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W

hy corporate governance matters? And why Asia needs corporate governance? Since we’ve embarked on our
mission to promote and improve in our own humble way the standards of corporate governance in the region, we’ve
witnessed a series of financial and economic crises that highlighted, and in many cases, faulted the corporate governance
practices whether they are in this part of the world, the US and Europe.
Once again, transparency and accountability have become the buzzwords across jurisdictions worldwide following the
global financial turmoil in 2008 and 2009 as regulators cracked down on companies that are taking advantage and causing
massive losses to investors. The regulators are also cracking the whip on improper trading practices as demonstrated by the
conviction of Galleon Group chief Raj Rajaratnam on charges of making illegal profits from inside information.
Indeed, the promotion of good corporate governance is once again thrust into the limelight with the policy makers
worldwide to protect the investing community. For instance, the Corporate Governance Council in Singapore has earlier
released a consultation paper on proposed revisions to the Code of Corporate Governance, which applies to Singapore-listed
companies on a ‘comply or explain’ basis.
Singapore is already well-regarded for its corporate governance standards, but it doesn’t stop the government in
promoting good corporate governance among the city state’s listed companies.
This effort, the council points out, is critical to maintaining investor confidence and to enhance Singapore’s reputation
as a leading and trusted international financial centre. The key proposals are made in the areas of director independence,
board composition, director training, multiple directorship, alternate directors, remuneration practices and disclosures, risk
management, as well as shareholder rights and role.
In the Philippines, the Securities and Exchange Commission, the Philippine Stock Exchange and the government itself are
pushing reforms in both publicly-listed companies and government-owned and controlled corporations to instill best practices
in the way they run their businesses. The PSE, though, has postponed the launching of its signature reform, the Maharlika
Board, which should be, when it happens, a game-changing initiative for the Philippines in its quest for higher corporate
governance standards.
In Malaysia, the Securities Commission is committed to fostering strong corporate governance among market participants
as manifested by the launching of the Corporate Governance Blueprint 2011 in July this year. The blueprint, among others,
underlines the crucial role of enforcement in ensuring that corporate governance transgressors are held accountable for their
actions as they harm the integrity of the market and investor confidence.
There is also increased focus on the role intermediaries play to ensure a vibrant and well-functioning capital market.
The commission seeks to ensure that intermediaries adhere to ethical conduct and high standards of integrity.
Indeed, there are concerted efforts to lift the corporate governance practices in Asia and we should continuously
advocate this noble cause if the region wishes to remain a major investment destination.
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Corporate governance A work in progress

W

hen President Benigno Aquino III was swore

the regional context. Nearly all of them now require listed

into the office last year, he pledged to the Filipino people

companies to have independent directors and audit com-

transparency and accountability from his administration.

mittees. At the same time, securities laws and the listing

One of his campaign promises was to get rid of corrup-

requirements of the stock exchanges have been strength-

tion that has become deeply ingrained into the society,

ened, while the regulatory authorities are given enhanced

perpetuated by the prevailing system in the government

powers to implement rules and regulations.

and by those in power themselves.

At the recent 12th annual meeting of the Asian

Thus, the president is promising a new standard of

Roundtable on Corporate Governance held in early Oc-

governance under his term, which is a welcome relief as

tober in Bali, Indonesia, Asian policy makers and experts

the previous administration was riddled with allegations

expressed commitment to new priorities for reform, such

of corruption in various shapes and forms.

as improving the quality of disclosure in a timely and

Along with the president’s desire to clean up the

transparent manner, including information about benefi-

government and bring new governance standards, the

cial ownership and control. It is also pushing to raise the

same thing is being reflected in the way corporations,

performance of the board of directors through further

both publicly-listed as well as government-owned and

training and evaluation, as well as ensuring a transparent

controlled corporations (GOCCs), should be run and man-

board nomination process.

aged in the Philippines.

The participants in the roundtable are commit-

We are seeing a series of new initiatives from various

ted to ensure that the legal and regulatory framework

sectors to improve the standards of corporate gover-

adequately protects non-controlling shareholders from

nance in the country, spearheaded by the Philippine Stock

expropriation by insiders and controlling owners, as well

Exchange, the Securities and Exchange Commission, and

as facilitate and encourage shareholder engagement.

the government itself with the creation of the Governance Commission for GOCCs.

At present, there are still weaknesses in the general
state of corporate governance across the region, such as

Hopefully, these efforts will lift the governance

insufficient regular review of existing skills, knowledge

practices across the corporate world and improve the

and experience of the members of the board of directors,

Philippine standing where it found itself at the bottom of

limited search process for directors with over-reliance

the pile based on the CG Watch 2010 report by the Asian

on existing network and known candidates, and limited

Corporate Governance Association and CLSA Asia-Pacific

due diligence done on competence and qualification of

Markets.

candidates.

Indeed, corporate governance has become an

The recent corporate failures and scandals illustrate

important issue in Asia in the aftermath of the Asian

that corporate governance remains a work in progress

financial crisis in 1997. Every jurisdiction in this region is

and companies remain under greater scrutiny to get their

committed to advance the reform agenda on corporate

act together – or suffer the ire of the regulators, investors

governance, adapting the best international practices to

and the society at large.
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P erspect ive

• By Robert AG Monks

Can stewardship
help prevent
the next
financial crisis?

Robert AG Monks: Pioneering shareholder activist and corporate governance adviser.

“Because [corporations] have become so international and
global in nature, it’s highly questionable whether governments
can actually control corporations to a sufficient degree to
prevent them from controlling governments,” said Kanjorski,
who served for 26 years in the House of Representatives until he
was ousted last year amid a swarm of Republican congressional
victories.” Paul Kanjorski of Pennsylvania in “Corporate Power
Decried by Former Lawmaker.” Huffington Post, August 23,
2011. http://www.huffingtonpost.com/2011/08/23/businessgovernment-corporate-control_n_933581.html
“From my perspective, a new, reinvigorated consciousness is the
ideal fountainhead out of which truly citizen-centered global
public policy, institutions, and institution-building can be born,
nurtured, and maintained. From the stance of a world view
that embraces a more relational/participatory consciousness
the avaricious consumerist/ materialist, Cartesian frame-ofreference, e.g. the status quo values and agenda of a growing,
global corpocracy would no longer be viable.”

