, which provides consulting services in corporate governance and regulatory and political risk. He is also the founder of the
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Before the advent of the social edia, the
AFA would have kept its deliberations under
wraps until it was ready to publicize – on its
own terms – the details of the new tournament format. This new format would have
nearly doubled the size of the top league
by adding 18 more teams, leading to a revenue increase of $320 million in television
broadcasting rights for the AFA, paid by the
Argentinean government (which holds TV
rights), and would have been counted as a
success for Julio Grondona, the AFA’s chairman for 32 years.
Social media makes it more difficult for
organizations to control information. After
the AFA meeting, one board director tweeted (see Box 2) about the reforms, even though
there had been no decision.
This one tweet triggered a series of reactions from football fans, including those opposed to the new tournament, thereby jeopardizing the project. Within several hours,
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opponents created enough Twitter hashtags asking for Grondona’s resignation that it became
a trending topic in Argentina.
Facebook pages against Grondona and the tournament received
more than 25,000 “likes,” and
many protest blogs sprang up.
The next day, traditional media
published and continually broadcast social media’s response to
the matter. Several days after the
leak, some board directors who
had been at the meeting started
sending out their own tweets, saying they opposed the new tournament.
So much social media attention had been drawn to this issue
that an AFA spokesperson was
forced to declare that the national Argentine government was not
involved in the process of creating the new tournament – that it
was only an idea. Unfortunately
for the AFA, it relied solely on
television as its communications
pipeline, while the social media
channels continued to lead the
issue in a downward spiral, generating a live protest involving
500 people in front of AFA headquarters. By the end of the week, the AFA
announced its “indefinite” postponement
of the new tournament project and Julio
Grondona’s decision not to run for reelection as chairman.4 This experience vividly
illustrates that misunderstanding and underestimating social media can have a profound
business impact. The AFA encountered a
wide range of challenges, including: 1) dealing with a new group of stakeholders (fans
in social media); 2) the undermining of leadership (Grondona’s decision not to run for
reelection) and consequent disruption of the
balance of power (board directors publicly
dissenting); 3) losing partners (detaching the

government from the project); and 4) forcing
a shift in business strategy (postponing the
project).
The AFA experience underscores why
directors and managers must understand
social media technologies, the ethos of social
media users, the dynamics of how “conversations” occur and people “engage” with
one another, and the tools used to monitor
and analyze social media activities. Paul
Cantor, chairman of the ING Direct Risk
and Investment Committee, advises, “Board
oversight of social networking requires more
than an understanding of the underlying
technology. It also calls for an understanding
of the sociology and the implications of the

______________________________________________________________________
4
As of May 2012, Julio Grondona is still the AFA chairman, and a new tournament involving 32 teams is under discussion.
5
Paul Cantor, “Board Governance of Social Networking,” Institute of Corporate Directors (March 2012): 20. http://www.bennettjones.com/
uploadedFiles/Publications/Articles/PaulCantor_DirectorJournal.pdf.
6
Deloitte, 2011 Board Practices Report: Design, Composition, and Function, Society of Corporate Secretaries and Governance Professionals (2011). www.corpgov.deloitte.com/binary/
com.epicentric.contentmanagement. servlet.ContentDeliveryServlet/USEng/Documents/Board%20 Governance/2011%20Board%20Pracices%20Report_Deloitte%20Society_
Jan2012.pdf.
7
Branson, who has long established himself as a public figure with a lot to say, engages with other business persons and the public via numerous channels (taking particular advantage
of Twitter), where he writes about his personal life in addition to sharing Virgin-related information and events. He created a hashtag, #AskRichard, for users to ask questions, and he
responds in videos he posts on his blog.
8
Barry Libert, “Seven Steps for Board Success in the Facebook Age,” Knowledge@Wharton (February 9, 2012). http://knowledge.wharton. upenn.edu/article.cfm?articleid=2940.
9
See also “The Future, Social CEO,” Mashable Infographic (December 2, 2011). http://www.mashable.com/2011/12/02/social-ceoinfographic/ and http://www.ceo.com/media_
type/featured_content/infographic-the-future-social-ceo/.
10
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phenomenon.”5
Yet, few board directors have
experience as a chief technology officer or expertise in information technologies.6 Very few,
too, have led communications,
public relations, and marketing
initiatives. Even the percentage
of chief executive officers and directors who personally use social
media is low overall (see Figure 2) –
with the exception of those from
the “X” and “Y” generations,
who typically are well-versed and
adept in tweeting or sharing news
with “friends” on Facebook.
According to Richard Branson, founder of Virgin Group,
personal branding has become
a powerful tool in social media
relations, because people follow,
like, or read only the users whom
they trust.7
“In short, today’s corporate
directors have the ‘necessary’
skills in terms of compliance and
financial performance, but not
the ‘sufficient’ skills in terms of
strategic or technological know
how,” says Barry Libert, chief
executive officer of OpenMatters, a consultancy for boards.
“Why? Because for years, astute corporate
directors believed the tools that companies
like Facebook and Twitter offered weren’t
essential. In their view, these new means of
communications were for kids, had little, if
any, business value, and created minimal
strategic, operational or financial risks. Wow,
were they wrong.”8 This circumstance will
change as business and personal needs require more extensive use of social media.9
For a 2011 Deloitte questionnaire, 79 percent of all public company respondents reported that their board’s use of technology
is increasing.10
For companies – those well-engaged
with social media and those on the sidelines
– the concern is real that using social media is difficult and not necessarily rewarding.
“Harnessing the real power of the internet
without getting tripped up by poor use of
social networking technology has added a
number of new risks that corporate boards
have to deal with,” writes Aarti Maharaj,
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deputy editor of Corporate
Secretary.11
Unfortunately, boards are
likely to approach social media
risks in the same way that they
examine operational, financial,
strategic, and compliance risks.
That is a problem because
“traditional risk management
techniques aren’t adequate for
countering today’s killer risks,”
according to the accounting
firm Deloitte. “They focus almost exclusively on risk avoidance and an inside-out perspective on threats.”12
Boards pursuing social
media strategies and policies
based on perceptions that are
out of sync with their company’s target audience will invariably fail. For instance, a report
from IBM Institute for Business
Value tells us, “More than half
of consumers don’t even consider engaging with businesses
via social sites. For them, social
media and social networking
are about personal connections
with friends and family.” The
report also observes a perception gap between consumers
and companies on why consumers interact with companies
on social sites: “discounts” and
“purchases” are the two top
reasons for consumers – and
the two bottom reasons as perceived by companies.13
Companies should take
a proactive approach toward
social media, since experience
shows that those companies
that leverage social media to
their advantage can offset potential liabilities and enhance
the company’s value. In sum
the board should be aware of
the risks and liabilities involved
in using social media but should
also see the potential opportunities and advantages:
• New level of transparency. Watchdog organizations
and individuals monitor com-
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panies’ actions and practices
and demand a response on
a wider range of issues than
companies are used to. These
organizations
disseminate
their opinions via social media
and engage other stakeholder
groups, thus initiating a dialogue about a company, whether that company participates in
the discussion or not.
Companies should be proactive in this dialogue. The
constant flow of information
generated by the end-users
and stakeholders could serve
as a guide to understanding
market trends and stakeholder
concerns, and it could help
mitigate business risks. It also
allows the board to assess how
the company’s vision, actions,
and values are being fulfilled in
the public eye – and take corrective actions when necessary.
For example, poor labor
practices at Foxconn (leading,
among other consequences, to
worker suicides) had been discussed on China’s Sina Weibo
and social media worldwide
for quite some time before the
topic spilled over into a mainstream conversation in the
United States and forced the
company’s largest client, Apple, to take action. Had Apple
listened much earlier and more
closely to the social media buzz,
the company could have avoided damage to its reputation
and enhanced its brand even
more while gaining stakeholders’ support. Apple could have
built up a reserve of goodwill
to counter any future attacks
for ther violations of corporate
social responsibility.
• Empowered stakeholders. Use of social media
encourages formerly passive
stakeholders to unite quickly
under common objectives and
to be outspoken about them to
achieve their goals. More im-

portantly, in social media, stakeholders have
the same communications channels and
technologies that the companies have, thus
reducing the disparity of power that companies wield through traditional media.
Moreover, traditional and social media
no longer function in two separate spheres;
traditional media outlets rely increasingly on
information from social media, because it is
a contemporary, quantifiable, and easily accessible expression of the end-user’s interest.14
One example of this is the Motrin advertisement targeting new mothers. The ad
explained how carrying children in slings
could result in pain, which Motrin could
help alleviate. Many mothers were outraged
that a company would dare suggest that
their children were the cause of pain or unhappiness, and began to say so en masse online. Many tweeters used the #Motrinmoms
hashtag and the phrase “say no to Motrin.”
Motrin ultimately took down – and apologized for – the ad. Conversely, the availability of social media allows companies to easily
identify new stakeholders and better target
those groups with products and services.
And, if well managed, these Internet communities could be an important resource for
advocacy and marketing on the company’s
behalf. Increasingly, companies use the symbiotic relationship between social and “old”
media by creating inexpensive social marketing campaigns that are echoed in traditional

media at no additional cost.
• Rise of e-lobbying and e-advocacy. The existence of social media allows
groups opposing a company’s strategy or
values to lobby the government or nongovernmental organizations more effectively
than ever before. Calls for action can be
broadcast to targeted individuals or the public “at no cost, with no special equipment,
and with no oversight or filters.”15
The speed and ease of organization
made possible by social media increase the
ability of unions, nongovernmental organizations, and other groups to organize strikes,
product boycotts, and rallies that could affect
a company, or entities in its supply or distribution chain, and thus its operations and results. For example, in Peru in 2010 and 2011,
a local government official and farmers led
protests over environmental concerns with
multibillion dollar mining projects. Their
campaign stalled construction.16 In Nigeria
in January 2012, national trade unions used
texting to orchestrate protests to overturn
the decision to terminate a two-decades-old
fuel subsidy.17 These examples demonstrate
how social media can create a domino effect
that leads to an “accepted truth” endorsed
and acted upon by the public. A message
spread by social media is seen to reflect the
opinion of the general public, regardless of
whether it actually does so, affecting the decision making of people in power. Compa-
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nies need to monitor e-advocacy campaigns
and make sure their own voices are being
heard and their views and actions are not
being misinterpreted.
• Immediacy of social media. Any
opinions or information (true or otherwise)
related to the company or its leaders could
“go viral” in a matter of hours; it would require an immediate, accurate, and equally
strong response to avoid harmful effects on
the company’s reputation, operations, or
strategy. Unfortunately, social media can
give as much exposure to lies as to truths.
Privacy considerations also carry little
weight. Social media content does not necessarily distinguish between personal views of
employees and official company positions,
occasionally creating confusion between
the two. Complex issues are compressed
into compact information bursts that tend
to be overly emotional and unconventional
(for example, “shock value”) for easy and efficient digital dissemination and immediate
impact. Every second worldwide, more than
2,200 tweets are posted (of which 700 are
sharing YouTube videos) and 500- plus updates are added to Facebook.
A company could use social media as an
effective and rapid response channel should a
conflict or problem arise. This channel could
also provide immediate feedback, allowing
the company to reassess its strategy if necessary. If the message is conveyed effectively,
social media users could become allies in defending the company’s image or product.
In 2009, two Domino’s employees
filmed a video of themselves preparing food
at the restaurant while violating numerous
health code standards. They then uploaded
it on YouTube. Although the employees
claimed they never delivered the tainted
food, the video quickly received over 1 million hits and resulted in a marketing disaster
for the company. Domino’s first response
was through traditional media, but this did
not have any impact on the viral spread of
the video. “What we missed was the perpetual mushroom effect of viral sensations,”
said Tim McIntyre, Domino’s spokesman.
Later, Domino’s worked on a social media
campaign through Twitter and YouTube
to reach out to customers and engage in a
dialogue with those who had concerns. This
response was largely considered a success.
• A level playing field for business-
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and public relations campaigns. Increases. Big companies still have an advantage of
ingly, companies are seeing how employees
more resources when it comes to promoting
are acting as their ambassadors – authorized
their products, services, and views. But, the
and unauthorized – by using company loavailability of social media, in theory anyway,
gos on their profile pictures, sharing work
gives every competing company – even small
experiences, and opining on the company’s
and medium enterprises – the possibility of
product, business, values, and so on. These
reaching a clientele or interest group that
actions compound the company’s reputawould otherwise be unreachable. Marketing
tional risks and could undercut the bottom
costs are lowered and homogenized for everyline, if the employees’ activities turn out to
body. The social media phenomenon presents
be negative. On the plus side, this employee
a multichannel platform where the end-user
chatter can raise the company’s
actively chooses the information he
profile. Companies must develop
or she wants to read, respond to,
===
===
social media policies for all emand share, hence breaking the oneThe first and
ployees, and include training on
way, structured media approach
most important
those policies.
in which the company communisocial media
cated and the user listened.
question board
Where does the board fit in?
Companies that understand
how the introduction of social directors need to It is the board’s responsibility to
ask themselves
ensure that its company has a commedia has changed communicais whether they
prehensive social media strategy
tions will benefit, regardless of
have the
and policies. The board’s role is to
size and marketing budgets. They
knowledge
ask the right questions concerning
now have a two-way dialogue with
necessary to
the company’s approach to the isthe client, where the story of the
understand
sue, test management’s assumpproduct, the company’s social
these changes
tions, and ensure that management
commitment, or the answers they
and new
creates and implements an effeccan give to the client’s questions
technologies
tive strategy, policies, and practices
matter as much as the colorful lo(including monitoring and evaluagos they can present in an expen===
===
tion programs).
sive advertisement.
In short, social media cannot
Reputational Issues:
be avoided. The very existence of social meThe board needs to raise questions
dia generates unavoidable risks for companies
about the effect of social media on the com– even when they choose not to be engaged
pany’s reputation, including the following:
in social media. Wanted or not, companies’
• What is the right social media communirepresentatives – their employees – have the
cations policy for board members?
potential to generate legal and other liabili• What is the right social media communities. For instance, if they discuss products or
cations policy for employees?
services, they might unintentionally reveal
• Is the company listening to what is being
trade secrets, blow the whistle on their emsaid about it and its management in social
ployer or fellow employees, reveal business
media platforms?
strategy, or provide insider information. If
• Is it systematically gathering and analyza company wants to regulate its employees’
ing social media information to assess
use of social media, it will find itself able to
reputational risks (current and future, dihandle or block only the content generated
rect and indirect, from vendors and other
during working hours – not that generated at
affiliated businesses) and to both develop
home by each employee or through a noncorand implement responses?
porate device such as a personal cell phone. If
• Is the company training its directors, mana company imposes strict rules on employees’
agement, and employees on this issue?
communications, it could be breaking the law
• What are the social media strategies of the
by infringing on their freedom of speech and
company’s vendors and distributors, and
freedom to organize.
how do those strategies affect the company?
At the same time, an employee’s views
The board should understand how the
of its employer are as much a part of the
company is perceived in social media. If the
company’s reputation as are the marketing
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company has an online reputation that does
not fit with its profile, the board should acknowledge the situation and make sure the
company has the resources to work with social media tools to reshape that perception.
The board should also promote efforts
to benefit from the useful information social media may provide and how that intelligence could fuel growth. However, the
board should be aware that there is much
“noise” generated by multiple channels and
sources, which could lead to misinformation
and the misuse of the company’s resources.
Information Transparency and Disclosure:
Again, it is the board’s role to ask questions:
• Is the company ready to use social media
as a tool for transparency and disclosure
of information?
• Does the company have a culture that can
support the use of social media?
• Does the company have a structure (budget, technology, and so on) to provide support over several years?
The board must distinguish between
those social media practices that are beneficial for the company’s transparency and
information-disclosure requirements and
those that could damage the company’s
image or even raise legal risks. The board
needs to discuss the impact that the use of
inadequate social media vehicles could have,
and, more important, the type, frequency,
timing, and language that social media output should have?
Crisis Policy:
The question the board needs to ask is this:
Do we have the right crisis plan in place that
integrates social media interaction?
Crises generated in the social media
sphere greatly differ from those generated
by other communication vehicles. In 2010,
British Petroleum confronted the clout and
tenaciousness of social media when a parody account – @BPGlobalPR – on Twitter
dominated online conversations with its satiric thrashings of the oil behemoth’s blunders to stop oil from leaking into the Gulf of
Mexico. At its peak, the unofficial site had
10 times more followers than the official one.
BP responded with paid advertising, but its
campaign failed to quell the attacks, demonstrating traditional media’s limits.
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BP’s fumbled public relations and social
media’s nascent power became news stories
in and of themselves, too, which contributed
to the public’s anger and pushed down BP’s
share price, forcing the board to install new
leadership and institute reforms in hopes
ofrebuilding investors’ confidence.
In social media, news spreads with near
lightning speed as people replicate items almost as soon as they’re generated. Ordinary
citizens have become “journalists” who can
take a picture or write something – sometimes giving biased personal opinions or perpetrating falsehoods – and easily communicate it to a large audience worldwide. People
often neither distinguish official sources from
unofficial ones nor discriminate between information given “on the record” and that
given “off the record.” Moreover, whatever
is said or written is kept on the Web ad eternum, available 24/7, with no geographical
barriers, building a company “history” that
is immediately searchable.
A social media crisis could arise without warning – on a weekend or even on the
other side of the globe while it is nighttime
at the company’s headquarters. Furthermore, stakeholders would be able to demand transparency and dialogue, becoming
ad hoc raters (with “like” versus “dislike” as
the only options) of the company’s actions
to solve the problem. What is more, anyone
with Internet access will have the same social media tools as the company and be able
to influence opinions with person-to-person
communications.
On the other hand, social media can
be a very powerful tool to communicate
how the company will solve a crisis. It can
be used to keep stakeholders informed, taking advantage of speed and reach of the
reaction, company loyalty, around-the-clock
availability, and person-to-person influence.
Strategy:
A company can leverage current client information and trends provided through social
media, using that intelligence to strategize
and predict future scenarios. Questions the
board should ask include the following:
• Is the company taking advantage of the information that social intelligence provides?
_______________________________________________________________
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• Has the company realized that there is a
shift from “brand” to “product history”?
• Is the company listening to shareholders
and identifying future agenda or voting
trends?
• Is the company effectively using search engine optimization to affect social media?
• Does the company know who its social
media stakeholders are? Likewise, what are
stakeholders doing, and what opportunities
exist to mutually benefit from each others’
engagement with social media?
The immediacy of social media also
makes it possible to compare client information with the company’s approach and to
gauge community responses to current and
proposed products or programs – to test and
evaluate them in real time with more insights
than traditional survey approaches provide.
Another new necessity is stakeholder
mapping. Start with a baseline assessment of
your company’s relations with stakeholders
and the extent to which the quality of those
relations is a hindrance or source of strength
in meeting strategic objectives. Typically, this
process involves ranking stakeholders based
on their influence on issues critical to a company; importance to the company’s ability to
perform; who supports them; what legitimacy
they have; how they convey the message; and,
urgency to create potential damage or value.
This mapping is critical in developing
a social media strategy, because it helps define who will be targeted, the messages that
need to be conveyed, and choices of social
and traditional pipelines that will be used for
communications.18
Company Culture and Leadership:
The internal effects of social media on a
company also need to be addressed. For example, the board should ask the following:
• Is the company using social media to
communicate with employees and align
interest and corporate culture?
• Does the company listen to customers or
stakeholders who are using social media?
• Is the company benefiting from employees’ use of social media to build its brand?
• Is the company using social media proactively, such as to give good customer service, rather than only reacting to negative
opinions?
• Is the company considering social media
as a way to identify where real power lies

among employees (drivers and hidden
stars)?
• Is the company structure and culture being
affected by the culture of collaboration and
co-creation driven by social media?
• How will Internet exposure affect leadership credibility of future directors and executives?
Conclusion
Many companies are already leveraging social
media as a powerful tool for connecting with
stakeholders and building a trusted, reputable
brand. Yes, there are risks, but avoiding social
media is no longer an option.
The days of one-sided communication
are long gone. Instead, we now have a continuing two-way conversation with traditional
stakeholders and the community at large, including technology-savvy people who know
how to shape and dominate public discourse.
This means that all stakeholders can demand
accountability. Ethics, working conditions,
and company culture take on new importance
as employees become de facto examiners and
raters of the company, putting the company in
the public spotlight. Under these circumstances, it is key that boards guarantee the necessary
resources for management to address social
media opportunities and challenges. Boards
also need to challenge management’s assumptions, test the accuracy of the information the
company is relying on, ask the right questions,
and help establish the proper strategy.
For boards, the first and most important
social media question is one they need to ask
themselves: do they have the knowledge necessary to understand these changes and new
technologies? Does the board need a change
in composition to deal with the complexities
of social media? Does the board need external
support and training to do so?
Intel cofounder Gordon Moore famously
predicted that the number of transistors on
a chip will double approximately every two
years. His prediction – popularly known as
Moore’s Law – is a way to illustrate exponential growth. And it certainly applies to the
dizzying rate of advances in social media. To
keep up, boards will have to change their practices, policies, and capacities. This is the new
requirement for company leadership. n
Materials were initially produced by the Global Corporate
Governance Forum, currently IFC Corporate Governance Group
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FINANCIAL EXPERTS

Recruiting the Next Generation
of Financial Experts to Boards
In the past year, conducted more than 400 director searches. We have placed
more than 1,100 women on boards globally

By
Thomas T. Daniels &
Julie Hembrock Daum

Recruiting a finance expert for the board traditionally
focused on sitting CEOs or CFOs. However, shifts in
the director candidate pool and the growing demands
on the audit committee suggest that the traditional approach for recruiting the next generation of financial
experts must evolve. By understanding the current realities, the specific finance expertise that may be needed
and the talent pool, boards will be better positioned to
find and recruit the best people.
Understanding the landscape
Director recruitment has long been a critical issue for boards, but in recent years it has
become increasingly complex and challenging. The 339 new directors appointed to S&P
500 boards during the 2013 proxy year, while
slightly higher than previous years, marks a
continuance of the trend of fewer
new directors.
According to a recent Spencer
Stuart study, 52 percent of S&P
500 boards identified director recruitment as one of their top five
most important priorities, well
above the 31 percent found in a
similar 2008 study.
Many boards have extended their
retirement ages and reduced their
sizes in response to the fierce competition for new directors, particularly
as sitting CEOs, the historically preferred candidate pool, have reduced
their outside board commitments.
Director recruitment of financial
experts exploded after the passage
of the Sarbanes-Oxley Act in 2002
(SOX). Boards found themselves under heightened scrutiny from shareholders and regulators, particularly
regarding their oversight of finan-

Thomas T. Daniels

Julie Hembrock Daum

cial controls and risk. Demand for financial
expertise continues today, but more than 10
years after the adoption of SOX, Spencer
Stuart has found that the profile of new audit
committee members has evolved, as the time
demands of the role have increased and the
capabilities required have expanded.
Historically, active CEOs have held the
majority of public board seats and helped
boards meet the financial expert require-

ments set forth by SOX. However, the increased time commitment associated with
board service and the growing demand on
CEOs within their own roles have contributed to a significant decline in the presence
of outside CEOs in the boardroom. Less
than one-quarter of new independent directors are active CEOs or senior executives,
down from 32 percent a decade ago. Today’s
S&P 500 CEOs sit on an average of just 0.6
outside boards, down from 1.0 in 2003. Put
differently, only 47 percent of CEOs serve
on an external board, the second-lowest percentage since Spencer Stuart began tracking
this data 25 years ago. Moreover, even when
they do accept an outside board assignment,
sitting CEOs generally are reluctant to serve
on the audit committee.
With fewer active CEOs serving on
boards, many companies are turning to retired executives or emerging talent not yet in
the CEO ranks, a trend that should
bode well for CFOs and other senior
executives.
While Spencer Stuart research
conducted in 2012 shows that 37
percent (156) of Fortune 500 CFOs
are on boards, only 11 percent (53)
are on Fortune 500 boards and just
over 60 percent (33) of those Fortune 500 directorships represent
outside boards. A number of factors
contribute to the low representation
of CFOs on boards. From an organizational perspective, companies
are increasingly restricting outside
board service by their senior executives. Almost 60 percent of S&P
500 respondents place restrictions
on the number of outside directorships for CEOs, and a similar number have restrictions on other senior
executives, according to a survey of
S&P 500 corporate secretaries and
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Moreover, it is not only the frequency, but also the length of meetings that contributes to the time commitment for audit
committee members. According to a survey conducted by Spencer Stuart, 85 percent of respondents reported that their
audit committee meetings last more than two hours, compared with 62 percent of compensation committees and just
20 percent of nominating and governance committees.
FINANCIAL EXPERTS

Recruiting the Next Generation of Financial Experts to Boards
Director recruitment of financial experts exploded
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It is also critical for boards to develop
a comprehensive
of the finance activities that might shape the type
Corporate
GovernanCeaunderstanding
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of expertise and experience that could be valuable to have on the board. Is there a major accounting issue that needs to
be addressed? Is a major refinancing forthcoming? Are mergers and acquisitions going to be more important? Is there a

with 62 percent of companies expressing significant interest, while 50 percent had similar interest in other operating
executives and only 17 percent in audit partners.