M

any wise persons and elite
commissions have told us
what caused the current financial crisis. Virtually every observer
has pointed out corporate governance
failure as a significant contributor.
Specifically, shareholders failed to
hold management effectively to account. As J.M. Keynes put it on an
earlier occasion: “We have involved
ourselves in a colossal muddle, having
blundered in the control of a delicate
machine, the working of which we do
not understand.”
There has been no effective response to the financial crisis by US and
UK governments. In the US and UK
governmental efforts to regulate the financial sector are frustrated by “heavy
lobbying” – “no reform proposals
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perspective
address the powerful incentives for
myopic, short-term investment strategies that contributed to the financial
crisis….. shareholder power will be
constructive only if the forms and incentives that constitute shareholding
patterns are configured to promote
long-term ownership and thus long
term value creation by companies.”2
The mode of stewardship is essential if
owners are to be effective in preventing future financial crises.
We must confront the reality of the
power of those who wish to preserve
the status quo. The abuse of this power has reached the point for the United
States where Transparency International has persistently lowered its ratings
because of increase in the metric Control of Corruption, which is defined as
“the extent to which public power is
exercised for private gain, including
both petty and grand forms of corruption, as well as capture of the state by
elites and private interests”. So long as
government remains captured by the
Finance Industry, we cannot look to
courts or legislatures to prevent future
crises. Changes to domestic banking
regulations matter but will never suffice if the perpetrators are confident
that they are “too big to fail”.
Reform must be based on a thorough grasp of the new, globalized
reality – and anyone who wants to
understand the modern financial machine must understand what tax havens are and how they work.
Suffice it for purposes of this talk
that tax havens, usefully known as the
off shore system, is undermining the
government we elect, hollowing out
its tax base and corrupting our elected
politicians. We must struggle to find
a credible and persuasive call to action by institutional investors because
there is no other solution. Owners are
uniquely placed by law, tradition and
economic incentive to discipline managements. The day is long past when
the principal fiduciary of a trust organization discharges his responsibility

“The extent to which public
power is exercised for private
gain, including both petty and
grand forms of corruption, as
well as capture of the state by
elites and private interests”

by maintaining a satisfactory growth in
market values, with due regard to the
corporations’ public and social responsibilities.
our system is to survive, top public
fiduciary shareholders must be equally
concerned with protecting and preserving the system itself.
Independent and uncoordinated
activity of individual fiduciary organizations, as important as this is, will not
be sufficient. Strength lies in organization, in careful long-range planning
and implementation, in consistency
of action over an indefinite period of
years, in the scale of financing available only through joint effort and
in the political power available only
through united action and nation and
international organizations.
Moreover, there is the quite understandable reluctance on the part of
any one organization to get too far out
in front and to make itself too visible
a target.
The role of the UNPRI is therefore
vital. Other organizations should join
in the effort, but no other organization
appears to be as well situated as the
UNPRI. It enjoys a strategic position,
with a fine reputation and broad base
of support. Also – and this if of immeasurable merit – there are hundred of
local investment groups that can play a
vital supportive role. However, as Lord
Paul Myners has trenchantly observed
the expression of worthy sentiments
does not automatically translate into
useful results. I’d rather see proper
governance conviction. I don’t want
it to become just to become a gesture like the United Nations Principles
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for Responsible Investment.” Asked
to explain his cynicism on the UNPRI,
Myners adds: “It’s hard to identify
what the UNPRI has done so far outside of collecting a lot of names.”
It hardly need be said that before
embarking on any program, the UNPRI should study and analyze possible
courses of action and activities, weighing risks against probable effectiveness
and feasibility of each. Consideration
of cost, the assurance of financial and
other support from members, adequacy of staffing and similar problems will
all require the most thoughtful consideration.
In the final analysis, the payoff –
short of revolution – is what government does. Yet as every institutional
investor knows, few elements of society today have as little influence as the
millions of corporate stockholders. If
one doubts this, let him undertake the
role of “lobbyist” for the shareholder
point of view before government committees. That same situation obtains
in the legislative halls of most states
and major cities. One does not exaggerate to say that, in terms of political
influence with respect to the course
of legislation and government action,
the shareholder is truly the “forgotten
man”. Shareholder responsibility and
rights has been neglected by politicians for many years.
The threat to the system of “ownership capitalism” is not merely a matter of economics. It is also a threat to
individual freedom. It is this great truth
– now so submerged by the rhetoric of
many conservatives – that must be reaffirmed if this program is to be meaningful. We in America already have
moved very far toward some aspects
of state fascism, as corporate CEOs,
free of any effective accountability to
ownership, exercise massive power
over elections, legislation, regulation
and enforcement. Shareholder silence
has enabled power to accrue with an
agenda not necessarily in their interest
as owners or as citizens. It is this mes-

perspective
sage, above all others, that must be
carried home to the people.
Shareholders, acting as responsible stewards, have the capacity to
proscribe the limits of their corporation’s involvement in the political system. They can require disclosure and
prior approval of the use of corporate
resources; they can impose limits. Nobody else can do this – and, if this is
not done, shareholder involvement
will continue to be trivialized. Involved
shareholders can require that their directors be meaningfully accountable.
Shareholders are the first to appreciate
that they should not manage enterprises in which they invest. Their role
is more subtle; their role is to assure
that those they have selected run the
business according to the preferences
expressed by the owners. When I say
“selected”, what I mean in the context of directors is not that shareholders chose the persons who are to be
nominated, but that those who are
nominated meaningfully serve only so
long as such is acceptable to ownership. Shareholders can and must exercise the power to remove directors as a
way of compelling management to be
accountable to their wishes as to who
should be nominated. The inability and
unwillingness of institutional investors
effectively to monitor and require accountability of management is one of
the principal causes of the continuing
financial crisis.
The United Nations Environment
Program sponsored a report Fiduciary
Responsibility – July 2009 – that directly
confronts the obligation of trustees to
consider what have traditionally been
“external costs” (at page 11). The law
firm Freshfields expands the traditional
scope of definition of fiduciary responsibility to include a spacious concept of
operating rules. It concludes not only
that this concept is within the competence of traditional trustees, it states
clearly that it is their obligation - an
obligation that is legally enforceable by
beneficiaries.

“The inability and unwillingness
of institutional investors
effectively to monitor and
require accountability of
management is one of the
principal causes of the
continuing financial crisis”

1. Fiduciaries have a duty to consider more actively the adoption of responsible investment strategies.
2. Fiduciaries must recognize that
integrating ESG issues into investment
and ownership processes is part of responsible investment, and is necessary
to managing risk and evaluating opportunities for long-term investment.
3. Fiduciaries will increasingly come
to understand the materiality of ESG issues and the systemic risk it poses, and
the profound long-term costs of unsustainable development and its consequent impact on the long-term value
of their investment portfolios.
4. Fiduciaries will increasingly apply
pressure to their asset managers to develop robust investment strategies that
integrate ESG issues into financial analysis, and to engage with companies in
order to encourage more responsible
and sustainable business practices.
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The attainment of any of these
laudable objectives requires effective
ownership involvement and leadership.
The whole question of specifying
the precise interests of shareholders
is complicated by the diversity of the
shareholder population, ranging from
holders for a nano second pursuant
to a computer algorithm to those permanent holders in index funds. A certain arbitrariness is necessary – many
reasons, not the least of which is relative size, suggest that the typical beneficiary of a defined benefit plan with
eighteen years before retirement and a
desire not only to have the funds for
a comfortable life, but also the desire
to live in a clean, civil and conscious
society.
Designating such an individual
beneficiary class will enable courts
and enforcement agencies to put content into the new holistic accounting
vocabulary. Institutions do not participate as activist shareholders for
several reasons: they sense no legal
imperative and they calculate no economic benefit from doing so. Indeed,
when they do engage portfolio companies they risk loss from unresolved
conflict of interest inside their own
organization and from customers resenting what appears to be their intrusiveness. In the absence of enforcement of the clear legal requirements
that trustees must act as stewards
of portfolio companies, the world of
“shareholder activism” has, unfortunately, been defined by self selection
and many fiduciary organizations have
opted not to be involved. This results
in a skewing of institutional involvement those who are active - union and
public employee trusts. So, the failure
of private company pension plans,
mutual funds, foundations and universities to participate has been harmful
in two related ways: first, because it
deprives the market of the experience
and perspective of their input; and
second, because it allows the category
of “shareholder activism” to be trivial-

perspective
ized and, indeed, to be dismissed by
policy makers because activism is unrepresentative of the ownership class
as a whole.
Corporate management and its associations and agents complain shrilly
about shareholder activists, styling
them “short termers” and locusts.
Much of the public comment relates
to hostile takeovers and the change
of principal executives. Yet it is within
the power of senior management and
trustee – indeed it is their legal obligation which they conveniently neglect –
to energize and activate the trust funds
under their control and thereby reduce
the influence of those they now find
objectionable. The publicly deplored
Activists only have power because
the vast majority of shareholders are
comfortable in ignoring their possible
participation. Why do the “great and
the good” prefer to complain rather
than to act? {Rather than participate
in a system of accountability to ownership in which they would have a strong
role, they prefer to dilute its credibility
and effectiveness.} One conclusion is
that they prefer the present ownerless
situation where corporate executive
power is accountable to government
which it easily dominates.
There can be no effective corporate governance, until, unless and to
the extent that the major institutions
become involved. This will not happen until and unless there is a formal
legal policy that shareholder activism
is in the public interest and is the national policy. Governmental response
to the existing crisis does not give
confidence that we are finished with
major crises. Direct government involvement has had many unfortunate
consequences with which we have not
begun to cope, not the least of which
is the destruction of the legitimacy of
corporate governance. This important
topic of bailout inequities came up in
Congress earlier this month. Edward J.
Kane, professor of finance at Boston
College, addressed a Senate banking

“Given the degree to which
financial regulators are captured
by the companies they oversee”
4 shareholding institutions must
take the initiative to protect their
relevance as a wealth preserving
energy in a free society”

“Given the degree to which financial regulators are captured by the
companies they oversee”4 shareholding institutions must take the initiative
to protect their relevance as a wealth
preserving energy in a free society.
They cannot wait for others, nor can
they decline to act. Institutions must
take the lead, because all other courses
have failed. n
PRI In Person Annual Event Paris, September 15, 2011 Robert A.G. Monks © Robert AG

panel convened on Aug. 3 by Sherrod
Brown, the Ohio
Democrat. “Our representative democracy espouses the principle that
all men and women are equal under
the law,” Mr. Kane said. “During the
housing bubble and the economic
meltdown that the bursting bubble
brought about, the interests of domestic and foreign financial institutions
were much better represented than
the interests of society as a whole.” 3
3 Gretchen Morgenstern, New
York Times, 8/25/11 The Rescue that
Missed Wall Street.
Stewardship will involve levels of
expense, exposure to criticism, cooperation, and focus heretofore lacking in global shareholder activism. The
only energy that can inform and focus
the creating of effective stewardship
is recognition that it is the only course
that will enable real limits on corporate
conduct. Ultimately, only the owners
have power symmetrical with that of
management and, therefore, capable
of monitoring corporate impact on
society. Stewardship is not only a necessary element to prevent harm; it is
needed to protect value.
What is also at stake is the sustainability of the traditional real return on
equity investments - 6% plus or minus
per annum. Whether we live in a poor
or an adequately financed society requires an effective system of corporate
governance. The absence of effective corporate governance threatens
the scenario of adequate resources to
meet societies’ needs.
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Pioneering
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activist

and

corporate governance adviser, Robert AG
Monks, has written widely about shareholder
rights & responsibility, corporate impact on
society and global corporate issues.
He is the author of Corporate Governance (with Nell Minow), Power & Accountability (with Nell Minow),Watching the
Watchers, The New Global Investors, The
Emperor’s Nightingale, Corpocracy andCorporate Valuation (with Alexandra Lajoux).
Mr. Monks is an expert on retirement
and pension plans and was appointed director of the United States Synthetic Fuels
Corporation by President Reagan, who also
appointed him one of the founding Trustees
of the Federal Employees’ Retirement System. Mr. Monks served in the Department
of Labor as Administrator of the Office of
Pension and Welfare Benefit Programs having jurisdiction over the entire U.S. pension
system.
Mr. Monks was a founder of Institutional
Shareholder Services (ISS), now the leading corporate governance consulting firm.
He also founded Lens Governance Advisers
and co-founded The Corporate Library (now
Governance Metrics International). He is a
shareholder in and advisor to Trucost, the environmental research company.
Mr. Monks was a featured part of the
documentary film, The Corporation, and was
the subject of the biography, A Traitor to His
Class by Hilary Rosenberg.