Specific to the task of recruiting a financial expert
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FINANCIAL EXPERTS
support the individual’s development as a
tify and recruit independent directors and
continue to entertain multiple opportunidirector (particularly for emerging talent)
provided advice to chairmen, CEOs and
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nominating committees on governance
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Recruiting the Next Generation of Financial Experts to Boards
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ing experience, boards may be pleased to
and bandwidth.
ensure they are part of it. While every search,
know that their new “financial expert” may
• Be prepared to recruit aggressively
like the board overseeing it, is unique, boards
bring a broader skill-set than they believed
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Candidate Pool Strengths and Considerations
Strengths

Considerations

Active CEO

• Strong general management and operating
experience as well as financial acumen
• Current with the marketplace

• Limited amount of time to contribute to the
board and are generally unable to chair the audit
committee

Retired CEO

• More seasoned managing, operating and financial experience
• More time and flexible calendars
• If they have remained engaged, can bring current
perspective

• Depending upon board’s retirement policy,
potential length of tenure may be an issue
• Unless recently retired or on another board
may be less in touch with the market

Active or Retired
Chief Financial
Officer

• Deep understanding of financial reporting,
accounting and controls
• Board exposure from their own company
• Possible operating experience from previous
roles

• Generally narrower management experience
• Active CFOs less willing than retired executives
to chair an audit committee
• Have a first obligation to their own board

Retired Audit Partner

• Strong understanding of accounting and controls
• If an industry specialist, can bring that knowledge to the board

• May lack a broader business or management
perspective unless in firm or practice leadership
role
• Strict conflict of interest restrictions

Active or Retired
Banker

• Deep understanding of M&A, corporate development, finance and capital markets
• Tend to be better connected and more polished
given the client-facing nature of the banking
industry

• Generally lack operating and management experience unless in firm or industry leadership role
• Due to potential conflicts, may be difficult to
attract unless retired or working for a boutique
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P R I VAT E S E C T O R O P I N I O N

Integrity, Culture, and
Other Intangibles for Building
Long-Term Value – The Board’s
Critical Responsibility
Boards must embrace good governance practices in actuality, not just in appearance

By
John H. Stout1

Integrity: The Board’s Primary
Responsibility
Governance is a discipline different from management. Understanding that concept is the
first step toward improving board practices.
While management designs, recommends to
the board, and executes the company’s strategy and business plan within an agreed budget,
governance focuses on active, vigorous oversight
of the company and its management. The challenge for board members, typically those who
have excelled at management, is to develop excellence in governance.
Fundamental to good governance is recognizing that an organization’s integrity is critical
to its value, reputation, and sustainability. Organizational integrity starts at the top with the
board and senior management – hence, the frequent reference to the “tone at the top” as a key
element of corporate governance.
Integrity is the basis of stakeholder and
public confidence in a company. While stakeholders look to boards and senior management
for overall governance, direction, and control
_______________________________________________________________
1
John H. Stout is chair of the Corporate Governance and Investigations Group,
Fredrikson & Byron, P.A.; adjunct professor of law, corporate governance, University
of St. Thomas Law School; chair emeritus of the Minnesota Chapter of the National
Association of Corporate Directors; and chair of the Corporate Governance Committee, Business Law Section, of the American Bar Association.

of a company, the key stakeholder expectation
concerns the organization’s integrity and, specifically, assurance that the corporation’s values
and culture support that integrity.
In practice, this means that the board –
• Oversees without compromise the selection,
evaluation, and retention of directors of high
integrity and skill;
• Selects its leadership and both organizes.
• Remains uncompromising in the selection,
evaluation, and retention of executive management of high integrity and skill; and,
• Recognizes with senior management (in supporting the board’s efforts) their joint roles in
ensuring that the organization has and practices values that support a culture of integrity,
fairness, trust, and high performance.
Trust is fundamental to leadership. Boards
and senior executives must be sensitive to the
signals they send to stakeholders and employees. Signals to stakeholders include the quality, independence, reputation, skills, and values
of director nominees; the board’s governance
standards; and responsiveness by the board and
senior management to key stakeholders’ concerns regarding management compensation,
related-party transactions (e.g. family members,
suppliers, customers, consultants, and others
with business or family ties), and other matters.
Signals to employees include selection of board
members; hiring and promotion of personnel;
behaviors that are endorsed or permitted at the
board, management and staff levels; employee
remuneration and other rewards; and the treatment of employees, suppliers, customers, shareholders, and other stakeholders.
The board (the “governing authority”
in the language of the Revised U.S. Federal
Sentencing Guidelines) is ultimately respon-

sible for the company’s integrity (and culture
as discussed later). In many corporate scandals,
boards failed because they did not take responsibility for their organization’s integrity. The directors did not see the organization’s integrity as
an extension of their own integrity. Ultimately,
that is the critical point.
Above all, the board and senior management must see that the conduct of the company’s business reinforces, rather than etracts from,
its integrity and that it enhances, rather than reduces, the value of the company’s goodwill. Accordingly, disclosures and comments made by
senior management and the board must have
integrity and must accurately reflect the true
state of the company’s affairs. The company’s
values, in turn, will often be reflected in its intangible assets or “goodwill”. For most companies
– particularly such high-profile companies as
Starbucks, Apple, Microsoft, Petrobras, Berkshire Hathaway, Infosys, and Tata – the goodwill
on their balance sheets may, and often does, outweigh the monetary value of their tangible assets. It’s critical that the board and all employees
– especially management, advisors, and consultants (particularly, its lawyers and accountants)
– act to protect and enhance the organization’s
integrity and goodwill.
Board Accountability
In the last decade, there have been many examples of failures in corporate integrity: Enron, Worldcom, Tyco, AIG, Lehmann Brothers, Barclays, Citigroup, Credit Suisse, Bank
Santander, News Corporation, Olympus, Sino
Forest, Reliance Group, and Satyam Computer Services are some examples. One study
estimates that 7 percent of firms commit fraud
every year, with the median cost of a fraud es-
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timated at 40.7 percent of the company’s prefraud enterprise value.2
Shareholder concerns about the company’s
integrity, the board’s role in building and preserving a culture of integrity, and overall perceptions of the company will be strongly influenced
by the board’s ability to govern according to best
practices. Decisions must be made in a transparent manner so that shareholders and others can
hold directors accountable. While the possibilities for slippages or failures in board practices
are wide, some common causes for board failures are discussed below.
Composition of the
Board and Top Management
Board composition is the number one issue in today’s governance environment.
The board’s ability to perform its fiduciary responsibilities effectively depends on
the competence, knowledge, experience,
objectivity and values of its members.
Boards have the responsibility to select capable directors, known to be ethical (and
screened for past legal and ethical issues),
knowledgeable about governance, oversight,
and industry in which the company operates,
and capable (having the time, energy, knowledge, judgment, leadership, and courage) to effectively discharge their responsibilities.
Also critical to board composition is the independence from management of at least a majority of the directors selected. While the specific
criteria determining whether a director can be
considered to be independent vary worldwide,
all share a broad definition that independent directors are free of any material involvement in
the company – through direct or family-related
employment, providing services as a vendor, or
being related to other directors or employees.
(See box on page 8 for more information.) The challenge in emerging markets is that families that
control the company tend to occupy board and
managerial positions, and succession planning
is often focused on family members, regardless
of their qualifications, and not on professional
managers where needed.
Similarly, companies may be part of or
controlled by a business group, the interests
of which may not coincide with those of the
company. Further, the pool of independent,
qualified candidates can be small in many
2
Alexander Dyck, Adair Morse, and Luigi Zingales, “How Pervasive is Corporate Fraud?” May 2007. http://www.business.illinois.edu/ accountancy/
events/symposium/audit/2010/papers/Dyck.pdf .

emerging markets.
Public and private boards tend to be dominated by individuals who have management
backgrounds, but, as noted earlier, governance is
different from management. Success as a manager does not always translate into effectiveness
as a director. Boards, particularly those that have
presided over companies with severe problems,
have often been accused of being too management-centric. Directors with successful management backgrounds are needed for Boards, but so
are other voices and perspectives.

P R I VAT E S E C T O R O P I N I O N
relations officer, internal counsel, and head of
information technology. Periodic one-on-one
interviews with these individuals are an essential
tool for directors and board committees as they
perform their oversight responsibilities.

Fiduciary Responsibility
In many corporate scandals, directors demonstrated their lack of understanding of what it
means to be and act like a “fiduciary.” Whether
serving public, private, familyowned, or government-controlled companies in Asia, Africa,
South America, Europe, or North
America, directors need to behave as
fiduciaries, or stewards of others’ monGoodwill
ey and assets. Directors must always:
Goodwill is a type of intangible business asset, the differ• act in good faith;
ence between the fair market value of a company’s indi• place the organization’s best interests
vidual assets and the market value of the overall company
above all other interests – personal
as a going concern. A buyer of a company may be willing
interests, the interests of those who
to pay more for the company than its book value because
elected or appointed them, lobbythe company’s profitability, reputation, brand, unique marists’ concerns, government officials’
ket position, customer loyalty, and special skills may help
interests, and owners’ motivations
generate above-average earnings.
(multiple owners may have multiple
agendas); and,
• act with care by making well-informed, propToday’s boards should be comprised of
erly considered, objective decisions that focus
people with the varied views and skills needed
on the enterprise’s best interests untainted
by a particular company. Some of the comby conflicts. Corporate Culture Corporate
monly required skills and expertise include govculture has been a serious problem in many
ernance and board leadership, business analysis
high-profile corporate failures. Examples of
(what activities add to, or detract from, the value
greed, inappropriate executive compensation
of an enterprise or industry), risk assessment
and perks, placing profit and personal gain
and management, industry knowledge, legal
(through self-dealing and insider trading, for
and regulatory expertise, international busiexample) above legal compliance and ethness experience for companies doing business
ics, and excessive risk-taking are numerous.
internationally, human resources (including
Board oversight of corporate culture is critiunderstanding of corporate culture dynamics,
cal. The Revised U.S. Sentencing Guidelines
strengths, and weaknesses), accounting, audit,
place on an organization’s “governing aufinance, marketing and sales, communications,
thority” (i.e. the board) the responsibility for
stakeholder relations; and, expertise in rapid
ensuring the existence of an ethical culture
growth or rapid decline scenarios. As a board
that emphasizes compliance with laws. Buildlooks for the appropriate level of diversity to
ing and maintaining such a culture requires
maximize the variety of perspectives for its declose cooperation between the board and
liberations, it should equally look for gender, age,
management.
and ethnic diversity. As the company evolves, so
Integrity is further served – or undermined
too should board composition.
– by the quality of a company’s internal conAlongside its responsibilities of CEO overtrols, compliance procedures and processes,
sight, the board must also oversee the CEO’s
and disclosure practices. The maintenance
selection of key management individuals who
of a strong corporate culture and the creation
have responsibility for the corporation’s stratof positive impressions of that culture among
egy, business performance, finances, reporting,
employees require periodic independent assesshuman resources, risk assessment, and legal
ments of the company’s ethics, values, complicompliance.
ance, and training programs. (These programs
These personnel include the CFO, conshould be designed to instill the appropriate cortroller, internal auditor, risk manager, investor
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nance is found at the top of the list
porate values, familiarize employees
of governance failures” for financial
with the company’s ethics and comIndependent Directors
institutions, write Laura Ard and Alpliance expectations, and ensure that
Definitions vary as to what independent means, but usually they
exander Berg in summarizing several
those expectations are met.) Managedescribe a person who is free of financial, family and employment
studies.8 Specifically, Ard and Berg
ment must establish processes and
ties or any other meaningful relation with the company, its direcprocedures for preventing and detectidentified three failings:
tors, and employees. To summarize:3
ing violations of laws, regulations,
• Many boards did not possess a
The director
company policies, governing docucomprehensive understanding of
• is not a recent employee;
ments, and codes of ethical conduct.
their institutions’ risk profile and
• has no recent material business relationship with the company;
Periodic reviews by the board should
were not able to judge its appropri• has received no recent or current compensation from the comassess the efficacy of those processes
pany, other than director’s fee, share options, or performanceateness.
and procedures to assure they are
related pay or pension; • has no close family ties to any of the
• Senior management failed to
functioning as expected.
company’s advisors, directors, or senior employees;
adopt and integrate the necessary
Remuneration is one of the most
• has no cross-directorships or significant links with other direcsystems to identify, manage, and
provocative issues illustrating integrireport risk.
tors through involvement in other companies or bodies;
ty and values. Excessive director and
• Risk management units did not
• is not a significant shareholder; and,
executive compensation, for example,
have the visibility, stature, or inde• is not a long-term member of the board
particularly when the company’s
Experts differ over the number of independent directors that
pendence to raise and consolidate
performance has declined, reflects
a board should have. Depending on the country and whether the
risk to a level sufficient to prompt
poorly on directors’ independence,
company is publicly traded, the range advised is from one-third
management and board response.
integrity, and judgment. Boards must
to a substantial majority. As a minimum, there should be enough
Boards must strive to understand
take more oversight responsibility for
independent directors to staff the governance, audit, compensarisks, pay attention to warnings, and
policies governing compensation,
confront problems promptly and
tion, and (if applicable) risk committees.
perks, incentives, performance reforthrightly. Policies and procedures
George Dallas and Melsa Ararat, in their Private Sector
views, promotions, retirement, and
for assessing and monitoring risks are
Opinion, raise questions about the benefits of board indepenseverance pay. Boards must ensure
essential, and directors must ensure
dence in emerging countries. The evidence, they maintain, is inthat management establish an overall
that such policies and procedures are
conclusive, suggesting that “nominally independent directors are
compensation philosophy and policy
put in place and function well. Warnnot independent enough or not really independent at all. The
for the organization that is fair, transindependent directors may also be in such a minority on many
ings need to be heeded and promptly
parent, and responsive in rewarding
boards that they are ineffective in the face of non-independent or
reviewed to determine whether
excellent performance, addressing
affiliated directors.”4
further investigation or action is repoor performance and that is dequired. This entails thorough efforts
signed to attract and retain the best
to obtain all relevant information, ustalent without detracting from the corporation’s
ing independent resources where necessary to
sufficiently assess organization, business, strateintegrity or corroding the company’s culture.
assure objectivity.
gic, financial, technology, legal, and personnel
Boards must carefully assess and address
Often directors don’t truly understand their
risks and to balance those risks against opporactual and perceived conflicts of interest. Of
oversight roles and fail to appreciate and use
tunities for improving performance and growth.
particular relevance to some of the emerging
the oversight tools at their disposal. Non-manLack of understanding of risk on the part
markets is the frequency of board insensitivity
of boards was highlighted during the recent
agement directors, for their part, are sometimes
to conflicts of interest. This is manifested, for exfinancial crisis. “A lack of effective risk goverintimidated by management, uncritically reliample, in the prevalence in some regions of inant on management, or passive when it comes
IFC Global Corporate Governance Forum, “Corporate Governance Board
appropriate related-party transactions5, a topic
to critiquing or challenging the views of manLeadership Training Resources.” http://www.gcgf.org/wps/wcm/connect/
topics_ext_content/ifc_external_corporate_site/global+corporate+governan
agement and the advisors engaged by managethat the OECD6 has been exploring with particce+forum/publications/toolkits+and+manuals/leadershiptoolkit .
ment. This type of failure, in particular, had
ular reference to governance in Asia. According
George Dallas and Melsa Ararat, “Corporate Governance in Emerging
Markets: Why It Matters to Investors—and What They Can Do About It.”
serious consequences in the first decade of the
to the Corporate Executive Board Company,
Global Corporate Governance Forum Private Sector Opinion 22. 2012. Available at: http://www.ifc.org/ifcext/cgf.nsf/AttachmentsByTitle/PSO_22_
21st century. Enron and Satyam come to mind.
compared to the global average, local employees
Melsa/$FILE/IFC_PSO_22_070611.pdf .
Pratip Kar, “Culture and Corporate Governance Principles in India: RecBoards solicitingthe views of third-party experts
observed 700 percent more improper payments
oncilable Clashes?” Private Sector Opinion #23. August 10, 2011. www.gcgf.
or periodically seeking second opinions could
in China, 250 percent more conflicts of interest
org/publications
OECD, “Related Party Transactions and Minority Shareholder Rights.”
help mitigate this problem.
in Brazil, 250 percent more fraud in India, and
April 4, 2012. http://www.oecd.org/corporate/corporateaffairs/corporategovernanceprinciples/relatedpartytransactionsandminorityshareholder350 percent more business information violarights.htm
Transparency
tions in Russia.7
Ian Beale, “Audits Response to Risks in Emerging Markets.” September 18,
2012 post. http://cebviews.com/adr/2012/09/18/auditsresponse-to-risksThe board must ensure not only that manageUnderstanding Risk and Oversight Key
in-emerging-markets-2/ .
Laura Ard and Alexander Berg, “The Financial Crisis: What Are the Corpoment has systems and procedures that will sound
among a board’s responsibilities is understandrate Governance Lessons for Emerging Markets” in United Nations Conference on Trade and Development, ed., Corporate Governance in the Wake
early warnings of activities that could threaten the
ing, identifying, and addressing risk. In analyzof the Financial Crisis. http://www.unctad-docs.org/files/ G-in-Wake-of-Fincompany’s integrity, but also that the company’s
ing and approving strategy, many boards fail to
Crisis-Ch3.pdf
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countries have helped to increase the
financial statements are understandable,
pressure on companies from sharetransparent, comprehensive, and reliable
Risk Management
for those assessing its financial condition
holder advocates.
Risk management is the process of identification, analysis, and
and evaluating whether to invest in or do
Reputations take years to build
either acceptance or mitigation (for example, how to best handle
business with the company.
but moments to lose. Boards must
such exposure) of uncertain outcomes of decisions and actions.
During the U.S. dotcom market
monitor the governance views of busiThe Committee of Sponsoring Organizations (COSO) and
crisis of the early 2000s and the recent
others have published guidance (as far back as the Treadway
ness, the company’s shareholders, and
financial crisis, there were many transCommission Report, sponsored by COSO, in the late 1980s) for
other stakeholders, institutional invesboard deliberations involving tangible and intangible risks.
tors, proxy advisors, legislators, regulaparency issues surrounding accounting
“Corporate risk taking and the monitoring of risks have retors, and governance commentators.
and disclosure. Worldwide, hundreds
These groups’ views must be considof companies’ financial results were
mained front and center in the minds of boards of directors, legered against the company’s established
restated.
islators, and the media, fueled by the powerful mix of continuing
governance policies and practices.
Even if there was technical comworldwide financial instability, ever-increasing regulation, anger
For most organizations, their reputaand resentment at the alleged power of business, financial execupliance with accounting principles,
tions, based on a positive stakeholder
financial statements and published
tives and boards.
perception and the resulting goodwill,
information often failed to provide a
Board compensation practices have been a lightning rod
are among the most valuable assets.
true picture of companies’ business and
during this time of economic uncertainty, retrenchment, conBoards must be alert to external opinfinancial condition. To address this istraction, and changing dynamics between U.S., European, and
ions and both individual and organizasue, the Sarbanes-Oxley Act required
emerging market economies, receiving constant media criticism,
tional conduct that may compromise
certification by the CEOs and CFOs
shareholder intervention, and regulatory attention.”9 Some
the company’s reputation for integrity
of the accuracy of company financial
boards establish a separate risk committee, led by an indepenand trustworthiness.
statements, and compensation clawdent director, to monitor the level of leverage, industry sector
Boards should participate with
backs in the event of certain restatetrends and competitiveness criteria, government policy and other
management in developing and mainments of audited financial statements.
macro-economic factors, and the company’s finances (exposure
taining key stakeholder engagement
The membership of some emerging
to loans, shift in market demand, production costs, including sopolicies and utilize best practices for
markets countries in the “G20” has led
cial benefits for employees), and other various issues as they arise.
communications, interaction, and
them to adopt some reforms; but, given
responsiveness. Boards must seek to
that “countries in Asia, the Middle East,
understand stakeholder concerns and views on
Africa, and Latin America were generally less
different corporate matters,
impacted financially by the crisis, [t]heir finanStakeholder Engagement
including the director nomination process
cial reform initiatives since 2007, if any, have
Financial crises, corporate failings, and goverand company performance issues, and demongenerally not risen to a level of prominence
nance problems have caused shareholders to
strate a willingness to engage with shareowncomparable to those in the United States, the
seek greater engagement with boards and seers and their representatives on these matters.
European Union, and Switzerland.”10
nior management. Through direct contact, the
Avoidance is no longer workable. Further,
submission of proposals for inclusion in proxy
Boards must closely monitor information
boards and management must be very selective
material and say-on-pay votes, shareholders
that is being disseminated by the company.
and discerning in decisions to oppose corporate
have sought to influence corporate policy and
Transparency is good; obscuring reality is bad.
reforms and governance practices advocated by
decisions. With some notable exceptions that
Boards must be aware of the many ways in
responsible stakeholders.
include Berkshire-Hathaway, Pfizer, Cocawhich the corporation provides information,
Cola, and Prudential, to name a few, boards
including public comments by management,
Conclusion
and senior management in the United States,
media interviews, press releases, websites, broadIn conclusion, boards must embrace good govfor example, have often been unresponsive or
cast or directed e-mail, regulatory agency filings,
resistant to shareholder initiatives. In emerging
ernance practices in actuality, not just in appearand a multitude of forms, applications, and dismarkets countries, “shareholder/stakeholder
ance. Many companies’ boards, however, even
closures to third parties (for example, reports to
relationships” have long been characterized by
those which have had “gold standard” goverbanks and others providing financing or credit
the prevalence of relationshipbased or relationnance documents and processes in place, often
regarding compliance with financial covenants),
lack a solid grasp of these “best practices” and
ship-governed behaviors. … Businesses protect
and director and management conduct (for
how to implement and monitor them. Good
themselves by building informal networks or
example, purchasing or selling the company’s
governance is about organization, process, edurelationships with stakeholders that help secure
stock). Equally important, and with the potential
cation, and execution – and, finally, effective evaluatrust, commitment, and loyalty in the absence
for significant impact on the company and pubtion of management, principally the CEO, and
of an effective regulatory framework.”11 These
lic perceptions, are external information sources
the board and individual directors. n
such as analyst reports, positions taken by proxy
dynamics in developed and emerging markets
advisors, competitors’ public disclosures through
Materials were initially produced by the Global Corporate
such media as advertising, as well as internet
http://blogs.law.harvard.edu/corpgov/2012/01/03/risk-managementGovernance Forum, currently IFC Corporate Governance Group.
commentary on blogs, websites, and chat rooms.
and-the-board-of-directors-an-update-for-2012/
–––––––––––––––––––––––––––––––––––––––––––––––––
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W

ith the passage of the SarbanesOxley Act, the board assumed
the unambiguous responsibility for CEO succession. Most boards have
embraced this responsibility, accepting that
effective succession planning is an ongoClaudia Lacy Kelly
Dayton Ogden
ing process requiring consistent, dedicated
ness of the succession planning process. In
work on their part. The CEO, meanwhile,
addition to ensuring that the company has
should be a proactive, engaged partner with
best-in-class talent development programs,
the board, ensuring that that the company
the CHRO plays a critical supporting role
has a robust, forward-looking approach to
when it is time for the CEO to hand off the
executive talent management. The third
process to the board for the selection phase.
major player in CEO succession planning is
It is this transition that can be parthe chief human resources officer.
ticularly tricky for both the board
The CHRO reports to the CEO,
===
===
and the CEO, as emotions and the
and together they are charged with
politics become more intense. A
grooming the next generation of
The CHRO
well-established C-suite executive
leadership. At the same time, the
can play an
succession planning process and a
CHRO has a fiduciary responsibilimportant role
rigorous and regular talent review
ity to the board to assist directors
in ensuring
at the board level helps make for
in running an effective process.
directors
a smoother transition. Drawing
Given the high stakes and inherent
discuss these
on our experience working with
political and emotional dynamquestions and
boards, CEOs and CHROs on
ics at play, the CHRO must walk
agree on
CEO succession planning, we ofa fine line in navigating this dual
the selection
fer the following five recommenrole. In our experience, the skill
criteria
dations for CHROs for managing
and sophistication of the CHRO
===
===
an effective process and balancing
can have a disproportionate imtheir dual responsibilities.
pact on the success and effective-

“

”

u Be the authority on a

best-practice process
As much as boards’ engagement in CEO
succession planning has increased in recent
years, directors still very much depend on
the CHRO to guide a thoughtful, orderly
and transparent process and ensure that
directors are armed with the information
they need to make the best decision when
the time comes.
For this reason, the CHRO must be an
advocate for the best practices in succession
planning. This includes ensuring that the
board and management team engage in a
due diligence process. The first step in that
process is to consider the future strategic direction of the business and the ideal company culture. This process should lead to
an agreed-upon profile for the future CEO,
which should guide the selection process.
Unfortunately, we have found that there can
be a surprising lack of alignment among directors and between the board and CEO in
key areas such as strategy and the selection
criteria. The CHRO can play an important
role in ensuring directors discuss these questions and agree on the selection criteria, and
that the board and CEO consistently apply
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the agreed-upon criteria when evaluating
potential CEO contenders. Thoughtfully
developed CEO criteria provide both a
roadmap for internal candidate development plans and a framework for selecting
from among finalist candidates. In addition,
a tight spec can help insulate the process
from efforts to push for favorites by keeping
all parties focused on the specific requirements of the business.
The CHRO also should advocate for the
rigorous assessment of internal candidates,
external benchmarking and the creation
of specific development plans that identify
the gaps that individuals must address and
in what time frame. Many boards benefit
from having outside assessment expertise
when evaluating how the internal team
stacks up against the requirements. This is
particularly true when the board recognizes
that the business requires a change in strategic direction. In most cases, the CHRO
is responsible for the day-to-day interface
with board advisers and, in a real sense, the
HR executive manages the process between
meetings, ensuring advisers are on the right
track and produce their deliverables.

v Informed independence: Avoid the
advocacy trap
Boards tend to lack the granular information about CEO contenders that they most
need to make a selection. Much of the
board’s knowledge of internal candidates
comes from presentations during board
meetings or dinners. Directors naturally
turn to the CHRO to help them get smart
about internal executives in the pipeline.
Indeed, CHROs are in the best position to
represent executives’ progress – or lack of
progress – on their development plans. At
sophisticated companies, the board committee tasked with CEO succession will
want to know the CHRO’s point of view
and, once a selection is made, will hold him
or her accountable for the information provided. This is a weighty responsibility and
often tricky; CHROs don’t want to burn
a candidate with an overly critical assessment, nor do they want to overlook weaknesses and have the board come back after
an internal candidate is selected and ask,
“Why didn’t you know about these capability gaps?”
CHROs should strive to provide a bal-
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on strategy and organization, the process
can fall apart if the CEO gets in the way,
potentially costing the business a generation
of CEO talent. A CHRO who is a skilled
adviser to the CEO can add enormously to
the success and effectiveness of the succession planning process by encouraging the
CEO to let go and make room for the successor and by helping the CEO avoid missteps that could stain an otherwise strong
legacy.
The CHRO does not have to shoulder
the burden alone. Savvy CHROs can sensitize the senior leadership team to the difficulty of retiring from the CEO role and
encourage the lead director or non-executive chair and the small group of senior
executives closest to the CEO to be on the
lookout for outlying behavior so the CHRO
can intervene appropriately.

anced point of view on the process and the
strengths and developmental needs of internal candidates. They need to be honest
with the CEO and the board as to whether
internal candidates are meeting their milestones. In a process where many of the other players may develop biases, the CHRO
must be the one who ensures the honesty
and integrity of the process.

w Advise and support the CEO
CEO succession planning can be very challenging for the sitting CEO, personally and
professionally. This is particularly true as
the process moves toward the selection of
the successor.
CEOs face the reality that the board
is driving the process, not them. They also
have to deal with their self-image, which is
attached to the business they run and may
have spent their lives building. Even for
CEOs who have actively groomed potential
x Manage the other constituencies
successors, it is a process they ultimately will
In addition to the board and CEO, the
lose control of, and most CEOs are not fond
CHRO must be mindful about how the
of lack of control. At some point,
process can affect the business’
as conversations begin to pivot to
other key constituencies, includ===
===
speculation about the new CEO,
ing internal candidates. The
The CHRO
the current CEO may begin to
stakes are very high for these
also will have
feel like a lame duck. This tempts
executives. They often receive
to be frank
some CEOs to behave in less flatadvice from people who are diswith senior
tering ways. Thus, an important
tant from the process, and some
executives
role for the CHRO is to serve as
of this advice is bad. At the same
who are not
counsel to the CEO during the
time, they are trying to run their
going to make
inevitably difficult periods in the
businesses while they compete for
it to the CEO
process. CEOs can become imthe top job. While the process will
role and help
patient with the board’s process
inevitably result in disappointthem develop a
when they view it as too exhausment among the unsuccessful
specific career
tive, or disagree with the direction
candidates, the CHRO can play
plan with the
the board is taking. For example,
a critical role in the retention of
knowledge and
considering external candidates
executives who are important for
experience they
when a strong insider is available
the success of the business. This is
will want to
is sometimes frustrating to the
achieved in part by promoting a
build
CEO, but completely logical to
fair and objective assessment and
the board. Advocates by nature,
development process that focuses
===
===
CEOs sometimes need to be reas much on building a strong
minded not to push too hard for a
team as identifying the successor
particular candidate or solution,
to the CEO. The CHRO also
which can backfire with directors, or to
will have to be frank with senior executives
derail the planning process by finding fault
who are not going to make it to the CEO
with all the contenders.
role and help them develop a specific career
Finally, many CEOs are not as preplan with the knowledge and experience
pared emotionally as they think they will be
they will want to build.
when the organization becomes increasingJust as the CHRO advises and provides
ly distracted by the inevitable transition. In
emotional support to the CEO, the chief
our experience, even when CHROs excel
HR leader also provides similar support to
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job. The CHRO should work with
internal candidates. In fact, the
the new CEO to map out what
CHRO may be the only “safe”
===
===
the first 90 days will look like at
place for candidates to share
The CHRO
strategic, organizational and perconcerns about the length of
should work
sonal levels. Determining where
the process or other issues. Canwith the new
the new CEO will want to make a
didates tend to think that CEO
mark and differentiate himself or
selection is primarily about as- CEO to map out
what the first 90 herself from the previous CEO is
sessing the candidates, but much
days will look
critical. Having been so closely inof the process at the board level
like at strategic,
volved in the succession planning
involves developing a shared
organizational
process, the CHRO also knows the
perspective on the needs of the
and personal
areas where the new CEO may
business, the candidates and their
levels
lack specific experience and can
ultimate decision.
recommend ways to support the
Meanwhile, a CEO transi===
===
new CEO in those areas.
tion can be highly disruptive to
“A take-charge” CHRO also
the company and its employees.
can be the driver of the immediate transiUncertainty about the future surrounds evtion plan, helping the chair or committee
ery transition, but a perceived horse race
head prepare for the activities that occur
between candidates can be particularly disimmediately after the official decision by
ruptive. Individuals tend to align with one
the board. These can include the communicandidate or another. The CHRO needs
cations plan, a plan for the outgoing CEO,
to keep an ear to the ground to understand
compensation for the new CEO, SEC rehow the organization is reacting and keep
porting requirements, and retention stratethe board and the CEO apprised. Such
gies for non-selected candidates and other
discussion helps the CEO and CHRO to
key management players. The CHRO often
develop strategies to minimize disruption
serves as the chief of staff to the commitand smooth the running of the company.
tee in architecting the plan, and the CEO
A strong CHRO does not let organizational
and CHRO are usually the ones who enparalysis set in the business.
sure that key members of management are
When a transition is imminent, the proconfidentially brought into the process to
cess may become an active search. Exterexecute these plans.
nal candidates can be another constituency
The CHRO also should encourage the
when this happens. In addition to dealing
with insecurities about whether to leave
their current company, external candidates
About the Authors
are most concerned about the risk of expo-
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sure. Nobody wants to have their board or
management team find out that they are a
candidate for an outside job by reading it in
The Wall Street Journal. One of the roles that
the CHRO can play is to impress upon the
committee and board how critical it is not
to let their deliberations leak to the press.
Press leaks about internal and external candidates can have very negative consequences for the succession process and the company itself. Leaks can tarnish the company’s
reputation, cause it to lose viable candidates
for the CEO role and create turmoil within
the organization.