issues

• By Colum Bancroft

When A Watchdog May Not Be Enough:

Auditors are not
fraud investigators

O

n May 22, 2011, Deloitte Touché
Tohmatsu CPA Ltd announced
its resignation as the auditor of
Longtop Financial Technologies Limited,
a software developer headquartered in
China and listed on the New York Stock
Exchange. The trigger for Deloitte’s resignation was their discovery that certain
statements and confirmations received
from one of Longtop’s banks were false.
Longtop is one of several Chinese overseas
listed companies under investigation for
fraud, and these various scandals have resulted in falling stock prices, delistings, and
lawsuits.
For years, Longtop misled its bankers,
clients, investors, and auditors. Although
many were quick to blame the auditors
for missing the warning signs, investors
need to understand that auditors are not
as experienced as fraud investigators in being able to spot and question potential red
flags. A more detailed examination of the
Longtop scandal shows some of the limitations of traditional audit practice for fraud
prevention.
Deloitte’s resignation letter released
in the public domain states that, during a
round of bank confirmations on May 17,
2011, officials from Longtop appeared
in the bank and prevented the auditors
from leaving until they surrendered the
bank confirmation documentation and
their working papers. Three days later, the
company’s chairman called the auditor and
confessed that “there were fake revenue
in the past so there were fake cash recorded on the books [sic].” He also admitted
that “senior management” was responsible for the fraud.
Fraud is not intended to be easy to
detect, and schemes committed by man-

“The recent accounting
scandals in China should serve
as a collective wake-up call
for auditors to strengthen
oversight and implement more
rigorous procedures in
certain areas”

Colum Bancroft: The result ensures a
sustainable competitive advantage for the
organization.

agement are particularly difficult to uncover. Senior executives are in a position
to devise sophisticated arrangements to
conceal their wrongdoing by forgery of
supporting documents, deliberate failure
to record certain transactions, collusion to
compromise and override existing internal
controls, or intentional misrepresentations
to auditors.
Taking Longtop as an example, and
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how the fraud was perpetrated: a look
at reported staff numbers shows that
Longtop’s sales per staff ratio between
2008 and 2010 remained stable at around
$40,000. Was this a potential red flag?
One should question a constant ratio
such as this, especially when economies
of scale, improvements in work efficiency,
and hence increased output per head
might be anticipated as a business grows.
A further review of the Longtop staff
details reveals that about three quarters
of its employees had been sourced from
third-party human resources companies in
return for monthly service fees. Longtop
claimed that an un-related company, called
Xiamen Longtop Human Resources Services Company Limited, had been involved in
hiring the majority of these individuals.
The similar names of the two companies and the unusual staff arrangement
are highly suggestive of fraudulent activity
and, in early 2011, research reports certainly speculated that an undisclosed relationship existed between the two. Without access to the company’s books and
records, one can only speculate about the
details of the fraud scheme employed by
Longtop’s management. Two possibilities
are that Xiamen Longtop overstated the
staff numbers in order to support its own
inflated revenue figures or it may have understated the staff costs in order to boost
the apparent net margin of Longtop.
The industry recognizes that revenue is
often considered susceptible to manipulation, so were the red flags described above
missed, or not given due attention, by the
auditors? It is true that extra attention
should be paid to the nature and quality
of the audit evidence obtained in this area
but what are auditors expected to do?

issues
the auditors’ knowledge of a conflict of
International Standard of Audit (ISA)
external auditors during the initial planinterest often depends on information
240 states that the “primary responsibility
ning stage of their work when they demade available to them by managefor the prevention and detection of fraud
cide upon the specific nature and scope
ment and those charged with goverrests with both those charged with govof audit tests to be followed.
nance. They are not trained to conduct
ernance of the entity and management.”
In the absence of an independent
detailed background investigations to
The auditor’s role in fraud prevention
fraud risk assessment, auditors may incorascertain whether management, or
when conducting an audit is to obtain
rectly perceive a relatively low fraud risk,
people connected with management,
“reasonable assurance that the financial
and claim justification for accepting the
may be behind particular companies;
statements taken as a whole are free
information provided by management as
nor are they required to do so. IAS 550
from material misstatement, whether
sufficient audit evidence, on the basis that
“Related Parties” requires auditors to
caused by fraud or error.”
ISA 240 also states that “unless the auditor
obtain written representations from
To obtain reasonable assurance, audihas reason to believe the contrary, the aumanagement and, where appropriate,
tors are required to maintain “professionditor may accept records and documents
those charged with governance, to
al skepticism” throughout the engageas genuine.”
confirm that all the related party relament. This is a fairly abstract, subjective
This may present management with
tionships of which they are aware have
term, and the degree to which profesan opportunity to deceive auditors. For
been disclosed to the auditor.
sional skepticism should be applied deexample, if senior executives establish venThe recent accounting scandals in
pends on various factors, including audidor companies to record purchases that
China should serve as a collective waketors’ experience in relation to the integrity
can be matched against fictitious sales,
up call for auditors to
of a company’s leadership
strengthen oversight and
and their knowledge and
Results of Kroll’s 2011/2012 Global Fraud Report conducted in collaboimplement more rigorexperience of the industry.
ration with the Economist Intelligence Unit and based on more than
ous procedures in certain
So audit work may
1,200 respondents worldwide
areas. Disclosure of poor
include a combination of
corporate governance and
compliance (controls) and
• This year’s report shows that
or procurement fraud and internal
malfeasance are definitely
substantive (transactional)
60% of all fraud cases are commitfinancial fraud all saw notable ina blow to a company’s
testing. One would also
ted by insiders
creases
reputation, affecting its
expect auditors to carry
• Fraud concerns among execu• In rapidly developing countries
tives around the globe rose approxlike China and India, information
ability to raise funds from
out analytical procedures
imately 15% led by information
theft, corruption and bribery are a
investors or secure bank fiin order to gather more
theft and corruption and bribery
growing concern, and globally, the
nancing. Creditors may reevidence and provide
• Roughly one in four companies
incidence of corruption and bribcall debts and borrowing
further audit assurance
were hit by physical theft of cash,
ery near doubled over the past year
costs increase when stakeand comfort, especially
assets and inventory or information
from 10% to 19%
holders lose confidence in
if “professional skeptitheft, both down from record highs
• Globally, fraud is estimated to
a company. Auditors are
cism” led them to have
in 2010. In contrast, management
cost companies 2.1% of earnings in
likely to resign when they
concern. Such procedures
conflict of interest, vendor, supplier
the past 12 months
believe that their previous
may include studying the
trust in senior managerelationship between rement was misplaced and
ported sales revenue and
that the engagement may have a negavarious related parameters – including,
auditors may request from the company
tive impact on their reputation. The reamong others, purchases and direct
the addresses of such vendors in order to
sults could be disastrous: Longtop was
expenses, sales outlets, and number of
send out confirmation letters. Trusting in
delisted by NYSE two months after Destaff – in order to reveal any unusual or
the “good faith” of management, the auloitte’s resignation.
undisclosed relationships and seek exditors might not have considered it necesIn order to effectively prevent and
planations for the apparent anomalies.
sary to review further or verify the mailing
detect fraud before it becomes front
However, auditors are not specifidetails, meaning that senior executives or
page news, in addition to the external
cally required to conduct an in-depth
people connected with them could simply
audit, management and Audit Commitfraud risk assessment as part of their
receive letters from the auditors and reply
tees should arrange for an independent
audit process. The Audit Committee
with false information.
fraud risk assessment and the impleshould consider appointing indepenBack to Longtop, Deloitte may have
mentation of a comprehensive fraud
dent risk consultants to conduct such
considered the possibility of Xiamen
prevention program. n
an exercise, which would assist the
Longtop being related to Longtop, but
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Institutional Investors