y Position the new CEO for success
Finally, once the new CEO has been selected, the CHRO plays an important role in
helping him or her prepare to assume the top
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The Conscience of
Our Companies

former CEO to limit his or her stay at the
company. It’s not uncommon for a retiring
CEO to linger on and become a hindrance
to the new CEO and the agenda he or she
is trying to execute.
Conclusion
The CHRO has a complex and varied role
in CEO succession planning:
1. Advising the committee of the board
that is responsible for managing the
process
2. Ensuring internal candidates are
rigorously assessed and monitoring their
progress against development plans
3. Reviewing the qualifications of external
benchmarks
4. Counseling the incumbent CEO
5. Planning for the onboarding and
ramping up of the new CEO
Few management roles must operate in a
situation as complex and ambiguous as the
CHRO during succession planning. Serving as both the fiduciary responsible to the
board and the confidant to the CEO is extremely challenging. To manage this process effectively requires exceptional skills
and dexterity on the part of the CHRO
– and, importantly, the willingness to own
the process. The reward is leadership able
to sustain and improve the performance of
the company. n

Claudia Lacy Kelly is the North American leader of Spencer Stuart’s Human Resources Practice.
Dayton Ogden is the global leader of Spencer Stuart’s CEO Succession advisory services and a
member of the Board and Industrial practices.
About Spencer Stuart CEO Succession Services
Spencer Stuart is one of the worlds’ leading executive search consulting firms. We have extensive
experience advising organizations and helping them prepare for a range of scenarios, from long-term
orderly succession to emergency succession.
Our experience with best practices, our market knowledge and widespread access to leadership talent
combine to make us a valuable partner for boards, chief executives and HR leaders committed to CEO
succession planning.
Spencer Stuart works with clients across almost all aspects of the succession planning
process including:
> Developing the succession planning approach and process
> Defining the future CEO requirements
> Working with HR leaders to assess internal talent and advise on development plans
> Benchmarking internal versus external talent
> Articulating plans across both the short and long term
> Updating assessments and plans over time
> Search
> Transition counsel

CorporateGovernanCeasia 46 september/oCtober 2014

We need to see three things in companies – openness, integrity and accountability

By
Carlson Tong
Chairman
SFC Hong Kong

I

n 30 years as a practising accountant,
followed by two more as chairman of
the SFC, corporate governance has
always been very close to my heart. I’ve
seen great progress in local corporate governance practices and this is one of the key
factors underpinning Hong Kong’s success.
Clearly, your organisation has played,
and will continue to play, a very important
role here. Not least by setting the highest
standards of integrity and independence. I
greatly appreciate all your members have
done to raise the standard of corporate
governance in Hong Kong and to make
sure your companies are run properly and
managed professionally. Well done.
Today’s theme
A main theme today is “change”. Of
course, the role of the company secretary
has changed dramatically and in importance over the years. This is clear from the
significant growth in the number of companies listed in Hong Kong and the changes in the regulation of these listed companies. The role of the corporate secretary
has become ever more demanding and you
play a critical role in ensuring the proper
functioning of the board of each and every
listed company.
I returned to Hong Kong from the
UK in 1985 and not long after we had the
“Black Monday” in 1987. Some of you
may remember that day. As a result of the

cial crisis, and the dotcom crash.
Ian Hay Davison report in 1988, the threeThere were many attempts to explain
tier regulatory structure was introduced
these crises but I believe they all boil down
consisting of the Government, the Securito greed and short-termism. Bank managties and Futures Commission (SFC) and the
ers focused on short-term returns to shareStock Exchange. The SFC was established
holders. Compensation structures were
in 1989. And yes, that means that the SFC
skewed all along the mortgage securitisacelebrates our 25th anniversary this year.
tion chain, from the people who originated
In 1989, there were only 290 listed
mortgages to the people on Wall Street who
companies on our exchange and now there
packaged them into securities.
are over 1,400. Market capitalisaTying compensation to earnings
tion has increased from $600 bil===
===
created the temptation to malion then, to over $25 trillion now.
nipulate the numbers.
And we need look no further
The role of
than this room to see evidence of
the corporate
In the DNA
the changes worked by the hands
secretary
What we learnt from these crises
of time. I’m referring, of course,
has become
was the importance of greater
to many of my old friends who
ever more
accountability and transparency,
are here today, and by that I don’t
demanding
more ethical business behaviour
mean they are getting older with
and you play
and stronger corporate govermore white hair; rather, I mean
a critical role
nance. As regulators we do not
the great contributions many of
in ensuring
want to wait for the next crisis to
them have made to corporate
the proper
find out which corporations are
governance in Hong Kong.
functioning of
not being properly and profesthe board of
sionally managed. We need to
A look back
each and every
stay ahead of the game and be
I would, if I may, take a look back
listed company
proactive in making sure that
at some of the key events in the
===
===
corporate governance practices
recent history of corporate govare meaningful and effective.
ernance. Many of these developBack in January, the SFC
ments came in response to market
hosted its first industry forum. We started
failures or corporate misbehaviour. Unforby considering the impact of the 2008 fitunately the trend has been that we need
nancial crisis. From there, we looked at how
a crisis to bring about change. And the
to create more resilient financial markets
market, investors and politicians all seem to
and how to work together to prevent future
have very short memories.
crises. We also examined short-termism in
If you recall, the global financial crisis
the financial industry and how to restore
a few years ago triggered a near-collapse
trust in capital markets.
of financial systems and the damage is still
Recent events have shown that poor
felt today. One estimate of the lost output
governance increases risk and undermines
in the developed world is over US$3 trilshareholder value. In particular, the failure
lion – that’s about the size of the German
to ensure appropriate and efficient coreconomy.
porate governance can result in poor alAnd this was just one of many crises
location of resources, abuses and theft by
over the last two decades. I’m thinking of
management, asset stripping – not to menthe Barings collapse, the 1997 Asian finan-
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REGULATORS INSIGHTS
tion reputational damage, and even
bankruptcy. So far this year, billions
of dollars of fines were imposed on
investment banks for various corporate failures, including selling
toxic investment products to their
customers.
The evidence in favour of good
corporate governance is just as convincing. Studies have shown a strong
correlation between good governance and stock returns. It turns out
that it matters a great deal whether
good corporate governance principles are taken into account in the
decision-making process.
For these reasons, then, it is
clear that good corporate governance needs to be part of every
company’s DNA. The tone at the
top is therefore very important. Indeed, it is a key factor in the longterm prospects of the business.
Hong Kong
As I have said before, good corporate governance cannot be
achieved just by ticking the boxes.
As a regulator, the SFC does not
believe a box-ticking approach is
of much value at all. Thankfully,
over the years the standard of corporate governance among listed
companies in Hong Kong has connies. This complements the continuing distinued to improve. But we must not
closure regime for listed companies and the
be complacent – we cannot afford to fall
new IPO sponsors regime;
behind in global corporate governance
2. Second, we have set higher superstandards and practices.
visory expectations for financial
At the SFC, our mandates
institutions through our newly ininclude maintaining orderly and
===
===
tegrated Intermediaries Division;
transparent markets, protecting
The evidence
3. And on the enforcement
the investing public, minimisin favour of
front, we continue to send strong
ing crime and misconduct in the
good corporate
deterrent messages to the market.
markets and reducing systemic
governance
We also take action to remedy the
risks in the industry. These all
is just as
effects of market misconduct and
have corporate governance diconvincing.
in this way we function as “public
mensions.
Studies have
protector”.
Let me briefly highlight some
shown a strong
of our ongoing work related to
correlation
New challenges
corporate governance:
between
good
Looking ahead, we will continue
1. We recently decided to
governance and
to develop and fine-tune our
take a more proactive role in
stock returns
role as a statutory regulator in
overseeing corporate conduct
response to changing conditions
as a means to ensure the proper
===
===
in the market and in the global
governance of our listed compa-
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economy. However, I believe that
good corporate conduct does not
only rely on the regulatory and legal
framework.
For example – and those of you
here today who are involved in legal
and compliance work will be glad
to hear this – at the SFC Forum
in January, regulators in the region
came to a consensus that a thicker
rule-book is NOT what we need
going forward. It is just as important that all company directors and
managers have self-discipline and
perform their duties properly and
professionally.
We realise, however, that there
is no single model of good corporate governance, and the best way
to achieve it will vary from company
to company. But that should not discourage us from taking part in the
debate about corporate governance
practices.
Company secretaries have a
vital role to play in this debate. Sitting at the centre of the board’s operations, you are uniquely situated
to observe – and hopefully to influence – the development of governance practices. For this reason
the company secretary has been
described as the “conscience of the
company.”
But whether you are a company
secretary, or a director, auditor, or regulator, recognising the changes in the corporate governance landscape is essential for
understanding today’s rapidly evolving
markets.
In wrapping up, I would stress that
businesses need an ethical corporate culture, including the ability to look beyond
short-term gains for the long-term interests of stakeholders. We need to see three
things in companies – openness, integrity
and accountability. These values will help
to drive us forward. Good market conduct
is driven by good behaviour, and in this everyone involved has a unique and important role to play. n
Speech by : Carlson Tong - Chairman - SFC Hong Kong
- Hong Kong Institute of Chartered Secretaries Corporate
Governance Conference 2014 - 19 September 2014
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Walking a tightrope in Singapore
Progressive steps to limit ML/TF risks
By
Wilson Ang and Kayla Feld

Individuals with illicit funds to launder or terrorist activities to finance can, with the latest technology, transfer high volumes of money around the
globe almost instantaneously and seek to conceal
its origin or the destination. Although it boasts one
of the lowest crime rates in the world, Singapore is
not immune to cross-border money-laundering and
terrorist financing (ML/TF) risks. Its openness
as an international financial centre and transport
hub means it can be targeted as a transit point or
safe haven for illicit funds. What steps can Singapore take to keep the hounds at bay?

S

ingapore makes persistent efforts to
address its ML/TF risks by maintaining a rigorous legal and regulatory antimoney laundering and counter-terrorist
financing regime.
The two primary ML/TF laws are the
Corruption, Drug Trafficking and Other
Serious Crimes (Confiscation of Benefits)
Act(CDSA) and the Terrorism (Suppression of Financing) Act. CDSA deals primarily with money-laundering, while
TSFA deals with terrorism financing.
The Financial Investigation Group of the
Commercial Affairs Department (CAD) is
the lead Singapore enforcement authority
for ML/TF investigations.
The Monetary Authority of Singapore (MAS) is the institution that plays
a prominent role in addressing ML/TF
risks. MAS regulates financial institutions through licensing requirements and
constant supervision. It is empowered by
the Monetary Authority of Singapore
Act, Chapter 186 (MAS Act) to request
information from and issue directions to
financial institutions if MAS determines
it necessary, among other things, for the
prevention of ML/TF.
Beyond MAS, the Singapore govern-

ment is proactive in addressing ML/TF
risks outside the sphere of financial institutions. It published a National Risk Assessment Report (NRA Report) in January
2014 to consider the potential risk areas
for ML/TF in Singapore. The NRA Report sought to inform the prioritization
and allocation of resources to enhance the
anti-money laundering and counter terrorist financing regime in Singapore.
The NRA Report concluded that
many sectors have in place robust regimes
to combat money laundering and terrorist
financing, but also identified several areas
of high risk and other areas that need further enhancement.
High-risk sectors
The sectors most vulnerable to ML/TF
risks are international cash-intensive institutions. Banks face high inherent risks
as they offer a wide range of products
and services that involve cash-intensive,
often international transactions. They
serve high volumes of customers, including a broad spectrum of corporate and
individual customers, who might include
higher-risks clients such as politically exposed persons. With the expansion of both
physical and electronic financial infrastructure, ML/TF activities are becoming
increasingly sophisticated and difficult to
detect as money and valuables can move
across borders with greater ease.
Singapore, as a strong financial cen-

tre that aims to appeal to businesses by
reducing bureaucratic red tape, can be a
particularly attractive conduit for ML/TF
funds.
In several recent instances, Singapore’s
financial structures have been used for the
placement or integration of illicit funds. In
one case, a woman in Singapore received
approximately US$2.08 million from two
men. Those funds were later determined
to have been fraudulently transferred to
the two men from the United States. She,
in turn, remitted the funds out of Singapore, to a man in Indonesia. The woman
was convicted and sentenced to 9 months
imprisonment for assisting another to in
the retention of the benefits of criminal
conduct.
In another case, the son of the former
prime minister of Bangladesh transferred
into Singapore bank accounts more than
S$2.7 million of alleged bribes received
in connection with a project to build a
mooring containment terminal at a port
in Bangladesh. The Singapore authorities responded to a mutual legal assistance
request by Bangladesh and temporarily
froze approximately US$1.9 million in assets to return to Bangladesh.
These occurrences demonstrate that,
despite stringent controls put in place by
the Singapore authorities, Singapore remains highly susceptible to ML/TF risks
from abroad.
Strengthening controls
In response, MAS implemented new efforts to crack down on money laundering.
MAS took steps to strengthen its regulatory control over financial institutions
and other entities at risk for criminal or
non-transparent financial transactions. A
part of these efforts is a recent decision to
stop issuing new S$10,000 notes in order
to control large cash transactions. MAS is
also in the process of amending its regula-
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Melco Crown Entertainment

Shaping the future
of gaming and
entertainment in Asia
With an innovative approach to
delivering a unique entertainment
experience with never-seenbefore attractions, Melco Crown
Entertainment’s flagship integrated
resort, City of Dreams, provides a bestin-class and diverse offering to high-end
and premium mass market customers
in Macau which, in combination with
the Company’s other complementary
properties, has enabled Melco Crown
Entertainment to generate impressive
operational and financial results over the
past few years.
To further expand Melco Crown
Entertainment’s mass market appeal, the
Company is also currently developing
another exciting integrated resort, Studio
Melco Crown Entertainment has brought two world-class entertainment to
Macau - The House of Dancing Water (left and top)and TABOO (bottom).

City, which will be located in
Hotel Award” for the third
the fast growing Cotai region
consecutive year. Melco Crown
in Macau. The cinematicallyEntertainment was also the
themed integrated resort is
first Macau casino and hotel
located directly adjacent to the
operator to achieve ISO 14001
Lotus Bridge in Cotai, the only
Environmental Management
entry point from the rapidly
Certification.
developing Hengqin Island to
The Company’s strong
Macau. Studio City will deliver
corporate culture, including
an innovative entertainment
a committed approach to
proposition to visitors to
Corporate Governance and
Macau, broadening the appeal
environmental sustainability,
of Macau to a wider range of
ensures a framework for long
customers, who are seeking
term success. In addition to
a holistic entertainment
the numerous operational
experience.
and financial awards that
Outside Macau, MCE
Melco Crown Entertainment
Leisure Philippines, a subsidiary
continues to receive, the
of Melco Crown (Philippines)
Company was recently
Resorts Corporation, has
selected as one of Forbes Asia’s
been cooperating with Belle
Fabulous 50 Companies for the
Corporation to develop
second year running.
and operate City of Dreams
Looking ahead, Melco
Manila, a casino, hotel, retail
Crown Entertainment believes
and entertainment integrated
that after years of very robust
resort in the Entertainment
growth in the gaming market
City complex in Manila, which City of Dreams Manila is a new integrated casino resort currently under
in Macau, the growth with
is anticipated to open later this development in Manila Bay, Manila. It is expected to open later this year. moderate somewhat, with
year. With its broad collection
increasing competition and
of first-class brands - including Asia’s first
uncertainties arising from the expected
one of the leading gaming and
Nobu Hotel, the world’s first educationopening of numerous new leisure and
entertainment companies in the region,
based interactive entertainment concept,
entertainment properties in the city,
positioning ourselves to participate in
DreamPlay by DreamWorks, and two
together with less spending in the VIP
new and exciting gaming markets in
world-renowned nightclubs, Pangaea
segment. Even so, the Macau gaming
Asia, most notably Japan.
and Chaos - City of Dreams Manila
market is still expected to enjoy a healthy
In addition to delivering world-class
will meaningfully expand the Philippine
and stable growth, with the gradually
amenities and services to our customers,
appeal to a broader range of customers
recovery global economy providing a
The Company is also committed to
both within the Philippines and
sound foundation, accompanied by
providing a sustainable environment
throughout the region.
greater demand from the increasingly
for future generations to enjoy Macau.
While we remain focused on our
affluent Chinese middle class for quality
We are proud that all three hotels at
current operations and future projects
entertainment offerings which serves as
City of Dreams - Crown Towers, Hard
in both Macau and the Philippines, we
a key growth driver of Macau’s gaming
Rock Hotel and Grand Hyatt Macau –
continue to pursue our aim of becoming
and tourism industries.
were honored with the “Macao Green
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laundering activity or terrorism financing;
tions for financial institutions to enhance
and 3) not “tipping off” a person or entity
Singapore’s capability for international
that they may be the subject of an investicooperation on ML/TF issues, in line with
gation. Individuals who violate the CDSA
FATF recommendations and extend antior the TSFA can be subject to a fine of up
money laundering and counter-terrorist
to S$500,000 and/or 7 years’ imprisonfinancing regulations to cover financial
ment, if the offender is a corporate entity,
holding companies. MAS has further prothe fine may be up to S$1 million. The
posed regulatory changes that emphasise
CDSA and TSFA both have extraterritoits position that anti-money laundering
rial effect and can apply outside of Sinand counter-terrorist financing obligagapore.
tions, in particular customer due diligence
In Singapore, the funds derived from
obligations, will continue to take prececrimes listed as one of the 424 serious ofdence over Singapore’s newly-enacted
fences under the CDSA are considered
data privacy laws.
proceeds of crime which may be launIn a similar vein, MAS announced
dered. One notable recent addithat it will issue new regulation to this list is tax evasion.
tions requiring cryptocurrency
===
===
Corporations, in addition
traders to verify the identity of
to individuals, may also be licustomers and report any suspiSingapore
able for money laundering or
cious activity to mitigate the risk
must remain
terrorist financing offences.
that digital currencies, such as
cautious as it
Although the burden of proof
Bitcoin, could be used for illecontinues to
has been traditionally difficult
gal transactions. With this move,
roll out new
to discharge at common law,
Singapore keeps pace with a
legislation and
the CDSA specifies that it is
number of other jurisdictions
implement
sufficient for the prosecution to
that have announced different
regulations
show that a director, employee
strategies to regulate or selec===
===
or agent of the corporation, acttively ban the use of digital curing within the scope of his or her
rencies.
employment, had the state of mind necesAnother sector identified by the NRA
sary to engage in the prohibited acts. This
Report as requiring strengthened contest lightens the prosecutorial burden in
trols involves Corporate Service Providproving corporate criminal liability.
ers (CSPs). CSPs are business entities and
people that provide a range of services
Residual challenges
such as corporate advisory, office hosting,
Singapore’s progressive approach on adcorporate secretarial services and statutodressing ML/TF risks stems, in part, from
ry filings of documents with the Accountthe challenges it has faced in the past and
ing and Corporate Regulatory Authority
the need to maintain its reputation as a
(ACRA). CSPs are not currently regulated,
well-regulated financial centre in the fubut ACRA has proposed control measures
ture.
to remedy concerns relating to customer
In 2000, the OECD issued a report endue diligence or the engagement of CSPs
titled “Towards Global Tax Co-operation:
to set up complex or unusual structures to
Progress in Identifying and Eliminating
conceal the beneficial ownership of corHarmful Tax Practices” (OECD Report)
porations.
that identified a number of jurisdictions
as potentially harmful preferential tax reStanding on a firm base
gimes. These jurisdictions were considered
As mentioned, Singapore’s efforts to adto lack transparent tax and regulatory sysdress ML/TF risks are supported by two
tems and mechanisms to engage in effecmain pieces of legislation, the CDSA and
tive exchange of information. The OECD
the TSFA.
Report revealed a “white” list of countries
The CDSA and TSFA impose three
which implemented an agreed upon stanprincipal obligations: 1) not engaging in
dard, a “black” list of 35 non-cooperative
money laundering or terrorism financing;
tax havens and a “grey” list of countries
2) reporting information relating to money
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that were tax havens or “other financial
centres” that had committed to the internationally agreed tax standards but had
not yet substantially implemented them.
Placement on the grey list posed a
challenge for Singapore in its effort to be
viewed as a reputable financial centre. Singapore took immediate steps to address
this issue by signing a series of tax information exchange agreements with other
countries that the OECD Report identified as meeting its tax haven criteria and
operating in an effective manner. After
signing a series of Avoidance of Double
Taxation Agreements with various countries, in November 2009, Singapore signed
its twelfth such agreement with France to
incorporate the OECD standard for the
effective exchange of information. Following the signing of this protocol, Singapore
was removed from the grey list and placed
on the white list.
Moving forward, Singapore would be
prudent to stay on the white list and take
all necessary steps to satisfy the OECD
and other anti-money laundering organisations, like the Financial Action Task
Force (FATF), that its regime adequately
addresses the ML/TF risks that are posed.
In light of an impending review from the
FATF, Singapore’s efforts to assess its risk
and strengthen its controls are both timely
and forward-looking.
A balancing act
Singapore has made persistent efforts to
address existing and emerging ML/TF
risks which demonstrate a highly progressive approach to controlling illicit funds
and are an appropriate response to the
surrounding threats.
However, Singapore must remain cautious as it continues to roll out new legislation and implement regulations. Some of
the efforts to regulate international financial institutions with offices in Singapore
may potentially lead to conflicts with the
obligations these institutions have in other
countries. Requirements that MAS may
impose on certain financial institutions
could conflict with foreign data privacy
or state secrecy laws. Under MAS Notice 626, which applies to any company
which carries on banking business in Singapore, MAS has the mandate to inspect
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challenges, Singapore must remain cognisant of the reasons businesses have chosen
to operate in Singapore.
The anti-money laundering and counter-terrorist financing regime in Singapore
must continue to undergird the country’s
ambition to be business-friendly while, at the
same time, effectively mitigating ML/TF
risks, meeting international standards and

the books, accounts and transactions of
each bank in Singapore. Thus if a bank is
incorporated in a foreign jurisdiction but
has a presence in Singapore, MAS might
require that it discloses documents which
disclosure could potentially violate that
bank’s obligations elsewhere.
While it introduces new controls and
considers how to respond to emerging

Clearing the air
Singapore tackles trans-boundary haze

In the wake of haze pollution caused by forest fires,
the Singapore government has tabled the Transboundary Haze Act, an extra-territorial legislation
which seeks to impose criminal and civil liability on
the commercial entities responsible for haze pollution, even if they are not located in Singapore. We
examine the features of the Act and the effects they
might have on businesses and human rights.

A

n ASEAN agreement on
trans-boundary haze was
entered into in the aftermath of
the land-clearing fires of Indonesia in 1997 in an attempt to
address the issue. These fires resulted in one of the worst haze
outbreaks in the region, with the
Pollutant Standards Index (PSI)
pollution levels rising to 226 PSI,
far above the normal range of
0-50 PSI.
Again in June 2013, illegal
fires raged in Sumatra, Indonesia, causing record-breaking
levels of haze in the Southeast
Asia region – principally, Bru-

nei, Indonesia, Malaysia, Singapore and
Southern Thailand. Trans-boundary haze,
caused by the burning of forests and peat
lands mainly in Kalimantan and Sumatra,
has been a recurring problem since 1985.
The practice of shifting agriculture, where
land is burned on a large scale to prepare
for commercial crops, has intensified over
the last two decades. In 2013 haze pollution
had a significant impact on public health and biodiversity and
===
===
caused substantial economic loss.
The Act defines
The Singapore Government
an ‘entity’
responded by tabling the new
broadly as
Trans-boundary Haze Pollution
any sole
Act (the Act). The Act, which has
proprietorship,
extra-territorial effect, will conpartnership,
tribute to the list of laws that procorporation
mote or enforce socially responor other body
sible business practices around
of persons,
the world. Such developments
whether
have been gaining momentum
corporate or
since 2011 when the UN Human
unincorporated.
Rights Council unanimously
endorsed the UN Guiding Prin===
===
ciples on Business and Human
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taking heed of the regulatory regimes of
other countries. That would be a tightrope
that Singapore needs to carefully walk. n
A version of this article appeared in ‘Compliance Complete’,
a Thomson Reuters Accelus product.
Sources: United Nations Office on Drugs and Crime, ‘Report
on International Statistics on Crime and Justice’ (2010)

Rights (UN Guiding Principles).
Key features of the Act
The Act comprises three key features: extraterritoriality, criminal liability and civil liability. It is targeted at any entity suspected of
actions that result in haze in Singapore. It is
a legislative measure intended to transcend
national boundaries and applies to both local and foreign entities.
The Act defines an ‘entity’ broadly as
any sole proprietorship, partnership, corporation or other body of persons, whether
corporate or unincorporated. Where an offence has been committed by an entity, an
‘officer’ of the entity – which includes its
director, chief executive or manager – will
be personally guilty of the offence, unless
that officer is able to show that he or she did
not consent and was not privy to the offence
and that all due diligence was exercised to
prevent the commission of such offence,
having regard to the nature of that officer’s
functions and all the circumstances.
In addition, the Act provides for extraterritorial application, extending to any
conduct or thing outside of Singapore
which contributes to the haze pollution in
Singapore.
Criminal liability
Under the Act, an entity is liable if it:
• engages in conduct or condones the
conduct of another entity or individual
which causes any haze pollution in Singapore (Section 5(1)); and/or
• participates in the management of another entity who occupies the land in question or who engages in conduct or condones the conduct of another person/
firm which causes any haze pollution in
Singapore.
Section 8 presumes that the entity either
owns/occupies the land or condones the
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den for the prosecution will render it
conduct of another entity who conmore challenging for agri-businesses
tributes to the haze pollution in Sinto prove their innocence.
gapore, until the contrary is proved.
The Singapore Government
Under Section 7 of the Act,
would, however, need the cooperathree defences are available to a pertion of foreign governments to exson alleged to have caused the haze.
ercise authority over foreign entities
They are as follows:
involved. In practice, transnational
• The haze pollution in Singapore
cooperation and coordination for
was caused solely by a grave natuprosecutions could face difficulties in
ral disaster or an act of war.
execution.
• It can be proved on a balance of
probabilities that the conduct reThe business and human
sulting in the haze pollution was
rights perspective
caused by another person without
It is well-recognized that environthe first the person’s knowledge or
mental harm can have an impact on
consent, or is contrary to its intenhuman rights. The Human Rights
tions (this is subject to the condiCouncil has adopted resolutions
tion that the other person whose
which recognise the link between
conduct resulted in the haze polclimate change and human rights.
lution is not an employee, or a
This link can be equally observed
person engaged by the first person
in the context of the haze, given its
or a person who has an agreement
impact on the right to health, parwith the first person).
ticularly for those with respiratory
• It can be proved on a balance of Singapore: Need the cooperation of foreign governments to exercise
conditions. At the 2013 UN Forum
probabilities that the person has authority over foreign entities involved.
on Business and Human Rights in
taken all reasonable measures to
Geneva, Mary Robinson, the former UN
like aviation and tourism, if they can prove
prevent or stop the conduct causing the
Commissioner for Human Rights, emphathat the resulting haze has caused serious
haze pollution, or reduce the negative imsised in her closing address that businesses
economic impact to their businesses.
pacts arising thereof.
should factor in environmental impact
This Act accentuates the wider trend
Any entity found guilty of causing or
assessments when implementing the UN
of increasing social and legal pressure on
contributing to haze in Singapore can be
Guiding Principles.
investors and financial institutions to confined up to S$2 million. Should the guilty
The UN Guiding Principles affirm,
sider social and human rights issues, such
entity ignore requests to prevent, reduce or
among other things, that businesses have
as haze pollution, when making
control the haze pollution, it can
a responsibility to comply with applicable
investment decisions.
be fined an additional S$50,000
===
===
laws and respect human rights. A growing
for each day for failure to take acLegislative
number of companies are taking proactive
Enforcement challenges
tion. Obstruction of investigating
reform is one
steps to meet this responsibility by identifyThe Act has been lauded by enofficials by any person warrants
option available vironmentalists as a bold step in
ing and mitigating their human rights ima penalty of up to S$10,000 and
to states when
pacts. However, the UN Guiding Principles
combating the haze pollution
a jail term not exceeding three
looking to fulfill
also recognise that states have a legal duty to
problem caused by errant commonths. Any person found guilty
this obligation,
protect against human rights abuses, includpanies. However, some doubts reof intentional alteration or supand Singapore’s main over its effectiveness.
ing those which arise from the activities of
pression of documents required
move is a good
third parties.
According to data from
by officials to facilitate investigaLegislative reform is one option availNASA’s Landsat 8 satellite, land
tion may face a S$5,000 fine or example of such
government
able to states when looking to fulfill this
leased to industrial oil palm and
an imprisonment of up to three
intervention
obligation, and Singapore’s move is a good
acacia plantations account for 21
months, or both.
example of such government intervention.
per cent of the fires while small
===
===
The same may be said of the Environmento medium-sized plantations acCivil liability
tal Protection Law passed earlier this year in
counted for the remaining 79
Besides imposing criminal liChina. Throughout Asia there is an increasper cent. Agri-businesses, however, have
ability on errant companies, the Act also
ing focus by states on business and human
protested that maps used to identify these
provides private causes of actions to other
rights issues and we should keep a keen eye
industrial concession boundaries are inacentities affected by the haze pollution. For
on how such issues will translate into docurate. The legal presumptions provided
instance, civil action can be taken against
mestic law in the coming years. n
in the Act which lighten the evidential burerrant entities by companies in industries
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Thailand’s post-coup
crackdown

lion. Amidst the general lack of transparency
on how the scheme is being run and rumours
that hundreds of tonnes of rice have gone
missing, NCPO has launched an investigation into the rice-pledge scheme, starting
with inspections of pledged rice stored at
1,800 warehouses and 137 silos nationwide.
Anti-corruption measures tighten before national election
The inspections will verify the quantity of
the pledged rice, which according to official
local administration organisations, abuse of
figures stands at 18 million tonnes, and the
state budgets designated for victims of natuquality of the pledged rice via DNA tests
ral disasters, and improper issue of national
(to verify the origin of the rice) and quality
identification cards.
tests. 100 rice inspection teams have been
NACC and PACC serve as the two
deployed, comprising officials from various
principal independent anti-corruption comgovernment ministries and the Thai army.
missions in Thailand. NACC investigates
The inspections are expected to finish by
allegations of corruption involving highmid-September 2014.
ranking public servants and elected officials.
In July 2014, NACC unanimously found
PACC concentrates on allegations involving
that the former Prime Minister Yingluck Shilower-ranking public servants.
nawatra had been negligent in overseeing the
Corruption has long been a problem for Thailand.
loss-making and allegedly corruption-ridden
According to Transparency International Index, it has
The rice pledge scheme
rice-pledge scheme. This charge
slipped from 80th in the Corruption Perceptions Index
The rice pledge scheme was a
carries a maximum penalty of 10
in 2011 to 102nd in 2013. The situation became
===
===
subsidy policy implemented by
years’ imprisonment. Subsequentworse last year when the House of Representatives
NACC and
the former government to help
ly, NACC has asked the Office of
passed an amnesty bill to discharge certain individuPACC serve
farmers. Unlimited supply could
the Attorney-General to prosecute
als from criminal offences linked to corruption. Alas the two
be pledged by farmers to the govthe former Prime Minister in the
though the bill was rejected by the Senate, the political
principal
ernment at a price that was higher
Supreme Court’s Criminal Diviunrest is not resolved. In May 2014, the National
independent
than the market price. The mechsion for Politicians.
Council for Peace and Order (NCPO) was formed by
anti-corruption
anism was that the market price of
There have been two other
the Thai armed forces to assume control of national
commissions in recent high profile convictions rethe rice would increase because of
administration from the then government. NCPO’s
the decrease of supply to the mar- Thailand. NACC lating to the rice-pledge scheme.
goals are to solve the unrest and reform the country in
investigates
ket because of the pledge scheme.
In early June 2014, the Chaivarious ways – including with anti-corruption meaallegations
Subsequently, farmers could reyaphum Provincial Court found
sures – before a national election, expected to be held
of corruption
deem the pledge to sell the rice in
the owner of a rice mill and nine
in late 2015.
involving highthe market, when the market price
rice farmers guilty of falsifying ofranking public
was higher than the pledge price.
ficial rice-pledging documents and
ince its establishment, NCPO has
servants and
However, as the pledge price has
stealing 750 tonnes from the mill’s
worked with the National Anti-Corrupelected officials
never been lower than the market
stockpile and re-pledging the rice
tion Commission (NACC) (and other agenprice, no farmers redeemed the
to the same mill. The owner was
cies) to take an integrated approach in tack===
===
pledge. As a result, the governsentenced to 20 years’ imprisonling corruption. The major anti-corruption
ment owned all pledged rice at
ment and the farmers were each
investigations making headlines in Thailand
very high cost (including the costs of storage,
fined and given six-month jail terms which
have been into the previous government’s
administration and logistics). As rice is always
were suspended for two years. Also in June
rice pledge scheme; various financial transdeteriorating, the quality of rice stored under
this year, the Samut Prakarn District Court
actions with suspected links to corruption;
the pledge scheme was also a problem.
sentenced the president of a rice trading
drug trafficking and money-laundering; and
There were also rumours that criminal
company to six years’ imprisonment for emcertain mega-infrastructure projects. NCPO
groups had smuggled rice from Myanmar or
bezzling 20,000 tonnes of rice, worth Baht
has also ordered the Office of Public SecCambodia and mixed it with Thai rice or put
200 million, in 2007.
tor Anti-Corruption Commission (PACC)
it in the rice pledge scheme. This problem
to tackle corruption in state agencies, state
would affect the quality and also the reputaNew rules for reporting financial
enterprises, local administration organisation of Thai rice.
transactions to NACC
tions and the armed forces. In particular,
There have been press reports that estiNACC will issue a new regulation requiring
PACC was asked to investigate areas of enmate a loss to the former government from
financial institutions to report all major ficroachment on national forest reserves and
the current rice scheme at Baht 500,000 milnancial transactions involving politicians and
national parks, budget embezzlement by
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government officials. Financial institutions
will be required to report to NACC all cash
transactions of more than Baht 500,000 and
transactions which involve assets or property
worth more than Baht 1 million which involve anyone obliged by law to declare their
assets and liabilities. These include politicians and government officials at both the
national and local levels.
Under the current reporting requirements, financial institutions are required to
report to the Anti-Money Laundering Office
financial transactions involving at least Baht
2 million. The new reporting requirements
will place additional burdens on financial institutions, as they will be required to report to
both the laundering office and NACC, and
the volume of reports is expected to increase
due to the lower reporting threshold.
Mega-infrastructure projects
under review
In June 2014, NCPO ordered a review of
28 mega-infrastructure projects worth Baht
40 billion which were initiated or proposed
by the previous government. The projects
under review may be subject to cancellation
or downsizing if found to be not transparent, too expensive or not in the interest of the
public. Any findings of irregularity will also
be forwarded to the NACC and the AuditorGeneral’s Office. Two out of the 28 projects
under review will probably be cancelled, including the proposal by the Royal Irrigation
Department to build a reservoir in the central region and the project of the Education
Ministry which provides free tablet computers to elementary school students.
NCPO has also ordered state enterprises
to seek approval in respect of any project
(and certain transactions) with a value of
more than Baht 100 million. Such projects
must first be submitted to the Ministry of Finance and subsequently to NCPO for final
approval.
Restructuring and purging benefits
NCPO has ordered the boards of 56 state
enterprises to review the privileges accorded
to their members and to submit proposals to
the Ministry of Finance to cut benefits. For
instance, the Thai Airways International
board, currently chaired by an NCPO deputy, has decided to cut generous free flight
benefits for its board members and members

of their families. This followed the resignations of leaders of several state enterprises
(including chairmen of PTT, PTT affiliate
Thai Oil and Airports of Thailand) after
the coup. State enterprises were also asked
to make changes in line with NCPO’s policy
of streamlined and efficient operations, accountability and good governance.
Recent developments
The interim Constitution of Thailand B.E.
2557 (A.D. 2014) received Royal Assent in
late July. It contemplates the establishment of
a National Legislative Assembly. 200 members of the NLA were appointed on August
31,2014 and the inaugural meeting of the
NLA was held on 7 August. A majority of
the members of the NLA are either retired
or active members of the Thai armed forces.
Several academics have also been appointed,
as well as diplomats and prominent businessmen. After the establishment of the NLA,
NCPO is expected to propose several bills
for approval by the NLA in relation to anti-

corruption and money-laundering. These
include draft bills to amend the Penal Code
(to remove the prescription period to bring
claims for corruption offences by governmental officers), the Anti-Money Laundering Act and the Anti-Corruption Act. The
proposed change to the Anti-Money Laundering Act includes moving AMLO from
within the Ministry of Justice to become an
independent agency, outside the influence of
politicians.
Currently, NACC has the power to investigate only civil servants and politicians suspected of corruption. NACC has proposed
an amendment to the law which would allow
it to investigate private enterprises suspected
of being involved with corruption in the public sector and take legal action against their
executives, if appropriate. NACC will also
propose changes to the Anti-Corruption Act
to streamline its operations. NACC intends
to adopt an inquisitorial system (instead of its
current adversarial system) in investigations
of future corruption cases. n

Anti-corruption
reforms in Myanmar’s
extractive industries
An overview

By
Abigail McGregor and Grace Do
Since the lifting of travel and financial sanctions
in 2012 by Australia, the EU, Norway, Canada
and the United States, Myanmar is often viewed as
Asia’s prime emerging market, attracting investors
from around the globe hoping to develop its comparatively untapped resources. The significant injection of
foreign direct investment will provide a substantial
boost for Myanmar’s economy. The World Bank’s
three-year forecast to 2016 predicts Myanmar’s annual GDP to grow steadily, benefiting from FDI inflows, higher global import demand and regional and
global integration. To ensure further growth through
foreign investment, Myanmar has taken steps to improve its legal and regulatory framework, particularly
in relation to corruption and the rule of law.

P

resident Thein Sein has made the
crackdown on corruption a key pillar
of his reform package. In his inaugural
speech in 2011, he stated, “We will fight
corruption in cooperation with the people
as it harms the image of not only the offenders but also the nation and the people.”
To this end, in 2013, the government
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established the Anti-Corruption Commission armed with the powers to make arrests and conduct investigations. In 2014,
the government joined the Extractive Industries Transparency Initiative (EITI),
a global anti-corruption scheme that requires member governments to disclose
payments earned from oil, gas and mineral wealth. Under the EITI, Myanmar’s
oil, gas and mining companies and local
NGOs will be required to work together
in an EITI multi-stakeholder group and
jointly agree on transparency standards
for the extractive industries. Myanmar’s
EITI workplan foreshadows the implementation of the disclosure of license
allocation procedures and the possibility
of contract disclosure requirements. It is
envisaged that these measures will counteract public criticism, both nationally
and internationally, of the lack of transparency of licensing processes.
Furthermore, the Myanmar Federation of Mining Association recently announced its plans to establish a central
mineral market to eliminate illegal trade
and to minimise the loss of state funds.
The opening of Myanmar’s first stock
exchange in 2015 will also improve transparency in that companies choosing to list
on the exchange will be obliged to disclose
their ownership details.
The development and implementation of the anti-corruption measures in
Myanmar are not without their obstacles.
Figures published by Transparency International and the World Bank tell of the
long road ahead. Myanmar was ranked
157 out of 177 by Transparency International in its 2013 measure of perceived
level of public sector corruption around
the world; itwas ranked 182 out of 189
by the World Bank in its measure of the
overall ‘ease of doing business’ in 2014.
There is no doubt that Myanmar remains
a challenging business environment.
Notwithstanding the challenges, efforts to encourage foreign investment in
Myanmar continue. In August 2014, the
Myanmar Investment Commission issued
a directive expanding the list of businesses
that can be 100 per cent owned by foreign
investors. Full ownership is now permitted in areas such as mining, construction,
construction material production, coal

gence stage. If problems are identified,
exports, hydropower and coal-fired power
the investor needs to take prompt and
generating. However, the restriction on
proportionate steps to address the corrupforeign ownership still applies to the oil
tion risk.
and gas sector.
In addition to Myanmar’s developIt comes as no surprise that compaing anti-corruption framework, businesses
nies doing business in Myanmar may find
need to keep in mind that regulators such
themselves treading in grey areas of legal
as the US Department of Justice and the
and regulatory framework, particularly
UK Serious Fraud Office can have global
given the indigenization rules in the oil
reach to pursue regional investigations
and gas sector (which require bidders to
and to commence enforcement actions
take on a local partner). As with many
arising out of activities in Myanmar. Regother emerging markets, the need to partulators often take an expansive view of
ner with a local entity exposes businesses
their jurisdiction. The US Foreign Corto substantial reputational, operational
rupt Practices Act (FCPA) can apply to
and legal risks. Similarly, the use of interprohibited conduct anywhere in the world
mediaries in Myanmar will result in furand extends to companies and their ofther red flags.
ficers, directors, employees, stockholders
Selection of partners in Myanmar
and agents. Agents can include
can be difficult, even for investhird-party agents, consultants,
tors accustomed to working in
===
===
distributors, joint-venture partemerging markets. This may be
ners and others. Notably, the
exacerbated by the difficulty in
Businesses
Department of Justice and the
accessing publically available
operating in
UK Serious Fraud Office have
information. Thorough due
Myanmar
been active in anti-bribery indiligence on potential partners
should remain
vestigations and enforcement
can establish that they have little
vigilant and
proceedings involving internaexperience in the extractive inmindful of
tional mining projects around
dustries (or in business generthe risks
the world. This is particularly
ally). Some potential partners
associated with
the case in places where invesmay well fall within the definiMyanmar’s
tigation and enforcement capation of a ‘foreign official’ under
evolving
bilities are weak.
corruption legislation in other
political,
Businesses operating in
jurisdictions (such as Australia).
economic and
Myanmar should remain vigiThe need to apply rigorous due
legal situation
lant and mindful of the risks asdiligence to partner selection is
===
===
sociated with Myanmar’s evolvamplified in industries, such as
ing political, economic and legal
the extractive industries, with
situation. They should consider
an inherent risk of corruption.
adopting a higher standard of compliPrudent investors should also investigate
ance whereby all risks are systematically
potential partners’ track record on issues
and proactively identified, monitored and
relating to the local labour force, humanaged. Myanmar offers the opportuniman rights and environmental standards,
ty of substantial benefits to those who arwhich are all predictors of ethical decirive early. Companies that are successful
sion making.
will enter the jurisdiction with a sophisTo counter these risks, agreements
ticated and rigorous compliance regime
with third parties must oblige them to
that can be implemented effectively on
comply with all relevant anti-bribery
the ground. n
laws, including those of foreign countries. Training of relevant staff must be
mandatory and given in Burmese unless
Sources: World Bank, East Asia and the Pacific, Global
fluency in English is mandatory. CompliEconomic Prospects (June 2014) Chapter 2 Transparency
ance with anti-bribery contractual terms
International: the global coalition against corruption website
ought be certified and audited. Ongoing
‘Burma country brief ’ on the Australian Department of Formonitoring and evaluation of third pareign Affairs and Trade website Transparency International
ties is equally as critical as the due diliBribe Payers Index 2011
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IFC Launches
“Impact Notes - Green Bonds”
for U.S. Individual Investors

I

FC, a member of the World
Bank Group, is launching a
new program that for the first
time allows U.S. individual investors to buy triple-A rated IFC
bonds that support renewable
energy and energy efficiency investments in developing countries.
The offerings, called “IFC
Impact Notes - Green Bonds”,
expand the IFC Impact Notes
program, introduced in March
2014 as a triple-A rated bond
alternative to other high-grade
securities such as those issued by
Government Sponsored Enterprises, or GSEs. IFC will be the
first issuer to regularly offer green
bonds to individual investors in
the U.S.
IFC Impact Notes have the
potential to offer more attractive yields than U.S. Treasuries
with equivalent maturities. A
wide range of investors already
participate in the program, with
IFC Impact Notes sales in excess
of $60 million since the launch.
IFC raises funds in the global
capital markets to support investments that promote economic
growth and job creation in developing countries. Green bonds
are issued under IFC’s regular
borrowing program.
Proceeds from IFC green
bonds are set aside in a separate
account for investing exclusively
in renewable energy and energy
efficiency projects. Criteria for
projects eligible for funding from
IFC green bonds are independently verified by the Center for
International Climate and Environmental Research-Oslo.
Since 2010, IFC has issued
$3.6 billion in green bonds in
various structures and curren-

cies including Chinese renminbi,
Japanese yen and U.S. dollars.
This includes two benchmark
$1 billion issues in 2013 that set
a precedent as the largest green
bonds in the market at time of
issuance and helped solidify the
market.
Year to date, there have been
$20 billion in green bonds issued
by development banks, insurance
agencies, electricity companies
and a range of other agencies.
“The green bond asset class
is gaining momentum as more
and more investors and issuers consider the environmental
impact of their investment and
business strategies,” said Jingdong
Hua, IFC Vice President and
Treasurer.
“Green bonds issued under
the IFC Impact Notes program
will enable individual investors in
the U.S. to support investments
that help address the impacts of
climate change in developing
countries and globally”, he said.
“We welcome the opportunity
to add IFC Green Bonds to our
new values-based investing platform - Legacy. IFC Green Bonds
provide an attractive investment
proposition for individual investors that supports climate-related
projects while also promoting economic growth around the globe”,
said Louise Herrle, Managing
Director of Capital Markets for
Incapital.
“IFC has been one of the pioneers in the green bond market
and in raising awareness about
the opportunities in climatefriendly investment. Incapital
is very pleased to once again
partner with IFC as they expand
their innovative Impact Notes

B R I E F S
program.”
IFC’s current annual funding
program is $18 billion across a
range of markets and currencies, with U.S. dollar borrowings accounting for most of the
funding activity. IFC has been
rated triple-A since its first rating
in 1989. IFC Impact Notes are
denominated in U.S. dollars.
IFC Impact Notes –
Green Bonds Terms and
Conditions
IFC Impact Notes – Green Bonds
are ten-year, non-call three-year
step-up notes.

N E W S
About IFC
IFC, a member of the World
Bank Group, is the largest global
development institution focused
exclusively on the private sector.
Working with private enterprises
in about 100 countries, we use
our capital, expertise, and influence to help eliminate extreme
poverty and boost shared
prosperity. In FY14, we provided
more than $22 billion in financing to improve lives in developing countries and tackle the most
urgent challenges of development. For more information, visit
www.ifc.org n

OECD releases first BEPS
recommendations to G20 for
international approach to combat
tax avoidance by multinationals

O

n September 16, 2014 the
OECD released today its
first recommendations for a coordinated international approach
to combat tax avoidance by multinational enterprises, under the
OECD/G20 Base Erosion and
Profit Shifting Project designed
to create a single set of international tax rules to end the erosion
of tax bases and the artificial
shifting of profits to jurisdictions
to avoid paying tax.
Presenting the OECD’s
recommendations, SecretaryGeneral Angel Gurría said: “The
G20 has identified base erosion
and profit shifting as a serious
risk to tax revenues, sovereignty
and fair tax systems worldwide.
Our recommendations constitute
the building blocks for an internationally agreed and co-ordinated response to corporate tax
planning strategies that exploit
the gaps and loopholes of the
current system to artificially shift
profits to locations where they
are subject to more favourable
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tax treatment.”
At the request of the G20
Leaders, the OECD’s work is
based on a BEPS Action Plan
setting out the 15 key elements
to be addressed by 2015. The
project aims to help governments
protect their tax bases and offer
increased certainty and predictability to taxpayers, while guarding against new domestic rules
that result in double taxation,
unwarranted compliance burdens or restrictions to legitimate
cross-border activity.
The first 7 elements of the
Action Plan released today focus
on helping countries to:
• ensure the coherence of
corporate income taxation at the
international level, through new
model tax and treaty provisions
to neutralise hybrid mismatch
arrangements (Action 2);
• realign taxation and
relevant substance to restore the
intended benefits of international standards and to prevent the
abuse of tax treaties (Action 6);

• assure that transfer pricing
outcomes are in line with value
creation, through actions to
address transfer pricing issues
in the key area of intangibles
(Action 8);
• improve transparency for
tax administrations and increase
certainty and predictability for
taxpayers through improved
transfer pricing documentation
and a template for country-by-

country reporting (Action 13);
• address the challenges of
the digital economy (Action 1);
• facilitate swift implementation of the BEPS actions through
a report on the feasibility of
developing a multilateral instrument to amend bilateral tax
treaties (Action 15); and
• counter harmful tax practices (Action 5).
The OECD recommenda-

Indonesian Good Corporate
Governance (GCG) Roadmap

T

he Financial Services
Authority (OJK) launched
Indonesian Good Corporate
Governance (GCG) Roadmap
for issuers and publicly listed
companies on Tuesday (4/2).
The corporate governance
roadmap is formulated by
all stakeholders of corporate

C

governance in Indonesia and
supported by International
Financial Corporation (IFC), a
World Bank subsidiary.
It is expected that this GCG
roadmap can be used as the
main reference for comprehensively improving practices
and regulations related to good

B R I E F S
tions will be a key item on the
agenda when G20 finance ministers next convene at a meeting
hosted by Australia’s Finance
Minister Joe Hockey on 20-21
September in Cairns, Australia.
The proposed measures were
agreed after a transparent and
intensive consultation process
between OECD, G20 and developing countries and stakeholders
from business, labour, academia

and civil society organisations.
These recommendations may
be impacted by decisions taken
with respect to the remaining
elements of the BEPS Action
Plan, which are scheduled to be
presented to G20 Governments
for final approval in 2015. At
that point Governments will
also address implementation
measures for the Action Plan as
a whole. n

corporate governance in Indonesia, particularly for issuers and
publicly listed companies, said
Chairman of OJK Board of
Commissioners Muliaman D.
Hadad. Considering Indonesias
role in Association of South East
Asian Nations (ASEAN) region,
this roadmap will give a positive
contribution for improving good
corporate governance. The aim
is so that the GCG roadmap can
stand equally to the roadmap in

ASEAN region, in the framework of welcoming ASEAN
Economic Community in 2015.
The roadmap is created to
provide overall description about
various aspects of corporate governance that must be improved,
namely: corporate governance
framework, shareholders protection, stakeholders roles, transparency of information, as well as
roles and responsibilities of the
board of commissioners (BoC)

Creating sustainable finance roadmap
for financial services institutions

hairman of Board of
Commissioners of the
Financial Services Authority
(OJK), Muliaman D. Hadad,
inaugurated on Tuesday (August
26, 2014) a working group for
improving the roles of financial
services institutions in environment protection and management by developing sustainable
financial services (Working
Group on Sustainable Finance)
for period 2014-2019.
This working group
inauguration is a mandate of
Memorandum of Understanding (MoU) signed earlier by
Chairman of OJK Board of
Commissioners and Environment Minister on May 26,
2014, on improving the roles of

financial services institutions in
environmental protection and
management by developing
sustainable financial services.
The MoU gave mandate to
establish a working group on
sustainable finance at the latest
3 (three) months after the MoU
between OJK and Environment
Ministry was signed.
For the period 2014-2019,
programs to be conducted by
Working Group on Sustainable
Finance are:
1. Creating sustainable
finance roadmap for financial
services institutions.
2. Improving awareness by
arranging national seminars on
sustainable finance, and inauguration of sustainable finance

roadmap.
3. Implementing capacity
building through trainings on
analysis of environmentally
friendly finance in strategic sectors for financial services institutions and OJK supervisors, to be
held in 6 batches.
4. Join research to create
sustainable financing model for
financial services institutions,
and appropriation of information related to accessible environmental license for financial
services institutions and OJK
supervisors.
5. Stimulating the completion of government regulation
drafts on economic instruments
of environment.
Apart from inaugurating
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Working Group on Sustainable
Finance, OJK concurrently
held a national seminar themed
Potentials of Environmentally
Friendly Finance in Priority
Economic Sectors, presenting
Prof. Dr. Emil Salim (Chairman
of Presidential Advisory Council
in Economy and Environment)
and executive officials from
Industry Ministry and National
Energy Council as resource
persons. The seminar was also
attended by practitioners in
financial services institutions,
environment, international
institutions, and also academic
experts.
As for creating sustainable
finance roadmap, OJK is currently preparing various discussions with financial services institutions, particularly in banking,
to stimulate the development of
renewable energy industry. n

N E W S
and board of directors (BoD).
The roadmap is arranged using
main references and refers to
international standards related to
good corporate governance.
Indonesia has learnt from
experiencing the global financial
crisis in 1998 and 2008 that
corporate governance is highly
crucial. Poor implementation of
corporate governance has been
identified as one of the reasons
that caused global financial crisis.
In relation to this, improvement
of corporate governance imple-

mentation in issuers and publicly
listed firms in Indonesia becomes
first priority now. This roadmap
exists to facilitate the priority
realization.
OJK and IFC have been
committed to leverage the quality of GCG implementation in
companies in Indonesia, particularly those in financial services
sector, based on corporation
agreement signed on June 17th,
2013. IFC is a subsidiary of the
World Bank, which has been
contributing to the development

FRC welcomes the
Government’s public consultation
on proposals to improve the
regulatory regime for listed
entity auditors

T

he Financial Reporting
Council (FRC) welcomes
the Government’s public
consultation on proposals to
improve the regulatory regime
for listed entity auditors (Consultation).
The objective of the Consultation is to gather public
opinion on how to bring Hong
Kong’s auditor regulatory regime in line with international
standards, including regulatory
equivalence requirements of
the European Commission
and membership requirements
of the International Forum of
Independent Audit Regulators.
The Consultation covers all six
key functions of an independent auditor oversight system,
namely registration, inspection,
investigation, enforcement/
discipline, standard setting and
continuing professional education, as well as the appropriate
checks and balances to ensure
the integrity of the new regulatory regime. The consultation

also includes proposals on the
funding mechanism and governance of the independent
oversight body under the new
regulatory regime.
Dr John Poon, Chairman of the FRC, said, “The
Consultation highlights the
need for a reform that will
provide Hong Kong with an
enhanced regulatory system,
emphasizing independence,
transparency and robustness.
We believe that the future
auditor regulatory regime
should offer better protection
to the investing public, bring
our auditor oversight system
in line with other comparable
jurisdictions, and further
entrench Hong Kong’s status
and reputation as a major
international financial centre.
We will continue to actively
support the process leading to
the successful completion and
implementation of the reform
of auditor regulatory system in
Hong Kong.” n
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of 48 corporate governance
codes in 32 countries.
OJK realizes that contributions from all stakeholders
of corporate governance in
Indonesia are very significant in
achieving the objectives of the
roadmap. Considering the matter, OJK has formed corporate
governance task force (CGTF),
which has a special task to
develop corporate governance
roadmap together with IFC.
This task force encompasses
representatives from regulatory

N E W S
institutions (Bank Indonesia,
State-Owned Enterprises
Ministry, Taxation Directorate
General, State Development and
Finance Comptroller, Indonesian
Accounting Association, and
Indonesia Stock Exchange) and
governance institutions (National
Committee on Governance
Policy, Indonesian Institute for
Corporate Directorship, Indonesian Institute for Corporate
Governance, and Indonesian
Institute of Commissioners and
Directors). n

Institutional Investor Code to
Drive Effective Stewardship

S

ecurities Commission Malaysia (SC) and Minority Shareholder Watchdog Group (MSWG)
today launched the Malaysian
Code for Institutional Investors, a
code and set of best practices collectively developed by Malaysia’s
largest institutional investors
namely Employees Provident
Fund (EPF), Permodalan Nasional Berhad (PNB), Kumpulan
Wang Persaraan (KWAP), Social
Security Organisation (SOCSO),
Lembaga Tabung Angkatan
Tentera (LTAT) and Lembaga
Tabung Haji (LTH).
The Malaysian Code for
Institutional Investors aims to set
out broad principles of effective
stewardship by institutional investors such as their disclosures of
stewardship policies, monitoring
of and engagement with investee
companies and managing conflict
of interests. The adoption of the
code’s principles by institutional
investors demonstrates their intent
towards good corporate governance.
The initiative to promote
greater leadership in governance
and responsible ownership by
institutional investors originates
from the Corporate Governance
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Blueprint 2011 and marks a
significant milestone in Malaysia’s
corporate governance landscape.
Starting from 2016, signatories
to the Code are expected to report
annually on their application of
the principles of the Code in their
website, annual report or in other
publicly accessible documents.
An institutional investor council
will be established as a platform
to discuss stewardship matters
undertaking the oversight role of
monitoring the take-up and application of the Code.
“Our domestic institutions’
collective commitment to the
Code sends a clear message to the
market that corporate governance
is something that goes beyond
regulatory compliance. Rather,
it is an active source of value
creation for the company and its
owners, as well as a measure of
competitive advantage for the
capital market and the broader
economy,” said Datuk Ranjit
Ajit Singh in his keynote address
while launching the Code at the
Institutional Investor Roundtable
held at the SC today.
Tan Sri Dr Sulaiman Mahbob,
Chairman of MSWG said, “Despite the Code being voluntary,

institutional investors should apply
the Code in the interest of their
beneficiaries. A good take-up and
application of the Code by institutional investors will encourage
good governance and long-term

sustainability of their investee
companies.”
Over 150 participants from
institutional investors, publiclisted companies, pension funds,
investment trust and insurance