• By Benjamin W. Heineman, Jr., Harvard Law School, and Stephen M. Davis, Yale University

Institutional investors:

The next frontier in
corporate governance

A

lthough institutional investors
play a major role in our public
equity markets, far less is known
about the governance of those investor
entities than about investee corporations. These investors are critical to individuals, equity markets, publicly held
companies, the economy – and to the
troubling (and conceptually difficult) issue of good versus bad short-termism
in investor and investee behavior. Put
simply, the fundamental issue is whether institutional investors are part of the
problem or part of the solution within
the current state of market capitalism.
By institutional investors we mean, at a
minimum, pension funds, mutual funds,
insurance companies, hedge funds and
endowments of non-profit entities like
universities and foundations. Recent
developments in public policy treat
shareholders (primarily institutional investors) as part of the “solution.” The
Dodd-Frank Act in the United States
and the Stewardship Code in the United
Kingdom, for instance, essentially place
big bets that institutions can and will
police the market with new powers and
responsibilities. While this is a worthy
objective, it rests on unexamined and
unsophisticated assumptions.
In a new paper, Are Institutional Investors Part of the Problem or Part of the
Solution?, we attempt to outline major
descriptive and prescriptive issues relating to these institutional investors (the
paper is available from Yale’s Millstein
Center here, and from the Committee
for Economic Development here). We
call for much greater intellectual and
institutional effort in addressing these

Benjamin W. Heineman, Jr: Moves to
further empower investors lend urgency to
the need to deepen knowledge of investor
governance and behavior.

vital but under-analyzed questions. Set
out below is the essence of our argument for much more sophisticated analysis of the governance of institutional
investors – based on development of
much more robust data bases about the
critical elements of investor governance
and performance.
Over the last twenty years, institutional investors have owned an increasing share of public equity markets
– more than 70 percent of the largest
1,000 companies in the United States in
2009, for example. Over the past two
years, in response to failures of some
boards of directors and business leaders, shareholders, including institutional
investors, have been given increased
powers to participate in – or have dis-
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closures about – discrete spheres of governance in publicly held corpora¬tions.
Moreover, during this same period, and
in multiple jurisdictions, there have been
increasing calls from both the public and
private sectors for institutional investors
to play a broad “stewardship” role by
“engaging” with investee compa¬nies
to “help achieve long-term sustainable
value” and to help curb the excessive
risk taking seen as a factor in the financial crisis.
But with these shifts in market and
legal powers have come questions
about institutional investors which are
similar to those raised in the recent past
about the corporations in which they
invest. These questions relate to goals,
strategies, governance, performance
and accountability and, importantly, the
separation of ownership and control
(i.e. agency problems). They boil down
to a bedrock query: do investors have
the capacity to perform the role now
expected of them?
Policymakers who championed the
transfer of enhanced powers to investors went well beyond available knowledge in crafting such a response to the
financial crisis. This leap of faith is perhaps understandable in light of the severity of the 2008 market seizures and
the political pressures that arose in their
wake. But there is no mistaking that the
approach represents, in effect, a big bet
that investor institutions can and will exercise their new rights responsibly, and
that such behavior will make markets
more sustain¬able, less prone to error,
and more in sync with the interests of
capital providers.

I n s t i t u t i o n al I n v e s t o r s
Moves to further empower investors lend urgency to the need to deepen knowledge of investor governance
and behavior. Three organizations – the
Committee for Economic Development, The Millstein Center for Corporate Governance and Performance at
the Yale School of Man¬agement, and
the Aspen Institute Business and Society
Program – agreed to explore this issue,
especially because the level of available
research effort and prescriptive analysis
lags behind the voluminous writing on
publicly held corporations. The trio convened a research roundtable in January
2011 with academics, think-tank analysts, leading practitioners and former
regula¬tors. The purpose was to identify salient areas for future research and
analysis.
Our paper outlining the empirical
and normative issues posed by institutional investors proceeds from three fundamental and potentially interrelat¬ed
questions which were identified as central at the research roundtable.
First, do such investors adequately
advance the goals of the individuals
who give institutions their money–
whether those individuals are pension
fund beneficiaries, mutual fund investors, insurance beneficiaries or hedge
fund investors? The question is the classic “principal/agent” problem: do those
who manage trillions of dollars of other
people’s money advance the interests
of the ultimate beneficiaries – who
may be dispersed and disengaged – or
their own interests? This question has
special salience today because of the
many different steps in the investment
chain. Agents abound. For example,
one common sequence is that an individual contributes money to a pension
fund; the trustees and executives, after
being advised by an investment consultant, then allocate those monies to both
internal and external fund managers, or
to managers of fund of funds who in
turn distribute the monies to yet other
asset managers.
Second, do institutional investors

Policymakers who
championed the transfer
of enhanced powers to
investors went well beyond
available knowledge in
crafting such a response to
the financial crisis