ASEAN capital market
regulators launch framework for the
cross-border offering of CIS

T

he ASEAN Capital Markets
Forum (ACMF) announced
today that the ASEAN Framework for cross-border offering
of collective investment schemes
(CIS) is now operational in Malaysia, Singapore and Thailand
(member jurisdictions).
This Framework allows fund
managers operating in a member
jurisdiction to offer CIS, such as
unit trust funds, constituted and
authorised in that jurisdiction to
retail investors in other member
jurisdictions under a streamlined
authorisation process.
Within this Framework, qualified fund managers in Malaysia
now have the opportunity to offer
their products directly to investors
in Singapore and Thailand. Correspondingly, Malaysian investors
would benefit from a wider range
of investment products that will
be made available following
the operationalisation of the
Framework.
The announcement follows
the signing of the Memorandum
of Understanding for the ASEAN
CIS Framework by the Securities
Commission Malaysia (SC), the
Monetary Authority of Singapore
(MAS) and the Securities and
Exchange Commission, Thailand
(SEC Thailand) in October 2013.
Datuk Ranjit Ajit Singh,
Chairman of the Securities Commission Malaysia, said “This is a
step towards the integration of
ASEAN capital markets in line
with the objectives of the ASEAN

Economic Community 2015.
ASEAN has one of the highest
savings rates in the world which
can be re-invested in the region
to generate returns and contribute to the region’s future growth
prospects.”
“Under this initiative, investors
and fund managers can benefit
and leverage off one of the most
dynamic regions of the world,
with a combined GDP in excess
of USD2.4 trillion.” he added.
Mr. Lee Boon Ngiap, Assistant
Managing Director (Capital Markets), MAS, said “Retail investors
in ASEAN will benefit from an
increase in the choice of funds
for investment with the launch
of the ASEAN CIS Framework.
Fund managers in an ASEAN
country will have a direct and
efficient route to offer their funds
to retail investors in other ASEAN
countries. We look forward to the
participation of more ASEAN
jurisdictions in this framework
over the coming years.”
Mr. Vorapol Socatiyanurak,
SEC Thailand’s Secretary-General, said “The implementation of
the ASEAN CIS Framework will
make a complete set of both the
offering of ASEAN CIS to retail
and non-retail investors, thereby
opening the door for more business opportunities by the private
sector and offer new range of
products for investors to diversify
their portfolios. This concrete
outcome is another step towards
achieving the vision of ASEAN
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companies attended the half-day
session which included presentations by Mr. Paul Lee, Head of
Investment Affairs, National
Association of Pension Funds
UK, and Mr. Motoyuki Yufu,

Director of Corporate Accounting and Disclosure Division of the
Financial Services Agency Japan
who shared experiences on the
UK Stewardship Code and Japan
Stewardship Code respectively. n

Economic Community under the
ACMF Implementation Plan.”
The member jurisdictions
have also published the Handbook for CIS Operators of
ASEAN CISs, which provides
guidance to fund managers on
various administrative and proce-

dural matters including application procedures, the use of local
distributors in the offering process,
and the procedures for remittance
of funds. The Handbook is available for download at http://www.
theacmf.org/ACMF/upload/
asean_cis_handbook.pdf. n

SEC Announces
Largest-Ever Whistleblower Award

T

he Securities and Exchange
announced on September
22, 2014 in Washington an
expected award of more than $30
million to a whistleblower who
provided key original information that led to a successful SEC
enforcement action.
The award will be the largest
made by the SEC’s whistleblower
program to date and the fourth
award to a whistleblower living in
a foreign country, demonstrating
the program’s international reach.
“This whistleblower came
to us with information about an
ongoing fraud that would have
been very difficult to detect,” said
Andrew Ceresney, Director of the
SEC’s Division of Enforcement.
“This record-breaking award
sends a strong message about our
commitment to whistleblowers
and the value they bring to law
enforcement.” Sean McKessy,
Chief of the SEC’s Office of
the Whistleblower, added, “This
award of more than $30 million
shows the international breadth
of our whistleblower program as
we effectively utilize valuable tips
from anyone, anywhere to bring
wrongdoers to justice. Whistle-
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blowers from all over the world
should feel similarly incentivized
to come forward with credible
information about potential violations of the U.S. securities laws.”
The SEC’s whistleblower
program rewards high-quality,
original information that results in
an SEC enforcement action with
sanctions exceeding $1 million.
Whistleblower awards can range
from 10 percent to 30 percent
of the money collected in a case.
The money paid to whistleblowers
comes from an investor protection
fund established by Congress at
no cost to taxpayers or harmed
investors. The fund is financed
through monetary sanctions paid
by securities law violators to the
SEC. Money is not taken or withheld from harmed investors to pay
whistleblower awards.
By law, the SEC protects the
confidentiality of whistleblowers
and does not disclose information
that might directly or indirectly
reveal a whistleblower’s identity.
The previous high for an SEC
award to a whistleblower was $14
million, which was announced
in October 2013. The SEC
awarded its first whistleblower

N E W S
under the program following
its inception in fiscal year 2012.
The program awarded four more
whistleblowers in FY 2013, and
has awarded nine whistleblowers

in FY 2014. “We’re pleased with
the consistent yearly growth in the
number of award recipients since
the program’s inception,” Mr.
McKessy said. n

Internet Rules Should Be
Made by All, Not Only by
Governments

A

governments-only International Telecommunications
Union conference in October
may let governments set the
rules of the internet and push
other stakeholders to the side,
US official Lawrence Strickling warned participants at the
eighth Annual Meeting of the
New Champions that is taking
place in Tianjin, China, on
10-12 September 2014. More
than 1,900 participants from 90
countries are taking part.
“What has driven the internet is the absence of government in much of the process,”
said Strickling, who is Assistant
Secretary for Communications
and Information and Administrator, National Telecommunications and Information Administration (NTIA), USA. “We need
to find a way to keep governments participating, but must
take great care to avoid having
governments take over.”
China, which now accounts
for one out of every five internet
users worldwide, supports multistakeholder decision-making,
said Lu Wei, Minister, Cyberspace Administration of the
People’s Republic of China. “We
must seek common ground while
serving our differences.” But
national sovereignty must be respected. While China welcomes
all internet companies, they
must respect its laws, protect the
national interest and safeguard
the rights of consumers.

“Freedom and order are
twins,” he said. “But your
freedom should not come at
the pain of others. We need to
have public security. We need to
respect the laws and regulations
of host countries to ensure the
orderly development of the
internet.”
Fadi Chehade, Chief Executive Officer, Internet Corporation for Assigned Names and
Numbers (ICANN), USA, urged
governments, civil society, the
business community, technologists and other parties to come
together. “We don’t need 15
years to finalize a treaty,” he
said. “Some solutions are local,
some are global. We have to
accept and understand this
reality.”
Paul E. Jacobs, Executive
Chairman, Qualcomm, USA;
Mentor of the Annual Meeting
of the New Champions 2014,
floated the idea of a “Differnet”,
another network that encrypts
packets and routes them only
when authenticated. It will allow
people to control their data and
preserve anonymity, but will also
permit tracing of communications. This trust-based alternative will not replace, but work
alongside, the current internet.
The reality is that the internet, as we know it, brings great
benefits, but also poses security
and other threats. “The internet
is not one thing,” said Anne
Bouverot, Director-General and
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Member of the Board, GSMA,
United Kingdom. “There should
be a certain set of rules and governance for access to information, another set for ecommerce,
still another set for healthcare. If
an internet-connected medical
device is controlling my insulin
level, I don’t want anyone to
hack into that.”
A select group of business leaders from the Forum’s
Member companies will act as
Mentors at the Meeting. They
are: Jean-Pierre Bourguignon,
President, European Research
Council, Belgium; Natara-

jan Chandrasekaran, Chief
Executive Officer and Managing Director, Tata Consultancy
Services, India; Dong Mingzhu,
Chairperson and President,
Gree Electric Appliances of
Zhuhai, People’s Republic of
China; Paul E. Jacobs, Executive
Chairman, Qualcomm, USA;
Max Levchin, Founder and
Chief Executive Officer, HVF,
USA; Young Global Leader;
Kevin P. Ryan, Founder and
Chairman, Gilt Groupe, USA;
and Subra Suresh, President,
Carnegie Mellon University,
USA. n

Indonesia Finance
Chairman of Board of Commissioners of the Financial
Services Authority (OJK),
Muliaman D. Hadad, inaugurated on Tuesday (August
26, 2014) a working group
for improving the roles of
financial services institutions
in environment protection
and management by developing sustainable financial
services (Working Group
on Sustainable Finance) for
period 2014-2019.
This working group
inauguration is a mandate
of Memorandum of Understanding (MoU) signed
earlier by Chairman of OJK
Board of Commissioners and
Environment Minister on
May 26, 2014, on improving
the roles of financial services
institutions in environmental
protection and management
by developing sustainable
financial services.
The MoU gave mandate to establish a working
group on sustainable finance at the latest 3 (three)
months after the MoU
between OJK and Environ-
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ment Ministry was signed.
For the period 2014-2019,
programs to be conducted by
Working Group on Sustainable Finance are:
1. Creating sustainable finance roadmap for financial
services institutions.
2. Improving awareness
by arranging national seminars on sustainable finance,
and inauguration of sustainable finance roadmap.
3. Implementing capacity
building through trainings on
analysis of environmentally
friendly finance in strategic
sectors for financial services
institutions and OJK supervisors, to be held in 6 batches.
4. Join research to create
sustainable financing model
for financial services institutions, and appropriation of
information related to accessible environmental license
for financial services institutions and OJK supervisors.
5. Stimulating the
completion of government regulation drafts on
economic instruments of
environment. n

Hong Kong Corporate Landscape:

Regulatory Issues?

Our focus is primarily on more effective detection and enforcement of the law as it now stands

By
Ashley Alder
CEO - SFC Hong Kong

T

he purpose of my talk today is to
describe what amounts to a new
regulatory architecture for Hong
Kong listed companies, which has nevertheless taken time to evolve. This new
architecture involves some, but not many,
new rules which are now all in place. It
also involves some changes in the way we
work at the Securities and Futures Commission (SFC).
Corporate governance is an incredibly vast field and it is clear that directors,
company secretaries, advisors and even
regulators are often confused by the topic. Governance standards come in many
forms. There are multiple codes and rules
often saying different things for different
purposes. There are international rules issued by organisations such as the OECD,
the International Corporate Governance
Network, and the International Organization of Securities Commissions.
There are also local rules which are
code-based and not legally binding. In
Hong Kong they include the Stock Exchange’s Corporate Governance Code.
Then there are local rules which are
“hard” law: those contained in the Companies Ordinance and the Securities and
Futures Ordinance (SFO).
Not only are there multiple codes and
rules, there are multiple regulators and
authorities. In Hong Kong, the authorities that are either directly or indirectly
involved in corporate governance include

courts and tribunals.
As a consequence, you can see that in
fact there is no functional overlap between
the oversight exercised by the Exchange
and the SFC.
Another question: have there been
gaps in the SFC’s oversight of corporate
conduct? Probably. There have been gaps
in the past in relation to IPOs and in particular in the way we addressed the conduct of sponsors. There was also insufficient structure in the way in which we
exercised oversight of the conduct of comOversight of listed company
panies throughout their lifetimes as listed
governance
companies. In particular, I am referring to
The regulatory architecture for Hong
targeted detection of false disclosures to
Kong listed companies should neverthethe market or concealment of information
less provide a more comprehensive and
required by investors to make good investstraightforward regulatory framework for
ment decisions, as well as translisted companies.
fers of value at unfair prices to
First, a common ques===
===
insiders and financial engineertion: does the fact that both the
ing to benefit insiders at the exExchange and the SFC have
Overall, the
pense of investors.
oversight over listed company
framework
governance imply unnecessary
is confusing
The SFC’s approach
overlap, duplication and ineffiand complex.
What are the factors that drive
ciency? My answer – as you may
This is further
the SFC’s strategy as a regulaexpect – is “no”.
complicated
tor of listed companies? Firstly,
This is primarily because the
by the fact that
Hong Kong is a “host” jurisdicListing Rules promulgated and
both the SFC
tion for major areas of financial
administered by the Stock Exand the Stock
activity as well as a “host” for
change are non-statutory. The
Exchange
large financial institutions who
rules are part of the SEHK’s
regulate
operate within its markets. Its
“platform brand” in the same
the listed
listing market is obviously a maway that other exchanges have
companies
jor host for companies based outdifferent expectations of the
sector
side Hong Kong.
companies that list on them. But
===
===
That gives Hong Kong
the Listing Rules also reflect the
unique opportunities and also
obligation of the Exchange to act
implies unique vulnerabilities.
in the public interest and thereThose vulnerabilities stem from the fact
fore they are clearly extremely important.
that, naturally, there are diverse corporate
The SFC is a statutory regulator, maincultures overseas just as there are diverse
ly operating and administering laws. Those
governance traditions. Therefore we need
laws are mainly contained in the SFO and
to be hyper-vigilant in order to identify
the Companies Ordinance, and they are
matters that can impact investors and our
minimum requirements. The consequencmarkets.
es of breaching them are dealt with only by
the SFC, the Stock Exchange, Companies Registry, Financial Reporting Council, Department of Justice, Commercial
Crime Bureau and even the Independent
Commission Against Corruption. And of
course there are multiple stakeholders.
Overall, the framework is confusing
and complex. This is further complicated
by the fact that both the SFC and the Stock
Exchange regulate the listed companies
sector.
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We are also aware of the discussion
regarding class actions in Hong Kong.
For some time, that has meant regulators
have been relied upon to act as, effectively,
a proxy for investors who are harmed by
corporate misconduct, whether by taking
action in the courts or otherwise, and that
there is an expectation that regulators will
continue to fulfil this role.
Our overall approach is:
• Better gatekeeping in relation to
IPOs
• Better oversight of corporate conduct for companies that are listed
• To promote a level
playing field for all companies, whether these
companies are homegrown or whether they are
overseas companies
• To ensure that well-governed companies can be
confident that misconduct by others is likely
to be detected and dealt
with
• Ultimately it boils down to
confident investors, quality
markets, and lower overall
cost of capital, which is a key
practical outcome of good corporate
governance
Regulatory architecture
The purpose of the regulatory architecture now in place is to achieve much better clarity about the way we approach the
listed companies sector as a statutory regulator. It consists of four components.
Gatekeeping
In recent years, gatekeeping has been
mainly about reforms taking place around
IPO sponsors. We focused on making sure
that the IPO process operates in a way
that discriminates in favour of companies
which present reliable and complete information at the time of IPO. We do our
utmost to ensure that the system is geared
to keep rotten apples out. This revolves
around the due diligence which sponsors
are expected to do, including public filing
of complete prospectuses when filed.
One other element which did not get

a great deal of publicity at the time these
regulations were being adopted was that
these changes also try to put more authority in the hands of sponsors. The goal is to
enable sponsors to push back against companies which attempt to persuade sponsors
not to look too hard at company informa-
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The continuous disclosure requirements
in the SFO took effect on 1 January 2013,
breaches of which amount to market misconduct. From our perspective this has led
to some quite big changes in behaviour.

tion or probe too deeply by effectively
playing different sponsors off one another
in relation to such matters as allocating
IPO shares.
In terms of sponsors’ liability – which
mainly involves false prospectuses and
sponsors’ potential involvement in them
– we issued a very clear statement on 22
August 2014. In our view there is no doubt
that when there is a false prospectus, sponsors are potentially liable both criminally
and civilly under the current Companies
Ordinance. We also said we would not
hesitate to take action in suitable cases. It
is also important to note that sponsor liability is in no way a proxy or substitute
for director liability. They are separate and
one does not supplant the other.

Corporate Regulation Team
Thirdly, and very importantly, we are developing for better real-time oversight of
listed companies’ conduct. A new Corporate Regulation Team located in
the SFC’s Corporate Finance Division has been established as a
proactive and dedicated group
to oversee the listed sector.
The team covers companies
from their births (IPOs),
through their lives, and
sometimes also handles
their “deaths” (in the
event of delisting). The
team’s focus is on conducting very careful reviews of corporate information and disclosures to
detect problems and follow up on red flags.
The Corporate Regulation Team’s work does
not overlap with the work
of the Stock Exchange because it is not looking at Listing Rules,
but rather at broader issues. For example,
it looks at potential problems to do with
related party transactions that may be
unfair. That is not necessarily confined to
transactions falling within the definition of
connected transactions within the Listing
Rules. It could lead to companies being
sent compliance letters articulating our expectations, or it could lead to referrals to
our Enforcement Division. The team has
now issued the first bulletin about its work
and more bulletins will be published in the
future. These bulletins are meant to be
informative, to encourage discussion and
awareness and to provide some guidance
around what we think are best practices
arising out of the team’s themed work.

Disclosure of information
The second component of the regulatory
system is statutory backing of the obligations to make proper “real time” disclosure
throughout the life of the listed company.

Enforcement
The fourth component is a very clear and
well-communicated enforcement policy.
We have a very firm two-pronged strategy
underpinning action to address serious
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punitive outcomes which have a
governance failures – punitive
===
===
clear deterrent effect.
and remedial; the SFO allows us
to investigate and pursue a range
of criminal and civil actions. We will focus on Examples of corporate
the serious end
failures
And our Corporate Regulation
of misconduct
In the last few months themes
Team now enhances our abilwhich harms
arising in the misconduct cases
ity to detect misconduct which
investors and
we have looked at included false
could lead to enforcement cases.
markets; we do
accounts (false financial informaThe venues where we purnot enforce the
tion or representations on the
sue cases include the civil courts,
Listing Rules
part of management); self-encriminal courts, and the Market
and associated
richment of insiders (breach of
Misconduct Tribunal (MMT).
governance
directors’ duties); and disclosure
The specific enforcement tools
codes
of false information to the marwe have are scattered across the
===
===
ket or concealment of informaSFO. The important ones are:
tion from shareholders.
• Section 179: The threshold
to launch an investigation has
False accounts/overstatement of
been set at a practical threshold, and infinancial position
clude circumstances ranging from fraud
• Greencool Technology Holdings Limto circumstances where shareholders
ited In June 2014, we launched prohave not been given all the information
ceedings against the former Chairthey may reasonably expect.
man and other senior executives of
• Section 384: This is a criminal provision
Greencool for gross overstatement of
concerning intentional or reckless provifinancial accounts. That action folsion of false or misleading information
lowed a seven-year investigation across
to the SFC or the Stock Exchange.
multiple jurisdictions. We used Sec• Section 213: In the summer of 2013,
tion 213 to freeze assets of $1.59
the Court of Final Appeal (CFA) in the
billion, seeking compensation for
Tiger Asia case made absolutely clear
around 1,300 minority shareholders.
that this remedy is separate from other
• Qunxing Paper Holdings Company
proceedings and self-standing. We do
Limited In December 2013, we made
not have to go to the criminal courts,
allegations against Qunxing Paper inMMT or anywhere else to get a ruling
volving a false prospectus and exaggeron a contravention either of the SFO or
ated turnover. We obtained a freezing
the Companies Ordinance before we go
order for assets up to $2 billion and
to the court to seek Section 213 orders.
sought orders under Section 213 for
This means that we are able to seek a
contraventions of the SFO and the
range of orders to seek remedies for
Companies Ordinance. Later we apthose harmed by misconduct and freeze
pointed a receiver over the company.
assets very quickly when needed.
• China Metal Recycling (Holdings) Lim• Section 214: Civil remedies which deal
ited In July 2013, a case was launched
with a host of matters, including unfair
in respect of China Metal Recycling’s
prejudice to shareholders, oppression,
overstated financial position in its IPO
fraud, and again, failure to give inforprospectus and annual reports. Bemation to shareholders which they may
cause the situation was urgent and
reasonably expect to have.
serious, we immediately sought a
When we go to civil courts the orders
winding up petition under the SFO
which are available to us are very wide
to protect shareholders and creditors.
ranging – from asset freezing and derivative actions to winding up and disqualificaBreach of directors’ duties
tion. Ultimately, given we have open mar• GOME Electrical Appliances Holding
kets and, effectively, open borders, one of
Limited The GOME case in March
our primary goals when there is wrongdo2014 involved an allegation that share
ing is to be able to isolate assets in order to
repurchases were arranged by the forremediate the harm done. We also pursue

mer Chairman to repay a personal loan.
This case was resolved through agreement by the Chairman to pay $420
million in compensation to GOME,
equivalent to his gain and the loss to the
company.
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Disclosure of false or misleading
information (or concealment)
• CITIC Limited The CITIC case alleges
disclosure of false or misleading information following massive losses on leveraged forex contracts. We have asked the
MMT to consider potential sanctions
against CITIC and five former directors
and we are invoking Section 213 to seek
compensation for investors who bought
shares whilst the market was misinformed.’
Achieving better outcomes
The overall regulatory framework now
in place aims at enhancing confidence in
Hong Kong’s capital markets through firm
action without excessive rule making. Our
approach is by and large only to introduce
a new rule or law when it is really essential.
What we do is deploy the tools we have as
effectively as possible.
This is a comprehensive, structured
approach easily understandable by directors, company secretaries, and other market participants. We will also continue to
produce bulletins to provide more guidance. The goal is to help the industry towards better outcomes and to avoid situations which merit more serious, individual
regulatory action.
Our focus is primarily on more effective detection and enforcement of the law
as it now stands. We will focus on the serious end of misconduct which harms investors and markets; we do not enforce the
Listing Rules and associated governance
codes. But of course compliance with
them (which are enforced by the Stock
Exchange) does reduce the risks of companies ending up on the wrong end of regulatory action by us as statutory regulator.
Ultimately it’s all about better outcomes
for companies, investors and markets. n
Speech by : Ashley Alder - CEO - SFC - Hong Kong
Institute of Chartered Secretaries Corporate Governance
Conference 2014 – 19 September 2014.
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FINANCIAL CRIME

Combating Financial Crime:
International and National Efforts
Singapore is fully committed to the global efforts against financial crime
combat ML/TF risks was issued, and the
FATF has since commenced a new round
of mutual evaluations to ensure that countries put in place the necessary controls.
Fundamental to this is the importance for
countries to understand their ML/TF risks,
and adopt appropriate measures to mitigate
those risks effectively.

By
Mr Ong Chong
Tee
Deputy Managing
Director (Financial
Supervision), Monetary
Authority of Singapore

A National Effort
Singapore has and will continue to play
our part in this important global effort. As
The International Environment
an international financial centre and busiFinancial crime is a serious global threat.
ness hub, our openness exposes us to crossAccording to some UN estimates, the
border financial crimes. Protecting our
amount of money laundered globally is bereputation as a well-regulated and clean
tween 2% and 5% of global GDP annually,
financial centre is not negotiable. This is a
or to put this in US dollar terms, between
fundamental tenet upon which our financial
US$800 billion and US$2 trillion a year.
centre has developed, and the continued
The challenge before us – as is often noted
confidence in the integrity of our financial
– is that the fight against money laundersystem is a necessary condition
ing and financing of terrorism is
for sustaining growth of the secnever done. Rapid advancements
===
===
tor. We therefore take our AML/
in information, communication
In the nonCFT efforts very seriously, that
and payment technologies have
financial sector,
include the surveillance and inled to great conveniences around
the Accounting
vestigation work of our Financial
speed, ease, and often anonymity;
and Corporate
Intelligence Unit in the Comso these developments also open
Regulatory
mercial Affairs Department.
up more potential loopholes and
Authority will
In the last two years, more
avenues for perpetrators to escape
implement
than 15 government agencies
detection; hence the momentum
an enhanced
had come together to perform
on AML/CFT efforts must be
regulatory
a comprehensive assessment of
maintained.
framework
our ML/TF environment and
Indeed, the international comfor corporate
the adequacy of measures. This
munity has not sat still. As many
service
culminated in a National Risk
of you know, the Financial Action
providers, to
Assessment (NRA) report pubTask Force (FATF) was set up in
minimise the
lished in January. It is the first
1989, and has been the key policyrisks of shell
time that we have taken a conmaking body that meets regularly
companies
solidated and comprehensive
to identify emerging risks and tybeing set up for
look at the overall ML/TF risks
pology, provide guidance, as well
illicit purposes.
to Singapore. What did we find?
as to strengthen or refine internaFor one, the results largely valitional standards. In 2012, a revised
===
===
dated the prevailing instinctive
set of international standards to
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sense that high-risk sectors are primarily the
cash intensive and internationally oriented
ones, such as casinos and remittance agents.
The NRA also revealed emerging risk areas
like virtual currencies and large-value precious stones and metals dealings, and we are
looking into addressing the potential risks
associated with these sectors.
Put simply, the NRA has been a useful
“health-check” of the ML/TF risks facing
Singapore, by highlighting areas that warrant more resources and attention. As with
the importance of having regular medical
“health-checks”, we intend to update the
risk review regularly, every two to three
years, to ensure that our understanding of
Singapore’s ML/TF risks is current and
accurate.
A better understanding of risks should
also translate into more targeted mitigation
measures. For example, in the non-financial sector, the Accounting and Corporate
Regulatory Authority will implement an enhanced regulatory framework for corporate
service providers, to minimise the risks of
shell companies being set up for illicit purposes. This is expected to take effect from
the last quarter of 2014. As another example, pawnbrokers are identified as a potential channel for money laundering. While
pawnbrokers are already subject to basic
AML/CFT obligations, further requirements will be introduced when changes to
our pawnbroking legislation are put in place
at the end of this year.
For the financial sector, the controls in
place are assessed during the NRA exercise
to be generally strong, which is not surprising given that the sector has built up considerable AML/CFT expertise and processes
over many years. Nonetheless, there are
newer areas to be considered. For instance,
we have announced in March that we will
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regulate virtual currency intermediaries for
AML/CFT purposes. Our approach is a
targeted one, recognising that virtual currency intermediaries can facilitate anonymous cross border money transfers, not
unlike the activities of money-changing
and remittance businesses. They will thus
be subject to similar AML/CFT requirements, and further details will be released
in due course. Also, for remittance agents
and money-changers themselves, MAS has
stepped up supervision, inspection and enforcement efforts, and is also engaging the
licensees on their ML/TF risks.
Banks are critical gatekeepers against illicit fund flows. This is why MAS must continue to take proactive measures to maintain
a robust and effective regime. Our approach
is preventive, pre-emptive and prescriptive (where specific rules are needed). This
morning, allow me to outline three key features, namely:
a) a strong legal and regulatory framework that is in line with international
standards;
b) an effective supervisory regime; as well
as
c) a collaborative partnership with the
industry.
A Strong Legal and Regulatory
Framework
A strong legal and regulatory framework is
the basis of any effective regime. Over the
years, MAS has updated our AML/CFT
Notices for financial institutions several times,
to take into account the latest global developments, as well as to incorporate emerging
best practices. Our efforts to stay ahead of the
curve are recognised internationally. In the
2008 FATF evaluation exercise, Singapore is
assessed to have a strict and rigorous AML/
CFT regime. We have agreed to undergo another evaluation in 2015.
We should not be complacent, for the
reasons that I mentioned earlier. MAS will
continue to strengthen the AML/CFT
regime for financial institutions, to maintain relevance and effectiveness. Later this
month, we will be issuing a public consultation on proposed amendments to a range
of MAS’ AML/CFT Notices for financial
institutions. This round of amendments
draws reference from the revised FATF
recommendations as well as international
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FT risks will continue to be a key thematic
best practices, and should not be a surprise
area of focus.
for those of you who have been following
The NRA exercise has noted that the
these developments. While there are a few
controls adopted by banks are generally
new requirements in response to FATF
strong, but there is scope to strengthen the
recommendations, many of the proposed
control processes especially in the areas of
changes formalise existing practices and
trade finance and correspondent banking. For
supervisory expectations. But let me highexample, during some of our inspections, we
light one change.
found that some banks did not screen all the
When banks first started their ML/TF
key items in trade documents, and there were
risk assessments, the focus has largely been
also inadequate controls when processing rearound processes to identify and deal with
lated party client transactions. We are looking
customers with high ML/TF risks. This levto arrange roundtable sessions to share best
el of risk assessment is necessary but insuffipractices in these two areas.
cient now. Just as how a bank should look at
Apart from strengthening control
the credit risk of its overall loan portfolio and
frameworks and processes, the
not just of individual customers,
human factor is just as imporML/TF risk assessments can also
===
===
tant. We have noted instances
benefit from the same approach.
where banks have good systems
We will therefore require financial
This round of
and processes in place, but line
institutions to assess ML/TF risks
amendments
departments did not implement
at the institution level, to compledraws reference
the measures properly. Some of
ment individual transaction level
from the
the common reasons include
checks. This will in essence be the
revised FATF
banking industry-equivalent of
recommendations inadequate risk awareness, miscommunication across departwhat the government has done in
as well as
ments, and lack of management
the NRA. There are several banks
international
oversight. There is therefore a
that already have such a practice
best practices,
need to invest in the human cain place, so this requirement will
and should not
pabilities, and not just rely on
level-up the industry as a whole.
be a surprise
system capabilities in our AML/
Other changes in our impendfor those of you
CFT efforts.
ing consultation document will
who have been
One of the more topical isinclude formalising the need to
following these
sues
relating to supervision is
screen one’s customers, tightening
developments
that of tax crimes. Singapore
the threshold for enhanced meas===
===
designated serious tax crimes
ures on cross-border wire transfers,
as money laundering predicate
and providing a risk-based apoffences in the middle of last year. Finanproach for politically exposed persons. Decial institutions have been asked to review
tails of these and other amendments will be
their customer accounts for tax-illicit funds.
laid out in the consultation paper. Overall,
One of the practical difficulties faced by
we do not expect the revisions to require mafinancial institutions is how to determine
jor changes to existing processes, and I welwhether a given pool of funds is fully tax
come your inputs during the consultation.
compliant, when even a tax lawyer may be
hesitant to make a call, unless he has full
An Effective Supervisory Regime
visibility of the customer’s other transacHowever, even the best regulatory frametions beyond the bank. International guidwork is futile, if it is not backed by effective
ance on this area is still evolving, and the
supervision. As I have alluded, MAS’ superprocess to become more proficient in devisory approach is premised on “prevention
tecting tax-illicit monies will understandis better than cure”. Rather than having to
ably be an iterative one.
impose hefty fines on a financial institution
Nonetheless, we have found the quality
after a major incident or lapse in controls,
of the recent tax risk reviews to be satisfacwe prefer that such incidents not happen
tory, and I like to commend you all for the
in the first place. This means that we will
efforts put in. More importantly, this exercise
not be apologetic about being intrusive and
has raised general awareness among finanprobing in our supervision work, and ML/
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cial institutions, which are now better prepared to manage risks arising from the laundering of proceeds from tax crimes. Arising
from the review, a handful of customers may
have chosen to close their accounts or even
have had their accounts terminated – if they
chose not to be subject to the heightened
scrutiny. Suspicious Transaction Reports
have also been filed in a few cases. Overall,
the message is clear and consistent - tax-illicit funds are not welcome here
.
Partnership with the Industry
We need to work together to tackle financial
crime. At the government level, law enforcement agencies meet regularly with the financial and non-financial sector supervisors to
coordinate policy, so that we effectively deter
illicit funds as a country. Yet no amount of
supervision can substitute for the industry
being similarly committed to this cause.
In this regard, I am happy to note that
the ABS has published additional guidance
on AML/CFT earlier this year. This demonstrates that there is ownership amongst
financial institutions to ensure that the
framework that is in place is translated into
meaningful application on the ground.
On MAS’ part, we will continue to proactively engage the industry on key issues
and developments. Prior to the publication
of the NRA, we had invited some of you to
a focus group discussion to validate the findings not just relating to banks, but of other
sectors as well. More recently, MAS released
a report on the private banking industry, setting out key observations and supervisory expectations, so as to promote broader sharing
of best practices. I understand that the report has been well-received by the industry.
I should add that while the report relates to
private banking activities, many sound practices are relevant for other customer-facing
business lines. I therefore strongly encourage
all financial institutions to leverage on the
report to benchmark their controls, and to
put in place enhancements where relevant.
I had mentioned about deepening manpower capabilities. In this regard, competency building is imperative, to uplift AML/
CFT standards amongst industry professionals. I commend the ABS for its suite
of training options on AML/CFT, ranging
from thematic workshops, classroom trainings, to seminars such as this. I understand
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transaction reporting regime for
that attendance at this seminar
precious stones and metals dealers.
and related AML/CFT courses
===
===
In a similar vein, given the risks
has been growing each year, and
I hope this positive trend contin- From a financial associated with large value cash
stability
transactions and high face-value
ues. Attention to AML/CFT has
perspective,
notes, MAS will be discontinuing
certainly been increasing, with
the level and
the issuance of the $10,000 note,
certification providers like the Instructure of
starting from 1 October 2014. The
ternational Compliance Training
compensation
development of more advanced
Academy and the Association of
must align
and secured electronic payment
Certified Anti-Money Laundering
incentives
systems has reduced the need for
Specialists (ACAMS) seeing more
with risk
large value cash-based transacsign-ups. ACAMS had also set up
profiles, and
tions. Therefore, we do not expect
a Singapore Chapter late last year.
ultimately with
the discontinuation of the note’s isIn all, the resources and training
performance
suance to create any major inconavenues are there, so it is for all
venience. Existing $10,000 notes in
of you to tap on them. An effec===
===
circulation will remain legal tender,
tive culture of AML/CFT cannot
including all notes under the Curbe created by hiring a few experts
rency Inter-changeability Agreement with
from elsewhere. Instead, it is about raising
Brunei. However, we expect the stock of such
awareness throughout the firm; so do focus
notes to dwindle over time, as worn notes are
on “growing your own timber” alongside
returned to us and not replaced.
importing relevant expertise.
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Strengthening the Framework
Further
Before I close this morning, I would like announce two further measures that MAS will
undertake to strengthen our AML/CFT
regime:
a. First, MAS has been progressively
increasing the level of disclosure on supervisory actions taken for breaches of AML/
CFT requirements. At this seminar last
year, we disclosed aggregated figures of
sanctions imposed for the preceding three
years. While a gross picture can give an indication of how well the industry has implemented AML/CFT measures, they do not
sufficiently highlight any common or severe
issue. Building on this, MAS will be looking to publish details of more severe penalties imposed on financial institutions for
such breaches. In addition to deterring errant behaviour, this move will reinforce our
preventive supervisory approach, and draw
financial institutions’ attention to more severe instances of deficiencies and breaches.
Financial institutions can then pre-emptively strengthen their own controls to prevent
similar failures.
b. Second, the NRA highlighted ML/
TF risks inherent in cash-intensive industries
and large value cash transactions. In May, the
Ministry of Home Affairs, the Ministry of Finance and MAS consulted publicly on a cash

Conclusion
Let me sum up.
Singapore is fully committed to the
global efforts against financial crime. The
evolving risk environment requires proactive and collective actions in all jurisdictions.
MAS has, and will continue to take steps to
further enhance our AML/CFT regime,
along with other government agencies for
the non-financial sectors.
The financial sector has always been a
critical gatekeeper in the fight against ML/
TF, hence it shoulders a great responsibility
to ensure strong safeguards against potential criminal fund flows. The American philosopher and author Eric Hoffer once said
that “we are prone to generalise the bad
than the good. We assume that the bad is
more potent and contagious”. In this case, I
think it is a good idea not to be complacent.
Some paranoia is not a bad thing. But let me
emphasise that as a key financial centre, we
are coming from a position of strength in
combating ML/FT risks. We must remain
so, by constantly addressing new or evolving
vulnerabilities, in a manner consistent with
FATF recommendations. n
Combating Financial Crime: International and National Efforts”
- Keynote Address by Mr Ong Chong Tee, Deputy Managing Director (Financial Supervision), Monetary Authority of Singapore
at the ABS Financial Crime Seminar on 2 July 2014.
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The FRC is considering this as part of a review of board succession planning and will consider
the need to consult on these issues for the next update to the Code in 2016

T

he Financial Reporting Council
(FRC) has issued today an updated
version of the UK Corporate Governance Code (the Code). This significantly
enhances the quality of information investors
receive about the long-term health and strategy of listed companies, and raises the bar for
risk management.
The FRC has confirmed proposals for
boards to include a ‘viability statement’ in the
strategic report to investors. This will provide
an improved and broader assessment of longterm solvency and liquidity. It is expected that
this statement will look forward significantly
longer than 12 months. The Code has also
been changed in relation to remuneration.
Boards of listed companies will now need
to ensure that executive remuneration is designed to promote the long-term success of
the company and demonstrate how this is
being achieved more clearly to shareholders.
Commenting on the UK Corporate
Governance Code, FRC CEO Stephen Haddrill said:
“The changes to the Code are designed
to strengthen the focus of companies and
investors on the longer term and the sustainability of value creation. The changes on going concern implement the reforms proposed
by Lord Sharman whose work has stimulated
a sea change in thinking about the assessment
and reporting of risk and business prospects.
The changes also reflect and have benefitted from extensive consultation. Recognising
the different circumstances for business, companies are allowed to choose the period over
which they look forward but we are clear this
should be more than a year and reflect the
nature of the business. Crucially the directors
should explain their reasoning to investors. If
included in the Strategic Report their statements will be subject to a safe harbour in accordance with companies’ legislation.

The changes on remuneration also focus
Remuneration
companies on aligning reward with the sus• Greater emphasis be placed on ensuring
tained creation of value.
that remuneration policies are designed
The Code will continue to operate on the
with the long-term success of the company
principle of ‘comply or explain’, which has
in mind, and that the lead responsibility for
served investors and the UK corporate sector
doing so rests with the remuneration comwell for over 20 years.”
mittee; and
The revised Code will apply to account• Companies should put in place arrangeing periods beginning on or after 1 October
ments that will enable them to recover or
2014.
withhold variable pay when appropriate
The key changes to the Code include:
to do so, and should consider appropriate
Going concern, risk management and
vesting and holding periods for deferred
internal control
remuneration.
• Companies should state whether they
consider it appropriate to adopt the going
Shareholder engagement
concern basis of accounting and identify
• Companies should explain when publishany material uncertainties to their ability to
ing general meeting results how they incontinue to do so;
tend to engage with shareholders when a
• Companies should robustly assess their
significant percentage of them have voted
principal risks and explain how they are
against any resolution.
being managed or mitigated;
• Companies should state whether they
Other issues
believe they will be able to continue in
The FRC has also highlighted the imporoperation and meet their liabilities taking
account of their current position and printance of the board’s role in establishing
the ‘tone from the top’ of the company in
cipal risks, and specify the period covered
terms of its culture and values. The directors
by this statement and why they consider it
should lead by example in order
appropriate. It is expected that
to encourage good behaviours
the period assessed will be signif===
===
throughout the organisation.
icantly longer than 12 months;
The FRC has
In addition the FRC has
and
highlighted the
emphasised that key to the effec• Companies should monitor their
importance of
tive functioning of any board is a
risk management and internal
the
board’s role
dialogue which is both construccontrol systems and, at least
in establishing
tive and challenging. One of the
annually, carry out a review of
the ‘tone
ways in which such debate can
their effectiveness, and report on
from the top’ of
be encouraged is through having
that review in the annual report.
the company
sufficient diversity on the board,
• Companies can choose where to
in terms of its
including gender and race. Neverput the risk and viability discloculture and
theless, diverse board composition
sures. If placed in the Strategic
values
in these respects is not on its own
Report, directors will be covered
a guarantee. Diversity can be just
by the “safe harbour” provisions
===
===
as much about difference of apin the Companies Act 2006.*
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proach and experience. The FRC is considering this as part of a review of board succession planning and will consider the need to
consult on these issues for the next update to
the Code in 2016. n
Notes
1. The FRC is responsible for promoting high
quality corporate governance and reporting
to foster investment. We set the UK Corporate
Governance and Stewardship Codes as well
as UK standards for accounting, auditing and
actuarial work. We represent UK interests in
international standard-setting. We also monitor and take action to promote the quality of
corporate reporting and auditing. We operate
independent disciplinary arrangements for accountants and actuaries; and oversee the regulatory activities of the accountancy and actuarial professional bodies.
2. The updated Code is issued today with three related documents:
a. Guidance on Risk Management and Internal
Control and Related Financial and Business
Reporting (the Risk Guidance) is an amalgamation of the 2005 Turnbull and 2009 Going
Concern guidance notes and has now been
revised to reflect the finalised requirements of
the Code and in the light of comments from
earlier consultation in November 2013 and
April 2014.
b. Guidance for Directors of Banks on Solvency
and Liquidity Risk Management and the Going Concern Basis of Accounting provides
supplementary considerations for the banking
sector, and should be read in conjunction with
the Risk Guidance.
c. Revised Auditing Standards (extracts) – ISAs
(UK and Ireland) 260, 570 and 700 draws
attention to related changes to the standards
that were made following consultation in
2012, to require auditors to consider and report on narrative disclosures, including risks.
Accordingly auditors will need to consider the
going concern basis of accounting (and material uncertainties relating thereto) and the
longer term viability statement and the risk
management disclosure.
3. *Further detail on “safe harbour” provisions:
The provision means that, provided that directors
do not make a deliberately or recklessly untrue
or misleading statement or dishonestly conceal a
material fact by way of an omission, they will not
be liable to compensate the company for any loss
incurred by it in reliance on the report. n

MOU signed to combat
corruption and promote integrity in
ASEAN business community

Investors Indicate Little Tolerance for Unilateral
Boardroom Adoption of Bylaw Amendments That
Diminish Shareholder Rights, Survey Finds
ISS’ survey marks the commencement of its annual policy formulation process

O

In September this year in Manila The ASEAN CSR Network (ACN) along with 5 of its
private-sector group partners from around the
region signed a memorandum of understanding (MOU) that will pave the way towards a
formalized regional cooperation to create a
common strategy against corruption in the
ASEAN business community.
Addressing close to 400 delegates, Mrs.
Yanti Triwadiantini, the Chair of the ACN
announced the initiative at the 2014 Integrity
Summit held in Manila.
In her speech, Mrs. Triwadiantini who
also heads the Indonesian Business Links, a
partner member of the ACN, reiterated that,
“a diverse ASEAN can only be strong if it is
united as one, consolidated by trust”. Therefore for “shared growth in the region”, she said
that “it is vital for us to step up the fight against
any form of corruption that will destroy trust”.
As Chair of the ACN, she added that the
regional network will do its part to support the
cause. Signatories to the MOU are members
of the ‘Regional Working Group’. They will
uphold to cooperate with one another in the
areas of sharing information, best practices
and technical resources.
“One of the first of the initiatives will be
to develop a regional campaign to encourage more partners to take on the challenge of
eradicating corruption”, said the Chair.
“Integrity has no borders”, she continued.
Based on this premise, she pointed that firstly,
“as people and individuals with integrity, our
values should extend to everything we do, not

just at home but also in the workplace”.
Secondly, “as businesses with integrity,
our corporate values must extend from within
our office wall to our whole operations, value
chains and investments”.
It is with these underlying principles that
Ms. Triwadiantini believes that ASEAN can
build a sustainable, equitable, and inclusive
community.
Other signatories to the MOU include:
• Integrity Initiative (Philippines)
• Indonesia Business Links
• International Chamber of Commerce –
Malaysia
• Singapore Compact for CSR
• Vietnam Chamber of Commerce and Industry
This initiative is part of the “Enabling
Business Network in ASEAN to Combat Corruption Project” implemented by the ACN
with the support of the United Kingdom Foreign and Commonwealth Office.
As a regional association of business
chambers and CSR organizations, the ACN’s
role is to help strengthen local stakeholders
and support their work in corporate social
responsibility advocacy, capacity-building and
collective action.
The ACN now has representation in 7 of
10 ASEAN member-states and is continuously
expanding its network of partners. Business
integrity and anti-corruption has been one of
the key pillars of ACN’s work to realize a sustainable, equitable and inclusive ASEAN with
the support of the UK FCO. n
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• Investors indicate little tolerance for unin September 29, 2014 Institutional
lateral boardroom adoption of bylaw
Shareholder Services Inc. (ISS), a
amendments that diminish shareholder
leading provider of proxy advisory and
rights. With regard to evaluating board
corporate governance solutions to financial
accountability where a board adopts withmarket participants globally, today released
out shareholder approval a material bylaw
the results of its annual global voting policy
amendment that diminishes shareholders’
survey.
rights, 72 percent of investors indicate the
ISS received more than 370 total reboard should never adopt bylaw/charter
sponses to this year’s survey, of which 105
amendments that negatively impact inveswere institutional investors, nearly onetors’ rights without shareholder approval,
third of whom manage assets in excess of
while 20 percent choose “it depends.”
$100 billion. Roughly 70 percent of these
Nearly one-half (44 percent) of issuer rerespondents were based in the U.S., with
spondents, meanwhile, indicate the board
the remainder divided between the U.K.,
should be free to unilaterally adopt
Continental Europe, Canada,
any bylaw/charter amendment(s)
and the Asia-Pacific region. ISS
===
===
subject to applicable law.
also received responses from 255
•
ISS plans to implement
members of the corporate issuer
Investor
a
“balanced
scorecard” approach
community (including corporarespondents
to
evaluating
plan proposals for
tions, consultants/advisors to issuappear to be
ers, and other organizations repre- concerned about U.S. companies that gives weight
to various factors under three
senting issuers), nearly 90 percent
the magnitude
broad categories related to the
of whom were located in the U.S.
of CEO pay,
proposal: (1) cost, (2) plan features,
The survey, conducted between
not only with
July 17 and Sept. 5, covered a
how CEO pay is and (3) company grant practices.
With respect to how the plan cost
range of issues, including: pay for
determined
category should be weighed in a
performance; board accountabil===
===
scorecard, 70 percent of investors
ity; boardroom diversity; equity
indicate weights ranging from 30
plan evaluation; risk oversight and
to 50 percent, with a 40 percent
audit; cross-market listings; and
weighting cited most often. Sixty-two perenvironmental and social performance goals.
cent of investors suggest weightings from
“The aim of our yearly survey is to
25 to 35 percent for plan features; and 64
ensure that ISS’ policies reflect local best
percent indicate weights ranging from 20
practices, create dialogue around important
to 35 percent for grant practices. Weightissues, and serve the proxy voting needs of
ings suggested by issuers were also quite
our institutional clients worldwide,” said Dr.
dispersed, but generally skewed somewhat
Martha Carter, ISS’ Global Head of Rehigher with respect to cost, and somewhat
search & Policy. “We’re extremely pleased
lower for plan features and grant practices
at the breadth, depth, and diversity of recompared to investors.
sponses in this the 10th year that ISS has
• CEO pay limits relative to company persolicited the opinion of governance market
formance resonate with investors. Investor
constituents in formulating its benchmark
respondents appear to be concerned about
voting policies.”
the magnitude of CEO pay, not only with
Key findings from this year’s survey inhow CEO pay is determined. When asked
clude:
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whether there is a threshold at which the
magnitude of CEO pay warrants concern
even if the company’s performance is
positive (e.g., outperforming peer group),
60 percent of investor respondents answer
in the affirmative. Notably, 50 percent of
issuer respondents selected the response
“No, my organization does not consider
the magnitude of CEO compensation
when evaluating pay practices; other aspects (such as company performance and
pay structure) are considered more important.”
• For European markets where shareholders
are offered say-on-pay proposals or other
executive compensation related items, 83
percent of investors indicate that a European pay for performance quantitative
methodology, including the use of peer
group comparisons, would be useful as a
factor in such evaluations. Of investor respondents answering in the affirmative on
the use of peer groups as a factor in evaluating a company’s compensation practices, 87 percent indicate that they would
like to see a comparison to cross-market
industry sector peer groups.
• A majority of all respondents (60 percent
of investors and 75 percent of issuers) indicate that they consider overall diversity
(including but not limited to gender) on
the board when evaluating boards. Notably, 17 percent of investor respondents
and 7 percent of issuer respondents indicate that they do not consider gender diversity at all when evaluating boards.
ISS’ survey marks the commencement
of its annual policy formulation process,
which typically culminates in November
with the release of final policies applicable to
global shareholder meetings occurring on or
after Feb. 1 of the following year. In October,
ISS is expected to release draft policies that
will be subject to a public consultation period
before they are finalized. n
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CFA Institute calls for a stronger
regulatory framework for investors
Study makes recommendations on how to increase availability and quality of
redress mechanisms for investors

A

new CFA Institute study, Redress in
Retail Investment Markets, makes six
recommendations for how retail investors
can help to address malpractice in the financial markets. In the context of recent
EU legislation designed to improve market
integrity and curb misselling, the recommendations improve upon the traditional
approach to supervision – which focuses
only on punishing misconduct through
fines – by empowering retail investors and
users of financial services to seek compensation when they are harmed by misconduct, putting investors’ interests first.
Redress in Retail Investment Markets
explores existing best practices and regulatory frameworks in Europe, Asia and the
Americas. Investor redress refers to the
enforcement of the rights of retail investors and users of financial services, including their demands for compensation
for harm caused by misconduct. Effective
mechanisms for investor redress have a
central role to play in the revised Markets
in Financial Instruments Directive (MiFID
II), which the European Commission and
the European supervisor (ESMA) are currently working on implementing. The new
Commission and Parliament will be called

to pay increasing attention to this dossier,
at a time when the policy-making agenda
shifts from financial stability to investor
protection.
Mirzha de Manuel Aramendia, director of capital markets policy at CFA Institute and co-author of the report, comments: “Despite recent regulatory reform,
misselling remains a top concern for investors and in many countries, supervision has
so far largely ignored redress and focused
only on fining misconduct. Effective redress is central to enhancing market discipline, investor trust and participation in the
financial markets. This study explains how,
with the appropriate mechanisms in place,
investors will be able to seek compensation
in a fast and cost-efficient manner.”
Redress in Retail Investment Markets
sets out the following recommendations for
European and national authorities to increase the availability and quality of redress
mechanisms in retail financial markets:
1. Ensure retail investors can access “outof-court” alternative dispute resolution (ADR) by setting up industry-wide
schemes with the ability to issue binding decisions and where participation is
compulsory for services providers.

2. Provide guidance on the application of
the consumer ADR Directive to financial markets.
3. Increase transparency to foster awareness and comparability between schemes
and jurisdictions.
4. Strengthen the financial dispute resolution network (FIN-NET) with the capacity to monitor ADR schemes across the
EU and to aggregate and publish all relevant information.
5. Enable the relevant public authorities to
set up special-purpose ADR schemes in
cases of mass detriment to investors.
6. Develop a common supervisory approach in Europe regarding the monitoring of complaint handling, cooperation
with ADR schemes, and the exchange of
information.
Kurt Schacht, CFA, managing director
at CFA Institute, comments: “A financial
industry that better serves society must provide effective tools for investors to enforce
their rights when faced with malpractice —
especially as individuals increasingly rely
on market solutions for their retirement
incomes. The future of finance hangs, to a
great extent, on delivering effective redress
mechanisms for investors.” n
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GENDER DIVERSITY

GE N DE R DI V E RSI TY

On the Cusp of Gender Parity
But leaking pipeline means Hong Kong women still under-represented at senior levels

Mr. Steven Victorin, Head of Asia Pacific Corporate Banking & Global Head of Corporate Banking Global Subsidiaries at Bank of
America Merrill Lynch and Mrs. Fern Ngai, CEO of Community Business

Community Business’ latest benchmark of gender diversity across multinational companies in Asia shows
improvement in Hong Kong and commendable steps
being taken to create an enabling environment for
women, but further culture change is required to drive
continued progress

H

ong Kong is seeing an encouraging improvement in gender parity across the total workforce and
at junior and middle levels, but women are
still under-represented in senior positions,
according to the study ‘Gender Diversity
Benchmark for Asia 2014’ (GDBA 2014) released today. The lead sponsor of the report
is Bank of America Merrill Lynch, as part of
its efforts to promote diversity and inclusion.

Hong Kong is seeing an encouraging improvement in gender
parity across the total workforce
and at junior and middle levels,
but women are still under-represented in senior positions, according to the study ‘Gender Diversity Benchmark for Asia 2014’
(GDBA 2014) released today. The
lead sponsor of the report is Bank
of America Merrill Lynch, as part
of its efforts to promote diversity
and inclusion.
The study benchmarks the
gender diversity of more than 30
multinational companies in six
markets across Asia, including

===

“

===

”

===

The average
representation
of women in the
total workforce
in Hong Kong is
50.9%, ranking
third in Asia.
This compares
with 45.3%
when the
survey was last
conducted in
2011
===
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China, Hong Kong, India, Japan,
Malaysia, and Singapore. It is conducted by Community Business, a
leading not-for-profit organisation
specialising in corporate responsibility and a thought leader on diversity and inclusion in Asia.
The report reveals that when
it comes to the average representation of women in the total
workforce and at junior levels,
companies in Hong Kong are
achieving or exceeding gender
parity. The average representation of women in the total workforce in Hong Kong is 50.9%,
ranking third in Asia. This com-

dle and achieving greater gender balance, if
tural change in organisations from the top,
pares with 45.3% when the survey was last
not gender parity at all levels, is indeed an
and shared the key role that they are playing
conducted in 2011. At junior levels the avachievable goal in Hong Kong.”
– leading by example and proactively engagerage representation of women is 57.5%,
“A diverse workforce is fundamental
ing men and women on this issue.
and despite ranking fifth across the region
to the success of our business, providing a
Commenting on the findings, Fern Ngai,
at this level, 83.3% of companies in Hong
broader range of experience and perspecCEO of Community Business said: “OverKong have 50% or more women at this
tive from the best talent available” says
all we are pleased to see some signs of real
level. At middle levels too, the average perBernhard Steiner, Bank of America Merprogress in this latest study. Of course, much
centage of women continues to be reasonrill Lynch Asia Pacific Chief Risk Officer,
more needs to be done and performance
ably strong at 45.7%, above the regional
who chairs the company’s regional diversity
varies across the region. Here in Hong Kong
average at this level of 39.0%.
and inclusion council. “This report shows
as in other markets, women continue to be
However, women locally continue to
encouraging progress in junior and midunder-represented at senior levels in organiface barriers to senior positions with the repdle management in Hong Kong and Asia.
sations and we need to continue to address
resentation of women in senior management
Ensuring that progress is mirrored in senior
this. However, overall these gradually imlevels at only 29.4%. While higher than the
leadership roles is not just a women’s issue,
proving numbers show that moving the neeregional average of 24.3%, the biggest leak
but I believe should be a leadin the pipeline remains between
ership priority. We are proud
middle to senior level positions,
of the progress made to date
with an average 35.8% drop in
within our organisation and
the representation of women bethis report further reinforces
tween these levels. This puts the
our sustained commitment
city third in Asia, behind China
to promote gender diversity
(35.6%) and Malaysia (34.0%)
across the region.”
which rank first and second reRegional Highlights:
spectively, but ahead of Singa Encouraging signs of
pore in fourth place (23.7%).
progress: Comparing perforFindings show that across
mance with the 2009 and 2011
the region companies have
studies, there is a general uptaken commendable steps to
ward trend in all markets with
create an enabling environment
the most noticeable improvefor women and policies such as
ments taking place in China
flexible working practices are
and Malaysia.
well established in all markets.
 Strong representation at
This is true in Hong Kong too,
junior and middle levels: In all
although Hong Kong performs
markets except India, the averbelow the regional average on
age representation of women
a number of the indicators,
at junior levels exceeds 50%,
including maternity leave (87.1
whilst in China, Malaysia,
days versus regional average of
Hong Kong and Singapore, it
101.1 days) and paternity leave
exceeds 40% at middle levels.
(5.0 days versus a regional aver Gender parity – an
age of 5.2 days).
achievable goal: A significant
The senior executives internumber of companies are
viewed and featured in the study
now achieving gender parity at
generally acknowledged that,
certain levels in their organisabased on the findings of this
tions – showing that this is an
GDBA 2014, the representation
increasingly achievable goal.
of women in senior positions reOver half of companies in
mains low in Asia. However, for
China (65.5%) and Malaysia
the most part they were optimis(52.9%) have achieved or extic about the future, pointing to
The Gender Diversity Benchmark for Asia 2014 is the third study of its
ceeded gender parity at midthe growing recognition of the
kind conducted by Community Business, adopting the same methodology
dle levels, whilst over a third
link between increased gender
as previous studies conducted in 2009 and 2011. Covering the six markets
(35.3%) of companies in Madiversity and enhanced business
of China, Hong Kong, India, Japan, Malaysia and Singapore, it provides
laysia have done the same at
performance. They highlighted
essential benchmarking data on the representation of women at different
senior levels.
the importance of driving cullevels within organizations in Asia.
CorporateGovernanCeasia 81 september/oCtober 2014
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formance: More companies in Japan and
 Widening gap in performance: HowIndia offer support to working parents and
ever, the progression is more pronounced in
professional development programmes for
certain markets than others, widening the
women than in the other markets – and
gap between the best and worst performing
yet the average representation of women at
countries in the region. China (35.6%) and
middle and senior levels in these markets are
Malaysia (34.0%) show the most marked imthe lowest. Similarly, companies in
provement – particularly in terms
===
===
Malaysia offer the shortest materof the representation of women at
nity leave and the least support to
senior levels, whilst Japan (11.0%)
We are proud
women in the form of women’s
and India (10.6%) show nominal
of the progress
networks, on-ramping support
change and are barely achieving
made to date
and professional development double digit figures at this level.
within our
yet Malaysia performs well on all
 Regional averages remain
organisation
data points.
low: Despite signs of improveand this
The research is also funded
ment in certain markets, the overreport further
by Secondary Sponsors Brownall representation of women at
reinforces
Forman and Google.
middle and senior levels remains
our sustained
“We were pleased to have had
low across the six markets. The
commitment to
an opportunity to be a Secondary
regional average at middle levpromote gender
Sponsor of this Gender Diverels is 39.0% and this falls to just
diversity across
sity Benchmark for Asia 2014 by
24.3% at senior levels.
the region
Community Business. Women are
 Leaking pipeline an on===
===
key to the growth and sustainabilgoing challenge in all markets
ity for our business as well as the
in Asia: Companies continue
countries in which our business
to experience a significant loss
operates. That means many of our mental
of women from one level to the next. The
models related to women in the workplace
average rate of decrease across the region
must not only change but it is essential that
is 30.7% from junior to middle levels and
men play a role in that process.” said Ralph
37.8% from middle to senior levels. The
de Chabert, Chief Diversity Officer at
leaking pipeline is a particular issue in India
Brown-Forman.
from junior to middle levels (-45.9%) and in
“This report reminds us that, while
Japan from middle to senior levels (-61.3%).
the past few years have resulted in positive
 Demonstrated commitment to creatchange for the representation of women
ing enabling environments: Companies have
at all levels, there’s still plenty of room for
taken commendable steps to create an enaimprovement. Equipped with this data, we
bling environment for their women. In parcan better understand the extent of the chalticular, maternity leave, paternity leave and
lenges for gender diversity in Asia, track proflexible work arrangements are offered by
gress over time, and be a bigger part of the
virtually all companies in all markets, whilst
solution.” said Keerthana Mohan, Head of
women’s networks, on-ramping support and
Diversity & Inclusion at Google.
professional development programmes are
The table above shows the average repalso widely embraced by companies.
resentation of women (%) at different levels
 Existence of policies and programmes
– on a regional basis as well as the best and
does not necessarily correlate to strong per-