Stephen M. Davis: We must emphasize
that these intellectual challenges require
institutional attention and support.

contribute significantly to “undesirable short-termism” in their publicly
held investee companies? A number of
commentators have argued that institutional investors put pressure on boards
of directors and business leaders for
increases in short-term share price at
the expense of balanced long-term investment, risk management and integrity because of investor strategy (beat
composite indices, for instance), compensation (say, for performance during
quarter or year) and other competitive
factors (e.g. continually outperform
peer investors, not just indices). Such
pressure from investment managers
argu¬ably helped cause financial institutions to assume high leverage in an
overheated housing market to keep
stock price rising in lockstep with other
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financial service companies. Given these
factors, commentators have said: “Unsurprisingly, investment managers focus
on delivering short-term returns….pressuring investee companies to maximize
their near-term profits.”
Third, can institutional investors
become more effective “stewards” of
publicly held investee corporations,
and how does that “stewardship” role
differ from the role of boards of directors to oversee the direction of companies? This issue arises in part from the
criticism that institutional investors were
passive in the face of problems which
caused the credit crisis and the financial
meltdown (as opposed to being an active cause of that meltdown through
short-term pressures): “….a successful
financial system requires the oversight
of vigilant market participants… [w]
hen pension funds, mutual funds, insurance funds and other major investors
are silent, vigilance is absent….[s]uch
passivity invites abuse.” This criticism of
institutional investor passivity has arisen
many times before the most recent crisis. But the stewardship aspiration also
stems from a desire to articulate fully
the roles and responsibilities of shareholders – embodied, in part, by recent
policy initiatives such as the U.K. Stewardship Code and U.S. Dodd-Frank reforms. Such a stewardship role is different than simply selling a stock. As Roger
Ferguson, President and CEO of TIAACREF, has said: “Better to engage management on governance and strat¬egy
issues before problems arise and shareholder value plummets.” But given the
complexity of many corporate decisions
– and difficulties directors themselves
have in overseeing multi-factorial business tradeoffs – what is realistic in terms
of time, effort and contribution in the
relationship both from the “stewards”
and from boards/management? Do the
investor “stewards” relate to boards,
to manage¬ment, or to both – and at
what level of detail and on what kind
of decisions? The answers to these
three fundamental questions about in-

I n s t i t u t i o n al I n v e s t o r s
stitutional investors will, of course, vary
with type of investor. Answers will also
turn on the interplay between factual
research results and analysis of important prescriptive concepts and questions
which, when articulated properly, provide the foundation for normative judgments about what are “proper” public
policies or “proper” private ordering
arrangements to address defined institutional investor “problems.”
The three issues also may be interrelated. For example, beneficial owners
who contribute to pension funds may
seek steady, long-term growth in their
assets, not short-term, up-and-down
volatility; fund managers may seek to
exploit short-term volatility for their
own benefit, even though it is inconsistent with the longer-term objectives of
the beneficial owners; and such steady
long-term growth may be consistent
with a proper investor stewardship
role with investee companies played by
those who control other people’s money (the money of the beneficial owners). Even if the objectives of beneficial
owners are, in fact, short-term, as with
investors in some hedge funds, then
those objectives may cause undesirable
short-termism in investee companies
and may preclude a serious stewardship
role because of short time horizons (or
because trading strategies are largely indifferent to gover¬nance concerns).
The paper is intended to spotlight
knowledge gaps and identify practical
remedies. It contends that addressing
these fundamental questions is central
to understanding even more fundamental issues relating to the state of
market capitalism, issues for individual
investors, the potential impact on equity markets, constraints on publicly held
companies, and the health of the economy. It seeks to make the case that we
need to have as much under¬standing
about investor entities as we do about
investee companies. It points the way
analytically towards the variety of issues which need to be addressed in
answering the three generic questions

Our principle concern is
that either public mandates
or private efforts are
needed to assemble a global
database with fundamental
empirical information
about different types of
institutional investors
– without trying to bias the outcomes. It
invites much greater attention to these
critical questions from all across the intellectual and policy spectrum.
Our bottom line assertion: the increasingly important role of institutional
investors in our economy and our public
markets requires substantial new intellectual attention.
Our principle concern is that either
public mandates or private efforts are
needed to assemble a global database
with fundamental empirical information
about different types of institutional
investors: in particular their goals, time
frames, strate¬gies, governance structures, governance processes, incentives,
compensation practices, transparency,
holding periods and market impact –
and their view of fiduciary duties, accountability, and the stewardship role.
Such a database is a neces¬sary prerequisite for efforts to advance understanding of the critical role institutions
increasingly play in the functioning of
capital markets around the world.
Second, we hope analysts from all
across the intellectual spectrum will
engage in the three fundamental prescriptive questions which provided the
framework for our paper. Do institutional investors carry out the goals of their
individual beneficiaries? Do institutional
investors contribute to “improper”
short-termism? How can institutional
investors play a stewardship role in support of longer-term corporate strategies
which effectively counters improper
short-termism and which meshes
appropri¬ately with the responsibilities
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of boards of directors and senior leaders
of investee companies?
But we must emphasize that these
intellectual challenges require institutional attention and support. We hope
the paper can be the basis for workshops convened by regulators, thinktanks, business, law and public policy
schools. But beyond conferences to energize work on this critical set of issues,
it would certainly be appropriate – and
definitely in the public interest – for academic institutions to establish capacity
both to conduct and to collect descriptive and prescriptive research in a comprehensive and systematic way.
Study of the many issues raised in
this paper (and many more outside of it)
is surely appropriate. But it is also necessary to understand these problems holistically – to comprehend the systematic
interrelationships that actions on one
set of issues may have on other pertinent institutional investor problems.
Although research is certainly being
conducted on institutional investors in
a variety of settings, we are not aware
of academic or think-tank centers dedicated to a comprehensive approach to
this vital area.
Surely the time for such a comprehensive approach has arrived. The hope
for sound public policy or sound private
ordering to address increasingly salient
issues posed by institutional investors
depends on this type of intellectual and
institutional effort. n
Benjamin W. Heineman, Jr. is a former GE
senior vice president for law and public affairs
and a senior fellow at Harvard University’s
schools of law and government. Stephen M.
Davis is the Executive Director of Yale University
School of Management’s Millstein Center for
Corporate Governance and Performance. This
post is based on a paper by Mr. Heineman and
Mr. Davis,
This article was first published on the
Harvard Law School Forum on Corporate
Governance and Financial Regulation and is
re-published with the authors’ permission.

e xpert opini o n

• B y D a r r y l W e e , c o u n t r y h e a d , A CC A S i n g a p o r e

Ethics and reputation:

A professional’s most valuable assets
In these unstable times every dollar
counts and a lot can be at stake when a
company is struggling to survive. Sometimes the pressure gets too much.
Suppose you are asked to sail too
close to the wind – to bend the rules so
far that they break.
What would you do?
Suppose you know that the stock
market ‘expects’ a profit of $x and that
your credit lines are due for renewal and
that finance would be difficult to obtain
if the share price falls.
What would you do?
Suppose again that someone in authority asks you to ‘massage’ the numbers and make inappropriate accounting adjustments to increase profit and
reduce liabilities. This would allow the
company to meet stock market expectations and more or less guarantee renewal of credit facilities.
What would you do?
We’ve all experienced ethical dilemmas in our business lives, maybe not as
consequential as this one, but it’s the
kind of situation that does happen.
Who would suffer if you massage the
figures to make sure the company survives? Possibly no one, but also possibly
a great many.
Massaging the figures may mean
that some people benefit but there is a
bigger picture. Confidence in accountants, in financial reporting and in business could be undermined, and certainly
would be if everyone did it. This would
be bad news for business as a whole and
therefore bad for society too.
A business may be able to get by,
even prosper, in the short term by abusing trust, and so can a person - or a pro-

report is the importance of
fession. In the longer term,
ethical leadership from the
however, reputation and trust
top. A strong commitment
are what matters – a reputato ethical business conduct
tion built up over years can be
amongst directors and key
destroyed in an instant and
staff is a strong defence
that can destroy a business.
against anything that may
For a professional, such
cause reputational damage
as an accountant, reputation
i.e. unethical activity.
is their most valuable asset.
It is the senior executives
Achieving a truly profesthat set the tone for the rest
sional business environment
of the company. When they
relies on all sorts of factors Darryl Wee: “Manageact ethically then their embeing in place, including the ment is doing things
behaviour of the individual, right, leadership is doing ployees are likely to do so
too. Most people want to do
and the workplace environ- the right thing”
the right thing. Peter Druckment. But perhaps most
er, a US management consultant, notes
important of all is the quality of leaderthat: “Management is doing things right,
ship and the ethical or moral tone set by
leadership is doing the right thing”.
those at the top of the organisation and
In the aftermath of the financial criby the professions.
sis, we have seen a huge focus on strucA professional accountant’s duty is
tural matters, most obviously the regulato act in the public interest. The Internation of the banking sector. But however
tional Federation of Accountants (IFAC)
business activity is regulated, decisions
recently published a public policy paper
will always, ultimately, be taken by indicalled “A Public Interest Framework for
viduals. Regardless of how ethical stanthe Accountancy Profession” seeking
dards are designed or enforced, it is the
views. It looks at the criteria under which
individuals that make the difference. It is
the accountancy profession must work
they who must ultimately make the deto be mindful of the wider economic,
cisions about how to respond to ethical
political, and cultural implications of the
dilemmas and their behaviour impacts
public interest.
on those around them.
However, regulations, principles,
Individuals are so important to
standards and rule books cannot actuachieving an ethical and professional
ally stop someone acting in an unethical
environment that having the right indifashion and there is no guarantee that
vidual in the right place is absolutely critiregulatory systems will catch those actcal. ACCA urges the business world to
ing unethically either.
prioritise the recruitment of senior execuACCA recently published a report
tives and financial staff with strong ethicalled Risk & Reward: Shared Perspeccal compasses. Effective regulation and
tives, which features a collection of esmonitoring by regulatory bodies have an
says from experts in the public and priimportant role to play, but they need to
vate sectors assessing the role of ethical
be accompanied by a genuine commitcorporate behaviour in risk management
ment to ethical behaviour by businesses,
and governance.
starting at the top. n
A common theme discussed in the
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STATE OF CORPORATE G OVERNA NCE IN THE PHI L IPPINES

Game-changing initiatives
to lift corporate governance
standards

I

n the CG Watch 2010 report by the
Asian Corporate Governance Association and CLSA Asia-Pacific Markets,
the Philippines was placed at the bottom
of the list of 11 Asian countries in terms
of corporate governance.
The report highlighted various infractions committed by a number of local corporates such as depriving minority shareholders of pre-emptive rights through
changes in corporate by-laws, inadequate
disclosures and less impressive reporting
practices. It also cited loose conditions in
the appointment of independent directors who are supposed to look after the
interests of the small shareholders since
the former regular directors can become
independents after just a short ‘coolingoff period’ of only one to two years.
Indeed, corporate governance standards in the Philippines at that point in
time left much to be desired as reflected
in the smaller foreign participation in the
domestic stock market and in the slower
inflow of foreign direct investments. Foreign investors were not comfortable in
the way a number of publicly-listed companies were being managed and have
difficulties in accessing information from
them. This was also fuelled by the controversies and allegations of stock manipulation and insider trading, such as in
the case of BW Resources in 1999, which
damaged the country’s image among the
international investing community.
But the environment is changing and
more than ever, there are concerted efforts from the government, market regulators and the private sector advocates to
improve the corporate governance prac-

tices in the country. The objective is to
make the Philippines an attractive market
for both domestic and overseas investors,
and highlights the growth opportunities
being offered by several corporates as
they ride on the strength of the Asian
economies.
What could be the game changer
in the Philippine corporate governance
regime are two initiatives that are in the

works right now. One is the launching
of a special corporate governance listing
board in the Philippine Stock Exchange
(PSE), called Maharlika Board, which is
patterned after Novo Mercado of Brazil, and features higher corporate governance requirements for publicly-listed
companies.
This move, though, has run into a
temporary setback since the PSE decided
to defer the launch to early next year, in-
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stead of the end of this year. This comes
as the PSE was holding dialogue with the
qualified companies and other stakeholders to address their concerns and other
issues relating to the new listing board.
Unlike the Novo Mercado, the stock exchange wants the companies to be in
when the board is launched.
The Maharlika Board is envisioned to
be voluntary special listing segment for
companies, which adhere to a more stringent set of corporate governance standards. Listing on the Maharlika Board is
voluntary and it is not for every company.
The PSE is refining the listing rules,
which have undergone a number of revisions. One of the contentious issues is
the number of independent directors. The
current rules of the Maharlika Board propose the inclusion of three independent
directors, or 30% of the board seats,
whichever is higher.
The Securities Regulation Code requires only companies with assets more
than 50 million pesos and having 200 or
more shareholders to have at least two independent directors, or 20% of the members of the board of directors, whichever
is lower.
Contrary to some notions, the Maharlika Board will not favour the minority shareholders nor it will discriminate
the majority shareholders. Instead, it will
ensure the recognition and protection of
the minority shareholders, and that all
shareholders of a company will be given
representation in the company’s board of
directors.
As such, the minority shareholders
will be given the right to nominate the