“

”

worst performing geographies. n
About the Study Gender Diversity
Benchmark for Asia 2014
Adopting the same methodology as previous studies
conducted in 2009 and 2011, this third edition of
Gender Diversity Benchmark for Asia (2014) presents data showing the representation of women at
different levels in 32 companies across 6 markets in
Asia: China, Hong Kong, India, Japan, Malaysia and
Singapore as of 31 December 2013. In addition to
providing essential benchmarking data, the research
provides an overview of policies and programs that
companies have in place to support the advancement
of women and features interviews with twelve senior
male executives deemed to be champions of gender
diversity in their organisations.
The 32 companies participating in this benchmark study together employ over 240,000 employees across the six markets and include: AIG,
ANZ, Ashurst, Bank of America Merrill Lynch,
BlackRock, Brown Forman, Commonwealth Bank,
Cisco, Citi, Coca-Cola, Deutsche Bank, ERM, EY,
Goldman Sachs, Herbert Smith Freehills, Hogan
Lovells, J.P.Morgan, Linklaters, Macquarie Bank,
Morgan Stanley, National Australia Bank, Nomura,
Novartis, Ogilvy, PwC, QBE, Qualcomm, The Royal Bank of Scotland, Shell, State Street, Thomson
Reuters and TNT.
The full report is available for download on
Community Business’ website at www.communitybusiness.org.
About Community Business
Community Business is a not-for-profit organisation
whose mission is to lead, inspire and support businesses to improve their positive impact on people
and communities. As a thought leader in corporate
responsibility in Asia, Community Business conducts
research, facilitates events and networks, leads campaigns and provides consultancy and training. Its
major areas of focus include: corporate responsibility
strategy, diversity & inclusion, work-life balance and
community investment. Founded in 2003 and based
in Hong Kong, Community Business works with
leading organisations across the Asia region.
For more information, visit www.communitybusiness.org.
For media enquiries, please contact:
Joy Tsang, Communications Manager, +852 2152 1889,
+852 9486 4364, joy.tsang@communitybusiness.org
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UN
CLIMATE
CHANGE
SUMMIT

Historic Climate Summit Opens
New Chapter in Global Efforts to
Tackle Climate Change

New commitments, new ideas, and new financing for significant actions to address the challenge of climate change dominated the announcements made by
more than 100 Heads of State and Government and leaders from the private
sector and civil society at the Climate Summit hosted Tuesday by United Nations Secretary-General Ban Ki-moon.
World leaders reaffirmed the need to take urgent action to limit global temperature rise to less than two degrees Celsius. Acknowledging that the world
was not on a pathway to reach that goal, they also committed to significantly
ramp up climate action. Many speakers made it clear that taking action to
reduce emissions could be achieved without damaging prospects for economic
development and efforts to fight poverty.
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Many countries stressed efforts to build carbonClosing the Summit, the Secretary-General said,
===
===
trading mechanisms and the need to put a price on
“I asked for bold announcements from Governcarbon emissions.
ments, business, finance and civil society in five key
We must
More than 70 countries and 1,000 companies
areas. The Summit delivered.”
maintain
endorsed the development of mechanisms that
“This Summit was not about talk. History is
the spirit of
would reflect the true costs of emissions and other
made by action. And now we have seen that the
compromise
forms of pollution.
world is ready to act.”
and
More than 30 companies endorsed the Caring
At the Summit, heads of government, business
commitment
for Climate Business Leadership Criteria on Carbon
and civil society announced actions in areas that
that
Pricing, which include setting an internal carbon
would have the greatest impact on reducing emischaracterized
price high enough to affect investment decisions to
sions, including climate finance, energy, transport,
our discourse
drive down greenhouse gas emissions.
industry, agriculture, cities, forests, and building
===
Some of the most ambitious goals were an===
resilience.
nounced by coalitions of governments businesses
Government leaders also committed to reach an
and civil society. Financial institutions, commercial
ambitious and universal climate agreement in Paris
and national banks, insurance companies and penin 2015 and pledged to work under the UN Framesion funds vowed to mobilize more than $200 billion in finance
work Convention on Climate Change to reach it.
for climate action by the end of 2015 through a host of new
And many countries announced climate goals, targets and
initiatives, such as those aimed at issuing green bonds and shiftinitiatives, including announcements of contributions to the
ing assets to clean-energy portfolios.
Green Climate Fund by both developing and developed nations.
In an acknowledgment of the special needs of people on
Several European countries announced that they would
the frontlines of climate change, Summit participants placed a
pursue the target of 40 per cent greenhouse gas reductions
heavy emphasis on adaptation and resilience initiatives. These
over 1990 levels. The United States announced an initiative to
included an announcement from the insurance industry, repbolster resilience efforts and China announced that will reduce
resenting $30 trillion in assets and investments, committed to
carbon intensity, increase the share of non-fossil fuels and raise
creating a Climate Risk Investment Framework for industrythe forest stock, and see its total total carbon dioxide emissions
wide adoption by the end of next year.
peak as early as possible. India announced it will double its
“Looking forward, we must maintain the spirit of comprowind and solar power production by 2020.
mise and commitment that characterized our discourse,” Mr.
Developing countries stressed their own efforts to address
Ban concluded. “We must fulfill and expand on all the pledges
climate change. Many emphasized initiatives to protect and exand initiatives brought forward today. As we walk together on
pand their forests. Georgia said it was working to become carthe road to Paris in December 2015, let us look back on today
bon neutral by 2050; Costa Rica said it would use 100 per cent
as the day we decided – as a human family – to put our house
clean energy by 2016; and Chile said it was aiming to green 45
in order to make it liveable for future generations.” n
per cent of its energy by 2025.

“

”

2014 Climate Change
Summary – Chair’s Summary

T

he purpose of the 2014 Climate Summit was to raise political
momentum for a meaningful universal climate agreement in
Paris in 2015 and to galvanize transformative action in all countries to reduce emissions and build resilience to the adverse impacts of climate change.
I asked leaders from government, business, finance and civil society to crystallize a global vision for low-carbon economic
growth and to advance climate action on five fronts: cutting emissions; mobilizing money and markets; pricing carbon; strengthening resilience; and mobilizing new coalitions.

An unprecedented number of world leaders attended the
Summit, including 100 Heads of State and Government. They
were joined by more than 800 leaders from business, finance and
civil society. This Summary details their most significant announcements.
Convergence on a Long-Term Vision
A comprehensive global vision on climate change emerged from
the statements of leaders at the Summit:
World leaders agreed that climate change is a defining issue of
our time and that bold action is needed today to reduce emissions
and build resilience and that they would lead this effort.
Leaders acknowledged that climate action should be undertaken within the context of efforts to eradicate extreme poverty
and promote sustainable development.
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Leaders from the private sector and civil society at the Climate Summit hosted by United Nations Secretary-General Ban Ki-moon

ciency by 2030 through vehicle fuel efficiency, lighting, appliances,
buildings and district energy.
The New York Declaration on Forests, launched and supported by more than 150 partners, including 28 government, 8
subnational governments, 35 companies, 16 indigenous peoples
groups, and 45 NGO and civil society groups, aims to halve the
loss of natural forests globally by 2030.
Twenty-four leading global producers of palm oil as well as
commodities traders committed to contribute to the goal of zero
net deforestation by 2020 and to work with Governments, private
sector partners and indigenous peoples to ensure a sustainable
supply chain.
I asked for bold announcements from Governments, business, finance and civil society in five key areas. The Summit
delivered.”
Some of the world’s largest retailers of meat and agricultural
products committed to adapt their supply chains to reduce emissions and build resilience to climate change. They will assist 500
million farmers in the process.

Leaders committed to limit global temperature rise to less
than 2 degrees Celsius from pre-industrial levels.
Many leaders called for all countries to take national actions
consistent with a less than 2 degree pathway and a number of
countries committed to doing so. Leaders committed to finalise a
meaningful, universal new agreement under the United Nations
Framework Convention on Climate Change (UNFCCC) at COP21, in Paris in 2015, and to arrive at the first draft of such an
agreement at COP-20 in Lima, in December 2014.
Leaders concurred that the new agreement should be effective, durable and comprehensive and that it should balance support for mitigation and adaptation. Many underlined the importance of addressing loss and damage.
Many leaders affirmed their commitment to submit their
Intended Nationally Determined Contributions (INDCs) for the
new agreement in the first quarter of 2015.
Many leaders reaffirmed the objectives and principles of the
UNFCCC, including the principles of equity and common but
differentiated responsibilities. In addition, others highlighted that
the global effort to meet the climate challenge should reflect evolving realities and circumstances.
Cutting Emissions
Without significant cuts in emissions by all countries,
and in key sectors, the window of opportunity to stay
within less than 2 degrees will soon close forever:
Many leaders, from all regions and all levels of
economic development advocated for a peak in greenhouse gas emissions before 2020, dramatically reduced
emissions thereafter, and climate neutrality in the second half of the century.
European Union countries committed to a target
of reducing emissions to 40 per cent below 1990 levels by 2030. Leaders from more than 40 countries, 30
cities and dozens of corporations launched large-scale
commitment to double the rate of global energy effi-

Moving markets and mobilizing money
Moving markets across a wide range of sectors is essential for transforming economies at scale. Mobilizing suf===
===
ficient public and private funds for low carbon, climate
I asked for bold
resilient growth is essential to keep within a less than 2
announcements degree Celsius pathway:
from
A new coalition of governments, business, finance,
Governments,
multilateral development banks and civil society leadbusiness,
ers announced their intent to mobilise over $200 bilfinance and
lion for financing low-carbon and climate-resilient
civil society in
development.
five key areas.
Countries strongly reaffirmed their support for moThe Summit
bilising public and private finance to meet the $100 bildelivered
lion dollar goal per annum by 2020.
Leaders expressed strong support for the Green
===
===
Climate Fund and many called for the Fund’s initial

“

”
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formation for countries around the world.
capitalization at an amount no less than $10 billion. There was a
Leaders agreed to strengthen and scale up the risk financtotal of $2.3 billion in pledges to the Fund’s initial capitalization
ing mechanisms for Africa and the Caribbean. The African Risk
from six countries. Six others committed to allocate contributions
Capacity announced an expansion of its services and coverage,
by November 2014.
including the introduction of Catastrophe Bonds.
The European Union committed $3 billion for mitigation efAn initiative to integrate climate risk into the financial system
forts in developing countries between 2014 and 2020.
by 2020 was launched by a coalition of investors, credit ratings
The International Development Finance Club (IDFC) anagencies, insurers and financial regulators in response to the grownounced that it is on track to increase direct green/climate financing number of extreme weather events. Leaders from the insuring to $100 billion a year for new climate finance activities by the
ance industry, representing $30 trillion in assets and investments
end of 2015. Significant new announcements were made on supcommitted to creating a Climate Risk Investment Framework by
port for South-South cooperation on climate change.
Paris in 2015.
Leaders from private finance called for the creation of an enabling environment to undertake the required investments in lowMobilizing New Coalitions
carbon climate resilient growth. They announced the following
Governments, business and civil society are creating the coalitions
commitments:
needed to meet the full scope of climate challenge.
Leading commercial banks announced their plans to issue
Leaders welcomed multilateral and multi-stakeholder ac$30 billion of Green Bonds by 2015, and announced their intentions between Governments, finance, the private sector,
tion to increase the amount placed in climate-smart
and civil society to address emissions in critical sectors
development to 10 times the current amount by 2020.
===
===
and support adaptation and resilience, especially in
A coalition of institutional investors, committed to
A variety of
Small Island Developing States, Africa and the Least
decarbonizing $100 billion by December 2015 and to
innovative
Developed Countries. Leaders from 19 countries and
measure and disclose the carbon footprint of at least
resilience
32 partners from Government, regional organisations,
$500 billion in investments.
initiatives were
development institutions and private investors commitThe insurance industry committed to double its
announced at
ted to creating an 8,000 kilometre-long African Clean
green investments to $84 billion by the end of 2015.
the Summit,
Energy Corridor.
Three major pension funds from North America
including
The Global Alliance for Climate-Smart Agriculand Europe announced plans to accelerate their investmany that will
ture, comprised of 16 countries and 37 organisations,
ments in low-carbon investments across asset classes up
strengthen
was launched to enable 500 million farmers worldwide
to more than $31 billion by 2020.
countries and
to practice climate-smart agriculture by 2030.
communities on
Leaders of the oil and gas industry, along with
Pricing carbon
Putting a price on carbon will provide markets with the the climate front national Governments and civil society organisations,
lines.
made an historic commitment to identify and reduce
policy signals needed to invest in climate solutions.
methane emissions by 2020. A second industry-led
Seventy-three national Governments, 11 regional
===
===
initiative was launched by leading producers of petrogovernments and more than 1,000 businesses and inleum who committed to address methane as well as
vestors signalled their support for pricing carbon. Toother key climate challenges, followed by regular reporting on
gether these leaders represent 52 per cent of global GDP, 54 per
ongoing efforts. Industry leaders and Governments also comcent of global greenhouse gas emissions and almost half of the
mitted to reduce HFCs in refrigeration and food storage
world’s population. Some leaders agreed to join a new Carbon
A new Global Mayors Compact, representing well over
Pricing Leadership Coalition to drive action aimed at strengthen2,000 cities pledged new commitments on climate action suping carbon pricing policies and redirecting investment More than
ported by new funding from public and private sources – 228
30 leading companies announced their alignment with the Caring
cities have voluntary targets and strategies for greenhouse gas
for Climate Business Leadership Criteria on Carbon Pricing.
reductions, that could avoid up to 2.1 gigatonnes of greenhouse
gas emissions per year.
Strengthening resilience
A new coalition of more than 160 institutions and local GovStrengthening both climate and financial resilience is a smart inernments and more than 500 individuals committed to divesting
vestment in a safer, more prosperous future.
$50 billion from fossil fuel investments within the next three-five
A variety of innovative resilience initiatives were announced
years and reinvest in new energy sources.
at the Summit, including many that will strengthen countries
Panels comprised of eminent global leaders, policy experts
and communities on the climate front lines. These include an
and citizen activists discussed the need for, and multiple benefits
initiative to provide user-friendly “news you can use” climate in-

“
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ment. If we want the vision laid out by leaders from Government,
finance, business, and civil society throughout the day, we must fulfil and expand on all the pledges and initiatives announced today.
We must maintain the spirit of commitment and action that
characterized the Summit.
As we look forward to Lima, later this year, and Paris in December 2015, let us look back on today as the day when we decided – as a human family – to put our house in order to make it
sustainable, safe and prosperous for future generations.
Today’s Summit has shown that we can rise to the climate
challenge.

of, accelerated climate action. Panellists focussed on the need for
science-based decision making; strengthening economic performance while cutting emissions, generating jobs and enhancing
resilience; pricing and reducing pollution for improved health;
mobilizing new coalitions to help move markets; and ensuring
that the most affected are at the centre of the global response to
climate change.
The Way Forward to Lima, Paris and beyond
I thank all the leaders from Government, business, finance and
civil society who came to New York with ambition and commit-

business

Business decisions
will prove key to
Climate Summit success

as we consume,” says Peter Agnefjall.
The company has also invested in 700,000 solar panels and
more than200 wind turbines.
The CEO and general manager of Italy’s largest power
company, Enel, says it is investing in some 4,500 megawatts
of renewables over five years. “We will reach carbon neutrality within 2050,” says Franceso Starace, who calls for a global
usiness leaders will play a crucial role in the success of Tuesagreement “of at least the largest and most polluting countries
day’s Climate Summit held last September 23 in New York,
around the world to take action heavily on climate change.”
according to United Nations Secretary-General Ban Ki-moon.
The chairman of China Petroleum & Chemical Corpora“The effects of climate change are already widespread
tion, known as Sinopec, says fast action is necessary. “If we don’t,
and costly,” he says in a 5-minute video released this week by
the consequences on people’s economies and ecosystems would
the UN Global Compact that focuses on the key role of busibe catastrophic,” says Fu Chengyu.
ness. “We need government leadership to limit global temThe chairman of Royal DSM, a Dutch-based company acperature rise, build resilience and steer the world to a meantive in health, nutrition and materials, calls climate change “one
ingful climate agreement in Paris in 2015. But business too
of the biggest issues” faced by mankind.
has a crucial role to play.”
Feike Sijbesma says his company is working to make cars
In the video, Ban commends corporate leaders “who are
lighter, thereby cutting fuel use; to make electronics greener; to
bringing ambitious vision and commitments” to the Summit, to
use agricultural waste for new forms of energy; and to boost the
be held at UN Headquarters in New York.
output of solar cells.
The video focuses on a number of business leaders who
“We need to take up our responsibility in this climate sumhave already taken action to stem the impact of climate change.
mit right now, for the benefit of people today and generations to
“We’re increasing our energy efficiency through new techcome,” he says.
nologies and processes,” says Indra Nooyi, chairman
Statoil’s CEO, Helge Lund, says one quarter of all
and CEO of Pepsico.
===
===
carbon stored from oil and gas production is stored by
Nooyi adds that her company is reducing its
We need to
his company. He calls for a price on carbon emissions
water consumption, thereby protecting its license to
take up our
as an efficient way to secure innovation and to create
operate in communities, and working with farmers
responsibility
a level playing field.
to make its agricultural practices more sustainable.
in this climate
“I hope the Summit this week will be really pro“As the leader of a company that is in the business
summit right
ductive and provide for a common understanding that
of food and beverages. I deeply understand the critical
now, for the
eventually makes the global community do the right
impact of climate change on food and water supplies
thing next year in Paris,” he says in a reference to the
and that’s why I believe all of us need to take action, benefit of people
today and
planned December 2015 meeting to nail down a bindnow,” she says.
generations to
ing agreement among the world’s nations.
The president and CEO of Ikea Group says his
come
“As I see it, inaction is not an option. We know we
company is committed to making its operation sushave
to act and we know what it would take to achieve
tainable. “We have put aside 1.5 billion euros as a first
===
===
significant progress.” n
step in order to produce the same amount of energy
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Leaders at UN summit take
steps to ensure food security
for 9 billion people by 2050

access to quality food and nutrition is also a priority.
On a regional level, the Africa Climate-Smart Agriculture
Alliance- set up by the African Union- brings governments
and civil society together to help about 25 million farming
households across the continent practice climate-savvy agriculture by 2025.
“Africa is leading by example, and
the Africa Climate-Smart Agriculture
ith demand for food set to inAlliance will help ensure that the agcrease 60 per cent by 2050,
riculture sector can continue to be
world leaders, major corporations
an engine of economic growth and
and civil society at the United Nasocial development for all our people,
tions Climate Summit on September
even in the face of climate change,”
23, 2014 pledged commitments to
said Nkosana Dlamini-Zuma, Chair
transform agricultural practices by
of the African Union Commission in
increasing productivity while reduca statement.
ing carbon emissions.
A similar initiative in North“I am glad to see action that
American will be launched in 2015 to
will increase agricultural productivhelp farmers adapt and improve resility, build resilience for farmers and
ience to climate change.
reduce carbon emissions,” said UN
Major corporations are committing to the cause as well.
Secretary-General Ban Ki-moon as he opened the meeting.
Walmart, McDonald’s and the Kellogg Company have com“These efforts will improve food and nutrition security for
mitted to increase the amount of food in their supply chains
billions of people.”
that are produced with climate-smart approaches – an imporNine billion people are expected to be living on the planet
tant step to curb carbon emissions.
in 25 years and food production will need to spike in order
Walmart, the world’s largest grocery store, sells 70 milto feed them.
lion tonnes of food annually. McDonald’s buys two per cent
Today, at the biggest climate conference in history, more
of the world’s beef, a major source of agricultural
than 20 Governments, and 30 organizations and
greenhouse gas production.
companies announced they would join the newly
The International Fund for Agricultural Devellaunched Global Alliance for Climate-Smart Agri===
===
opment (IFAD) and the World Bank also announced
culture, which aims to enable 500 million farmers
I am glad to
today that 100 per cent of their agricultural investworldwide to practice climate-smart agriculture.
see action that
ment portfolios – about $11 billion – would be cliThe countries joining represent millions of
will increase
mate-smart by 2018.
farmers, a quarter of the world cereal production,
agricultural
And the World Food Programme (WFP) ex43 million undernourished people and 16 per cent
productivity,
panded its R4 Rural Resilience Initiative to emof total agricultural greenhouse gas emissions.
build resilience
power food insecure rural households in Malawi
Civil society organizations also committed to
for farmers and
and Zambia.
take action on the ground that “protect the poorest
reduce carbon
These pledges come on the heels of the Secreand most vulnerable farmers from climate change,”
emissions
tary-General’s plea to keep global temperature inaccording to a joint statement released today.
creases to less than two degrees Celsius by reducing
While farmers, fishers, and foresters have al===
===
emissions, moving money, pricing pollution, and
ready adapted to climate change through indigstrengthening resilience.
enous and scientific knowledge, they need investAgriculture is just one of eight action areas identified as
ment and policy changes to better manage risk, forecast
critical during the Abu Dhabi Ascent, a two-day meeting held
weather and better use natural resources.
in the United Arab Emirates in May 2014. Others include
The Global Alliance strives to achieve increases in agrisustainable urban public transport and investment in renewcultural productivity and farmers’ incomes while simultaneable energy. n
ously reduce greenhouse gas emissions. Ensuring people have

W

“

”

CorporateGovernanCeasia 88 september/oCtober 2014

Governments, corporations
pledge at UN summit to
eliminate deforestation
by 2030

D

ozens of Governments, businesses,
civil society and indigenous peoples
participating in the United Nations Climate Summit in New York today pledged
to halve deforestation by 2020 and to end
within the following decade.
“Forests are not only a critical part of
the climate solution – they hold multiple
benefits for all members of society,” Secretary-General Ban Ki-moon said in an
announcement about the initiative.
The New York Declaration on Forests, a non-legally binding political agreement, calls
for the restoration of more than 350 million hectares
of forests and croplands, an area greater than the
size of India.
Deforestation is a significant contributor to climate
change. Trees, which store carbon, release it when they
are burned during slash-and-burn land clearing of forests, for example.
If it works as expected, the initiative would avoid
between 4.5 and 8.8 billion tons of carbon dioxide each
year by 2030. That is equivalent to removing the carbon
emissions produced by the one billion cars that are currently on the world’s roads. “The New York Declaration
aims to reduce more climate pollution each year than
the United States emits annually,” Mr. Ban noted.

In support of the Declaration, 20 global food companies, most
recently Dunkin Donuts and Krispy Kreme, announced their pledges to deforestation-free sourcing policies of palm oil.
The world’s largest palm oil companies – Wilmar, Golden AgriResources and Cargill – also committed to work together to implement and join the Indonesian Business Council in asking incoming
Indonesian President Joko Widodo to support their efforts through
legislation and policies.
Taken together, the share of palm oil
under zero deforestation commitments
has grown from 0 to about 60 per cent in
the last year, with the potential to reduce
up to 450 million tons of carbon dioxide
emissions annually by 2020. That is the
equivalent of 2 billion tonnes in the period through 2020.
Among other announcements, 26
governors from Peru and Liberia presented new forest policies and pledged to
cut deforestation by 80 per cent.
Meanwhile, the Democratic Republic of the Congo
(DRC), Ethiopia, Guatemala, Uganda and several other
===
===
countries are set to make national pledges to restore more
than 30 million hectares of degraded lands.
Forests are
Also today, the Consumer Goods Forum, a coalition
not only a
of
400
companies, called on Governments to pass a lecritical part
gally
binding
climate deal in Paris in 2015 that includes
of the climate
REDD+,
including
large-scale payments to countries that
solution – they
reduce
deforestation.
hold multiple
More than 120 Heads of States and Government,
benefits for all
business,
finance and civil society representatives are today
members of
expected
to announce commitments that will reduce emissociety
sions, enhance resistance to climate change and mobilize
===
===
financing for climate action. They are taking part in Mr.
Ban’s one-day Climate Summit at UN Headquarters. n
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Investors commit to
decarbonize $100 billion
in investments

A

group of institutional investors — including two of Europe’s
largest asset managers and pension funds – announced
Tuesday they have joined forces with the United Nations Environment Programme and its Finance Initiative to reduce the

carbon footprint of US$100 billion of institutional investments
worldwide.
The Fourth Swedish National Pension Fund (AP4), Europe’s
largest asset manager Amundi, the Carbon Disclosure Project,
and the Portfolio Decarbonization Coalition are participating
in the coalition, which was announced by AP4 CEO Mats Andersson during UN Secretary-General Ban Ki-moon’s Climate
Summit.
“Climate change is more and more recognized as a financial
risk and it is our duty, as trustees, to take concrete steps to reduce
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this risk,” Andersson said.
“US$ 100 billion is a significant
amount but it is absolutely feasible.
And we hope that, by reaching this
target, investors can show that a different course of action is possible,
where institutional investors’ goals are
aligned with, and support the common good.”
The announcement is expected
to signal carbon-intensive companies
around the world that greenhouse gas emissions are not only a
threat to economic stability but to their portfolios.
The Portfolio Decarbonization Coalition will convene a
group of investors committed to measuring and disclosing the
carbon footprint of at least $500 billion of investments.
Investors will then commit to the coalition to reduce their
carbon footprint with an intermediate target of $100 billion
by December 2015.
“Institutional investors often have long-term investment

horizons and are diversified across the
economy,” said Achim Steiner, Executive Director of UNEP.
“They have an interest in the
long-term stability of the whole system rather than the short-term performance of individual market actors.
That is why avoiding disruptive climate change, a truly systemic threat,
is of such intrinsic interest to them.”
“Finance can work for the good,”
said Yves Perrier, CEO of Amundi. “And this association of climate leaders is an excellent illustration of our will to consistently
support our clients’ interest, and take full responsibility in our
role in society as a global financial entity.”
The PDC is also supported by the China International
Capital Corporation whose chairman, Jin Liqun, said “CICC
is committed to promote the decarbonization of investment
portfolios and the use of low carbon indexes, particularly in
Asia and in China.” n

e n e rG y

Mayors at UN climate
summit announce pledges
towards major carbon
cuts in cities

O

n 23 September 2014 a compact of Mayors from cities
around the world announced that they will expand their
commitments to scale up climate resilience efforts, energy efficiency programs and resilient financing mechanisms including
through an initiative that aims to reduce their greenhouse gas
emissions by 454 megatons by 2020.
According to a statement, these and other initiatives announced at Secretary-General Ban Ki-moon’s Climate Summit,
aim to address the effects of development on the environment both in urban and rural areas.
This particular plan – known as
the Compact of Mayors – brings together well over two thousands cities,
including over 200 with specific targets
and strategies for greenhouse gas reductions. Sixty per cent of the world’s
population will live in cities by 2030
and that figure increases to 70 per cent
by 2050.

“From Rio to Seoul, mayors are already making great progress in fighting climate change and preparing their cities for its
devastating impacts,” said Rio de Janeiro Mayor Eduardo Paes.
“These announcements show the world that we are committed
to transparent, easily accessible, emissions reporting.”
Other announcements including the City Climate Finance
Leadership Alliance and a City Creditworthiness Partnership
will also help the world’s cities to reduce annual greenhouse gas
emissions by 8 gigatons annually in 2050 – the equivalent of 50
per cent of global coal use.
National Governments can be more ambitious in their emissions reduction commitments, according to research recently
unveiled by the UN Secretary General’s Special Envoy for Cities
and Climate Change and former New York City Mayor Michael
Bloomberg.
“Now is the time for nations to partner with cities as they
create more ambitious climate targets
over the next year, both to help the
world avoid the worst impacts of climate change and to benefit millions of
people,” said Mr. Bloomberg.
Today cities, banks, national governments and civil society organizations gathered at the Climate Summit
to accelerate commitments to slash
greenhouse gas emissions. National
Governments, including China, Germany and the United States, also an-
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nounced their commitments.
The carbon Cities Climate Registry, the designated central repository of the Compact of Mayors,
will serve as a platform for city climate data.
“Today’s announcements, including the Compact of Mayors and its standardized reporting process and public data portal, came out of an unprecedented collaboration among city networks,” said
Seoul South Korea Mayor Park Won-soon.
About 20 public and private sector partners also
united today to launch the City Climate Finance
Leadership Alliance to generate trillions of dollars to
invest in low-carbon and climate-resistant infrastructure in cities in low- and middle-income countries.
“This will allow increased capital to flow to cit-
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The carbon
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the Compact
of Mayors,
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platform for city
climate data
investors
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ies, unblocking the transformational change needed to
meet the challenge of climate change and contributing
to the new urban agenda of cleaner, more resilient and
environmentally sustainable cities,” said UN-Habitat
Executive Director Dr. Joan Clos.
The World Bank and its partners are uniting to
help 300 cities strengthen their creditworthiness to
attract investors. This will help cities improve their financial management, which ultimately will boost their
access to private capital.
Making cities climate-friendly is one of eight action
areas identified as critical during the Abu Dhabi Ascent, a two-day meeting held in the United Arab Emirates in May 2014. Other topics include agriculture and
renewable energy. n

emissions

Oil, gas industry launches
‘immediate-impact’ plan
to slash global warming
emissions

O

n 23 September 2014 Multinational oil and gas companies, major producing States and over two dozen cities
today joined forces to slash methane emissions in a partnership that can have an immediate impact in reducing global
warming as part of United Nations Secretary-General Ban
Ki-moon’s strategy to tackle climate change.
“I am so glad to see concrete initiatives that will help reduce the release of short-lived climate pollutants into the atmosphere,” Mr. Ban said of the Oil and Gas Methane Partnership
launched on the same day that he is hosting the largest-ever
summitsummit of world leaders on climate change at UN
Headquarters in New York.
“These announcements show how Governments, corporations and civil society can work together to reduce emissions.”
Short-lived climate pollutants, including methane, black carbon (soot),
and hydrofluorocarbons (HFCs), are
responsible for a substantial portion
of the increase in global temperatures
and efforts to reduce them can have
immediate impact in slowing the rise
in global temperatures expected over
the next 35 years by as much as 0.6°C
while benefiting people’s health and

the production of food.
Significant action is needed especially by the oil and gas
sector which is responsible for more than 20 per cent of the
world’s methane emissions, second only to the agriculture
sector.
Industry partners include ENI of Italy; Petróleos Mexicanos or Pemex; the U.S. gas company Southwestern Energy;
Norway’s Statoil Group; BG Group, the former British Gas,
and Thailand’s oil and gas company, PTT.
Governments which have signed on include those from
major oil and gas producing countries, such as Mexico, Nigeria, Norway, Russia and the United States.
One of the planks in the strategy seeks to reduce pollutants from municipal solid waste and over 25 cities committed
to carry out quantifiable plans of action to cut them by 2020.
The network is anticipated to expand to 50 cities by next year
with the goal of 150 cities by 2020, and eventually to include
1,000 cities.
Solid waste landfills are the third-largest human-caused
source of methane, making up about 11 per cent of estimated
global methane emissions.
The transportation sector contributes roughly 22 per cent of global
greenhouse gas emissions and about
19 per cent of emissions of black carbon (soot), a powerful pollutant with
significant adverse health impacts,
and the Plan seeks to slash emissions
here with green freight programmes
in key countries and regions, particularly in developing economies where
freight growth is projected to expand
rapidly. n
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China’s Shift Towards Innovation-Led
Economy Depends on Adoption
of World-Class CEO Leadership Model

Unlocking value in relationships is
key to success in business

Successful CEOs share common innovative traits

I

n recent years, the Chinese Government
has stressed the importance of embracing
innovation to enhance the country’s economic
development. Many companies in China have
transformed themselves from low-value manufacturing organizations to innovation-driven
businesses in order to achieve a competitive
edge, while some have even emerged as global
innovation leaders.
Heidrick & Struggles (NASDAQ: HSII), a
premier provider of Executive Search, Leadership Consulting and Culture Shaping services worldwide, is a strategic partner of the
World Economic Forum. As such, Heidrick
continues to lead the conversation on “leadership innovation” with China’s most successful
companies at the World Economic Forum’s
Annual Meeting of the New Champions in
Tianjin.
Six Heidrick & Struggles consultants from
the Consumer Markets, Industrial, Technology, Financial Services and Leadership Consulting practices will participate in the annual
World Economic Forum gathering of top business leaders from September 10 to 12. They
will join 1,600 participants from 90 countries
in considering the power and value of innovation in today’s dynamic business environment.
“Many companies in China have sharpened their focus on innovation. Today, companies in China are moving away from lowvalue manufacturing, reverse engineering
and ‘me-too’ approaches. With support from
all levels of government and lessons learned
from developed markets and multinational
peers, Chinese companies have leapfrogged
to become innovative powerhouses. They
have redefined sectors and industries such as
mobile technology, e-commerce, social media
and entertainment,” said Karen Fifer, Global
Managing Partner of the Consumer Markets
Practice and leader of the Heidrick & Struggles delegation.
“In general, there is a strong talent pool
of local executives in China. However, there

leaders. The model suggests a number of
is still a deficit at top management levels. Findqualities that define innovative CEOs and
ing senior executives with the right set of skills,
C-suite executives:
strong leadership competencies, an interna• Entrepreneurial mindset: The most intional mindset and extensive local know-how
novative executives take calculated risks, think
remains a challenge for many multinationals
long term, are committed to their strategies
as well as local enterprises. Many of the bestand are willing to fund them.
in-class leaders that fulfill these stringent re• Clear vision: They identify and define
quirements often tend to opt for entrepreneurtheir vision and objectives, and outline what
ial pursuits, which has made competition for
they want to achieve and how to achieve it.
top talent in China extremely fierce.”
• Empowering and energizing: Innovative
In 2012, China surpassed the European
CEOs and executives create an empowered
Union in terms of the percentage of GDP
organizational culture that rewards creative
spent on R&D, spending 1.98% or almost
thinking. They instill a company culture that
US$165 billion. In 2014, China will account
allows and encourages employees to take risks
for 17.5% of the total R&D spending around
and think out of the box.
the world. At the current rate of growth, Chi• Effective leadership: These CEOs idenna could be spending more than the United
tify gaps in the innovative talent within their
States on R&D by the end of the decade.[1]
organizations, and take the right steps to deThe focus of all this investment ranges from
velop and nurture capable R&D and innovacustomer experience, to products and services,
tion departments.
to systems and processes, but is always powered
“CEOs in China should be committed to
by people and the leadership of companies.
the development of innovation, and lead an
“Successful CEOs share common innovaeffective top-tier team that devises and impletive traits. They are visionaries who are able
ments the company’s innovation strategy. At
to see the hidden business opportunities in the
the execution level, executives that drive innofuture. They are courageous, willing to take
vation and R&D need to stay curcalculated risks and eager to bring
rent on the latest technologies, and
a fresh focus to leadership in China.
===
===
continue to be leaders and influThey put a greater emphasis on beencers in their fields,” said George
ing effective communicators and
CEOs in China
Huang, Partner-in-Charge of
motivators. Today, executives need
should be
Heidrick & Struggles’ Beijing office.
to be able to articulate their vision
committed to
“Organizations need a clearly
clearly, have a robust talent strategy, the development
articulated
vision that encourages
understand how they can galvanize
of innovation,
employees
to
adopt, improve and
great internal firm momentum
and lead an
contribute
to
a
culture of innovaand be aligned towards a common
effective toption.
Setting
the
organizational
goal,” said Linda Zhang, Partnertier team that
tone,
the
management
team should
in-Charge, Heidrick & Struggles’
devises and
be
committed
to
developing
and
Shanghai office.
implements
recruiting
innovative
talent,”
conHeidrick & Struggles has
the company’s
tinued Huang. “Chinese compadeveloped an ‘innovative CEO
innovation
nies need to be courageous and
leadership model,’ based on
strategy
strategic in recruiting top R&D
years of research, observation
===
===
talent from overseas. They need to
and conversations with the most
embrace diversity.” n
successful Chinese corporate
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‘How the company makes its money impacts financially, socially and environmentally’

H

ow often have we heard that ‘relationships are our greatest asset’ without seeing behaviours that back it up? How people
practically think about the value of relationships in business is critical to business success,
according to a new report by Tomorrow’s
Company, the London-based global business
think tank.
The ‘Tomorrow’s Relationships: Unlocking value report’ – in collaboration with
CIMA, the CIPD, KPMG, and Linklaters
– challenges business and business leaders
to put relationships at the heart of business
success.
The report addresses how to close the
gap between what is said and what is done
to build relationships that are resilient and
robust to ensure lasting success for the business over the short, medium, and long term.
It also goes beyond providing the case for
boards and leadership teams by providing
practical frameworks, tools, and guidance on
how to achieve the full value of relationships
in business and what to do next.
The formal launch of the report took
take place at Linklaters on Wednesday 25
June 2014. It was led by Sir Mark MoodyStuart, Chairman, Hermes Equity Ownership Services and Professor Mervyn E. King
SC, Chairman, the International Integrated
Reporting Council (IIRC).
Also present were Charles Tilley, Chief
Executive, CIMA, Susannah Clements,
Deputy Chief Executive, the CIPD, Vincent
Neate, Head of Climate Change and Sustainability, KPMG, Matthew Bland, Corporate Partner, Linklaters, and Tony Manwaring, Chief Executive, Tomorrow’s Company.
Sir Mark Moody-Stuart remarked: ‘One
of the most progressive developments in the
last twenty or so years has been the development of coalitions of business and civil society to address specific environmental or social
problems. To identify the key issues and develop the trust to build such coalitions means
building relationships right across society, not
just with the obvious partners.’

Vincent Neate, Head of Climate
Tony Manwaring, Chief Executive, ToChange and Sustainability, KPMG commorrow’s Company stated: ‘Business success
mented: ‘The relationship is the last driver
now demands a ‘relational approach’ – stakeof sustainable business value the business guholder management and engagement have
rus have not really shone their light on. We
got us so far but are no longer fit for purpose.
have exhausted the possibilities of improving
‘A relationship with another person canme or improving you. We have to get to grips
not be a means to an end and a stakeholder
with improving us.’
cannot simply be an object. We need to go beMatthew Bland, Corporate Partner, Linyond treating people as things and numbers
klaters remarked: ‘This report highlights the
because the critical challenge we now face is
value of relationships in successhow we create value together.
ful and sustainable business. In an
The guide highlights four key
M&A context, it has been often
aspects to creating effective rela===
===
suggested that a large proportion
tionships:
We have
of transactions is value destructive.
• Identifying key relationships
exhausted the
Whether or not this is correct, it
• Tuning in to relationships
possibilities of
is clear that such transactions can
• Measuring the effectiveness of
improving me
put a wide variety of relationships
relationships
or improving
under strain and almost always re• Reporting on the effectiveness
you. We have to
quire new effective relationships to
of relationships
get to grips with
be formed quickly.
The report is based on diaimproving us.’
‘This report, by providing uselogues, research, and case studies
ful tools to identify, measure and enin collaboration with our mem===
===
hance relationships, will undoubtbers, partners and clients to inform
edly help practitioners involved in
a different understanding of the
M&A processes address these issues.’
value of people in business – for their success
Professor Mervyn E. King SC, Chairand that of their businesses and the commuman, the IIRC stated: ‘In the changed world
nities of which they are part.
of the 21st century, a company has to know
Charles Tilley, Chief Executive, CIMA
the legitimate and reasonable needs, interests
stated: ‘Business value goes beyond the numand expectations of its stakeholders in order
bers. A focus on relationships, in the context
to inform its strategy, short, medium and long
of the business model and how it creates
term.
sustainable value, helps support better inte‘With that acknowledged, management
grated thinking and decision-making – leadcan develop strategy and the board can intering to better governance, better performance
rogate that strategy on a more informed bamanagement and better reporting: in short,
sis. Further, the resources used by a company
better business.’
and the relationships with its stakeholders
Susannah Clements, Deputy Chief Exare interconnected and interdependent, both
ecutive, the CIPD remarked: ‘It’s great to be
functionally and operationally.
a part of this research. Relationships lie at the
‘How the company makes its money imheart of business, but how much attention do
pacts financially, socially and environmentally
we pay to the way that our organisations unbecause business is at the junction of all three.
derstand, develop, manage and assess them?
Central to all this is the company’s relationThis work argues that we can and should look
ship with its stakeholders as its stakeholders
at business relationships systematically. Doing
make up society which is the ultimate licensor
so helps organisations create value sustainof the company.’ n
ably and is vital for good governance.’
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Importance of capital
markets professionalism and
the role of regulators

. This element of self regulation has been entirely delegated to the regulatory process which is a shame

By
James Shipton
Executive Director
of Intermediaries –
SFC HK

T

hrough organisations like the
ACMI, different parts of the capital markets ecosystem – ranging
from investors and the buy-side, sponsors,
experts, the sell-side, service providers and
listed companies – including many of you
who are sitting here in this room today are
able to work collectively and collaboratively
towards ensuring and improving professionalism and market integrity in Hong Kong
and beyond.
From a regulatory perspective, the focus on professionalism and capital markets
integrity is fundamental to the Securities
and Futures Commission’s (SFC) overarching mandate as we recognise that the levels
of professionalism, conduct and culture of
individual stakeholders directly impact the
integrity of the market. I have personally
come to the view that unless each and every
component of the market is acting with integrity you cannot achieve the goal of market integrity.
Accordingly, what regulators around the
world are now realising is that the root cause
of the financial crisis, and the resulting trust
deficit the financial industry has with the
public at large, cannot be solved by applying
prudential and market-structure regulations
alone. Instead we must examine the under-

lying ‘root’ causes of conduct and how deciferent way – an industry acting professionsions are made by market participants. An
ally – that is conscientiously and skillfully.
extremely relevant question to ask in this
Our old colleague Martin Wheatley,
regard is whether the right levels of profesnow leading the Financial Conduct Authorsionalism are being applied by the industry?
ity in the UK, has also spoken on ethics and
So, it is of no surprise that there has
culture at firms at great length and weighty
been growing attention paid by global reguorganisations like the Financial Stability
lators on issues of professionalism, culture
Board have issued worthy tomes on the suband ethics. William Dudley1, Head of the
ject. Importantly, what is clear is that regulators around the world are now emphasising
Federal Reserve Bank of New York, made
that culture is an important subject for reguthe sobering conclusion last year that there is
lators to focus on when regulating
still evidence of “deep-seated culthe markets.
tural and ethical failures at many
===
===
large financial institutions” and
Importantly,
A supervisory focus on
that solving “too big to fail” isn’t
what is clear is
ethics, culture and behaviors
enough without cultural change
that regulators
at intermediaries
by market participants. Likewise,
around the
It is fair to observe that the words
Christine Lagarde2, Managing
world are now
‘ethics’, ‘integrity’, and ‘profesDirector of the International
emphasising
sionalism’ have been missing from
Monetary Fund, remarked a few
that culture is
our industry’s daily discourse for
weeks ago in a speech that siman important
too long. I see that an important
ply adding regulations is not the
subject for
part of my role as a regulator is
answer. Madam Lagarde noted
regulators to
to bring them back into conversathat restoring trust in the finanfocus on when
tion and back into vogue here in
cial sector will require a shift
regulating the
Hong Kong.
towards greater integrity and acmarkets
In my view, consideration of
countability, paired with a stronhuman factors – that is how did
ger ethical dimension to firms’
===
===
individual and collective decisions
actions. Mark Carney3,Governor
and behavioural considerations
of the Bank of England, has also
cause the financial crisis and indeed cause
echoed these sentiments by recently calling
the front page conduct issues since then
for a systematic change amongst firms to see
– has been lacking from the regulatory retheir business as a vocation, “an activity with
sponse post financial crisis.
high ethical standards, which in turn conI want to emphasise an important point
veys certain responsibilities.” Or put in a difI have just alluded to. When we speak of
conduct, behaviour and processes at firms
William Dudley, “Ending Too Big To Fail” (Nov 2013).
we have to take a step back and remember
Christine Lagarde, “Economic Inclusion and Financial
Integrity – an address to the conference on inclusive capitalthat all these things originate from decisions
ism.” (27 May 2014).
of individuals within market participants
Mark Carney, “Inclusive capitalism: creating a sense of the
systemic.” (27 May 2014).
and from decision-making processes by
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those market participants. Accordingly how
decisions are made, what are the incentives
and disincentives behind them, what processes apply and whether people actually
realise a decision has been made is an important focus point for us as regulators but
they should also be a key focus point for the
industry itself.
An important component for ensuring that the right decisions are made and
the right levels of professionalism exist is
the culture of an organisation. Personally
I believe that corporate culture is made up
of at least three component cultures – including, importantly, (i) an ethical culture,
(ii) a leadership culture, and (iii) a culture of
professionalism.
From a regulatory perspective, an important reminder of our overarching ethical obligations to the market and to clients
is found under the General Principles of the
Code of Conduct for Persons Licensed by or
Registered with the SFC. General Principles
1 and 2 of the Code of Conduct requires
licensees, both individual and corporate, to
‘act honestly, fairly and in the best interests
of its clients and the integrity of the market’.
Meanwhile, the fundamental requirement of each and every licensee, whether
an individual or a corporation, is to be fit
and proper and section 129 of the Securities and Futures Ordinance (SFO) has some
very important guidance to us on what that
means, including the requirements of:
• Competence
• Honesty
• Fairness
• Reputation
• Character and
• Reliability
These elements are fundamental to the
notion that professionalism, ethics and values is imbedded in the regulatory regime
that governs our industry.
At the SFC, this all means that we will
be broadening our regulatory approach to
our licensed entities focus not just on the
traditional control systems & procedures
framework at firms, but also on the “control
culture” – that is, the culture and leadership
dimensions of businesses. In essence, more
regulatory attention will be paid to the human dimension, the human element, particularly to the drivers of decision making and
conduct within licensed entities.
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corporate culture – leadership – comes into
Incentives / Disincentives
play. Unless people in authority (note I did
One key driver of behaviour and professionnot say only ‘the CEO’ or ‘the board’) lead –
alism is incentives and a lot of attention has
that is inspire, motivate and cause to follow
been paid by regulators and the industry in
– on ethics, professionalism and values then
this regard. Nevertheless, in my observation,
they cannot be imbedded into a firm or into
there is not enough focus by firms on inour markets”.
centivizing the correct behavior and profesOrganisational culture and leadership is
sionalism and an over reliance on disincenimportant since professionalism, ethics and
tivising bad behaviour. I think the principal
values can only be individually generated
way to make people proactively think about
up to a certain point. These values cannot
issues is the incentives in so doing. What is
be ‘effective’ unless there is an environment
needed as I have said before then is a comthat nurtures and promotes these principles
bining of the proverbial stick to the carrot,
– that is an organisational or corporate culas punishment and deterrence have their
ture. That environment is established by
limitations. This is where the industry needs
people in authority. Firms must not only set
to lead the way by enhancing its incentive
the ‘tone at the top’ but should pay equal
structures so that professionalism is actively
attention to how the ‘tone in the middle’ is
rewarded and encouraged.
working in practice. This is because the vast
In addition to the right incentives is the
bulk of the would-be “leaders” and people
right work place and corporate environwith daily authority over teams in financial
ment, not just to encourage professionalism,
firms operate in this layer.
but to promote and nurture the right deciIn my experience it is the senior vice
sions, behavior and outcomes. I have come
presidents and junior managing directors
to the view that corporate culture, corpowho are responsible for deal teams that are
rate leadership, corporate professionalism
the crucial conduits in this regard.
and corporate ethics can, along
So it is important that these peowith the right incentives, be a key
===
===
ple in authority have the right ethdriver of good behavior, decisionFirms must
ics, professionalism, values, judgmaking and conduct in firms and
not only set the
ment and supporting culture.
the efficient functioning of our
‘tone at the top’
This highlights that every percapital markets.
but should pay
son in authority in a firm has very
There is actually a cost-benequal attention
real responsibilities. Accordingly,
efit here. One simply has to look
to how the ‘tone
an important role of the more
at the billions of dollars in fines
in the middle’
senior leaders is to appropriately
levied in recent times by global
is working in
empower, incentivise, supervise,
regulators to be convinced that
practice
lead, and reward this ‘operational
conduct costs are a real threat to
management’ strata.
financial firms. Regulatory sanc===
===
To this end, we will be increastions are expensive in terms of
ing our direct communication
dollars and reputation, and it is
with the senior most leadership and business
in everyone’s interests that issues that would
heads of market participants who, under
lead to sanctions are avoided at the very
General Principle 9 of the Code of Conroot. This means that the entire manageduct, are ultimately responsible for management structure has to take real responsibility
ment and control of a firm. This also means
for regulatory matters and avoid overly delthat we will not relying on the exclusive meegating responsibility to compliance, other
dium of compliance and legal functions, or
control functions, or external advisors.
third party advisors, for dialogue with firms
on matters of interest. We will also ask busiLeadership structure /
ness and operational leaders of firms to
Decision-making
engage with us directly and proactively and
That all said culture, values, ethics, profesnot wholly delegate communications to their
sionalism and integrity will not go very far
legal or compliance colleagues.
unless there is a ‘delivery and distribution
We will also be paying attention to effecmechanism’ within market participants.
tive decision-making structures of licensed
This is where the second component of
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V
entities and taking a look at whether market
participants are properly identifying and delineating their management and leadership
structure. This is in light of many market
participants in Hong Kong having what is
called ‘matrix management and operational’ structures where decision-making, control, compliance & business processes and
critical support functions are often governed
in whole or in part by headquarters that sit
outside of Hong Kong and are determined
at the group-level, and where internal processes and cultures are often imported to the
Hong Kong office. In the world of corporate finance, this is often the commitments
of committee who, in my experience, is
constituted with a significant number of offshore persons.
Accordingly, we will be focused on ensuring that the governance structures are
appropriate for decisions and deals affecting
the Hong Kong market and that the right
people are the responsible officers of our licensed firms in Hong Kong.
Business ethics, values and
principles
Turning to the third aspect I mentioned
earlier – good corporate culture can, and
should, differ between firms. There is no
‘one size fits all’ corporate culture. Nevertheless, we all know a good work place when
we experience it – and the opposite holds
true as well.
That said I hope some of my own observations may be useful on this topic. Firstly,
I subscribe to the view that the financial
industry, both collectively and individually,
has over the years surrendered an ethical
standard for a legal one. Worryingly a legal
standard is inherently subject to biased interpretations and/or ‘opinion shopping’.
What’s more, an ethical standard is to be
preferred both because it will go a long way
to bridge the trust deficit facing the industry as well as provide a ‘behavioral buffer’
that will protect firms from both legal and
reputational risk. If nothing else, applying
an ethical standard is the right thing to do.
Accordingly, we will be taking a look
at intermediaries’ business models to see if
there is an alignment of their control priorities and their control culture with their
business strategy and decision-making processes. What’s more, we will be looking at li-
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censed firms to see whether these principles
are, in fact, imbedded in their businesses
and operations.

of each other and of their clients and counterparties. Each firm appears to be reluctant
to express, let alone require, the best standards of the people and the entities it does
Cross-departmental Initiatives
business with.
Apart from the work of our Intermediaries
One practice that the industry should
Division on culture and conduct, the SFC’s
consider using more of, but which has gone
other divisions are also actively engaged in
out of fashion, is ‘cold shouldering’ by the
ensuring that higher standards to protect the
industry itself. Indeed, Mark Carney5 has
investing public are being pursued. As many
forcefully come out to say that “professional
of you already know, starting this year, the
ostracism” should be practiced when bad
SFC has taken on a broader, more proacbehavior arises. This element of self regulative oversight of listed companies as a cortion has been entirely delegated to the reguporate regulator. As a first step, we have set
latory process which is a shame.
up a Corporate Regulation team under our
Accordingly, it would be worthwhile for
Corporate Finance Division to review comorganisations like the ACMI to look into
pany announcements, circulars and reports,
ways and means that the industry can create
and to conduct periodic in-depth reviews
a virtuous cycle of heightened expectations
of companies on a risk-based approach. By
and 6 professionalism rather than the curactively detecting misconduct and
rent stand-off that is leading to a
following up on suspicious activity,
decline in the standards of integ===
===
we hope to identify red flags and
rity and ethics in the market.
There is no
enhance the SFC’s role in mainThe ACMI has the distinct
‘one size fits
taining quality markets and high
advantage as a newly formed orall’ corporate
corporate governance standards
ganisation dedicated to improvculture.
as well as protecting investors.
ing industry standards to build its
Nevertheless,
Regulatory oversight of listed
reputation around making ethics
we all know
companies has also come in the
and integrity a top priority by
a good work
form of our new IPO sponsors
raising the educational awareness
place when we
regime4, which came into effect
across the entire spectrum of capiexperience it –
tal market participants on what it
in October of last year, and which
aims to enhance the IPO gate- and the opposite means to serve in the best interest
holds true as
of the client and of the public and
keeping process and the quality
well
what it means to act with profesof listings.
sionalism in our industry.
===
===
Ladies and gentlemen, I will
Creating a virtuous cycle
end with a challenge to you all:
and self-regulation
only by the industry taking up its responsiReturning to the challenges of professionalbility to uphold and sustain a virtuous cycle
ism, culture and leadership, I have already
of professional behavior by expecting more
highlighted the enhanced role of regulaof each other, will we begin to restore the
tors. Nevertheless, only through industry-led
industry’s trust with the public and ensure
initiatives can there be real on-the-ground
the integrity of our markets.
and in-the-markets change. Ultimately, I
So, by closing, I hope I have helped to
am speaking of a market eco-system where
set the stage for the next set of speakers
there is a self-reinforcing culture of adherin this morning’s session, particularly to
ence to high ethical standards by market
facilitate this call for heightened expectaparticipants. What I have also observed in
tions of professionalism and ethical conmy 12 months – which is exactly today – at
duct that undoubtedly the ACMI will help
the SFC so far is that market participants do
to play an important role in achieving in
not externally expect high enough standards
the years to come.
Thank you. n
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See “Consultation conclusions on the regulation of IPO
sponsors” (12 Dec 2012).
Mark Carney, “Inclusive Capitalism: creating a sense of the
systemic.” (27 May 2014).
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New Life. New Power.
New Direction. New Hope.
Metro Pacific Investments Corporation continues to grow and improve
its portfolio of companies by bringing its management expertise,
innovation and best corporate governance practices to the delivery of
public infrastructure.
Hand in hand with the government, we endeavour to transform, revive
and fuel economic growth to uplift the quality of life of every Filipino.

We Invest. We Manage. We Transform.

www.mpic.com.ph