STATE OF CORPOR ATE G OVERN A NCE IN THE PHI L IPPINES
candidates for independent directors of
a company. However, this right to nominate and elect the independent members
of the board is not exclusively limited to
the minority shareholders.
Another important element of the
Maharlika Board is its adherence to the
one share, one vote principle to ensure
that all shareholders will have equal rights
in terms of voting for members of the
board and for all corporate actions requiring approval of the shareholders. This is
designed to do away with types of shares
which have more rights in terms of voting
power than the other classes of shares.
As the PSE points out, companies not
listed on the Maharlika Board should not
be viewed by the public as inferior or not
practicing good corporate governance.
The only distinction between companies
that are listed on the Maharlika Board
and those that are not is that the former
are willing to follow a specific set of rules
developed in response to the market issues raised by various local and international stakeholders such as corporate
governance advocates and experts, institutional investors, listed companies and
regulators during an extensive consultation process and are based on global best
practices.
The government is likewise at the
forefront in enhancing the corporate
governance practices in the country as it
enacted the Corporate Governance Act
creating the Governance Commission for
government-owned and controlled corporations (GOCC). This comes following
public revelations of excessive compensations and employment perks enjoyed by
GOCC executives, notwithstanding poor
business performance.
For instance, the officials and employees of one government-run utility company was said to be getting 25-month bonuses, in addition their monthly salaries.
It was revealed that a former government
agency chairman was getting, in addition
to his compensation, additional benefits
such as birthday cash gift.
The governance commission serves
as a central advisory monitoring oversight

The PSE has also assured
investors that its current
surveillance system is
effective, and that it detects
and generates alerts in all
instances of unusual price and
volume trading movements

body that is tasked to formulate and coordinate policy with powers and functions
to reorganize, merge, streamline, abolish
or privatize GOCCs.
In other PSE initiatives, the local
bourse says the voluntary trading halts
for listed companies will be capped in
line with its objectives to increase investor
protection and market activity. Under the
new rule approved by the board earlier
this year as part of its reforms, the voluntary trading suspension will not last more
than 10 trading days unless the Securities
and Exchange Commission (SEC) and the
Bangko Sentral ng Pilipinas, the central
bank, are involved for restructuring operations.
Trading halts were previously openended. The approval of the cap followed
the voluntary trading halt made by San
Miguel from April 13 to May 4 this year
ahead of the its US$979 million stock and
bond sale offering. The company had initially stated the trading suspension would
commence from April 20.
The PSE has also assured investors
that its current surveillance system is effective, and that it detects and generates
alerts in all instances of unusual price and
volume trading movements. To enhance
and improve its surveillance system, the
PSE has created the Capital Markets Integrity Corporation, a subsidiary co-reporting directly to the SEC, which is responsible for the orderly conduct of the
stock market and its trading participants
and the surveillance of trading activities of
the listed companies.
The chairman of the SEC Teresita Herbosa in an interview with the local media
shortly after assuming her new post in
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May this year says the Philippine corporates should be aware that corporate governance is universal. She points out that
the Philippines could not just develop its
own standards and ignore what the countries are doing because even with the expected linkage of the ASEAN markets, the
big local corporates must compete with
their neighbouring peers. And if their corporate governance standards are lagging
behind, they will be in a poor position to
attract investments.
Herbosa stresses the need for vigilance in enforcing the standards that
all corporations should comply with the
code of corporate governance. She says
the SEC will be very active in trying to
tell corporates about the quality of the
persons that they’ve hired as directors.
They also need to have a good audit
committee.
Also offering a strong commitment
to the improvement of corporate governance practices in the Philippines is the
Institute of Corporate Directors, whose
mission is to raise the standards for the
professional practice of corporate directorship and to work with partners in a
joint pursuit of systemic corporate governance reforms in the Philippines and East
Asia region. It accredits corporate directors who are committed to enhancing the
long-term value of the corporation they
serve through the observance of corporate governance principles, ethics and social responsibility.
The country’s leading blue chip companies are taking the lead in improving
the standards of corporate governance
in the Philippines as it gives them the
benefits in the course of operating their
businesses. As Jose Sio, chief financial officer of SM Investments Corporation, one
of the country’s leading conglomerates
points out, good corporate governance
helps companies access the capital markets and in the process secured competitive pricing. He says it also contributes
in raising the companies’ sales and their
profit as customers patronize businesses
that have high corporate governance
standards.
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Metro Pacific Investments Corporation
acknowledges that good corporate governance has helped them in their fund raising exercises with their constant dialogue
with investors. It discusses with them
about their business plans, capital spending and company outlook and in doing so
it enhances the reputation of the company
due to this adherence for transparency.
The country’s leading telecoms provider PLDT transforms itself into what it
is today through the promotion and observance of good corporate governance
as a way of life, a culture. In creating this
culture, PLDT finds that the values of integrity, transparency, accountability and
fairness are indispensable and that these
inevitably serve the ends of good business
judgment and profitability.
Teresita Sy-Coson, chairman of Banco
de Oro (BDO), likewise represents a strong
voice in the corporate governance regime
in the Philippines. In running the bank, she
helps ensure that fairness, accountability
and transparency in all its business dealings are being followed and that the various stakeholders are being treated fairly.
Decisions are more rigorous and the practice of transparency ensures problems are
tackled head-on and early.
BDO is currently the country’s largest
bank in terms of total resources (the only
bank to hit the trillion peso mark to date),
customer loans, deposits, and trust assets,
while holding market dominance in investment banking, private banking, leasing
and finance, remittances, and credit cards.
Such achievements, Sy-Coson points out,
would not have been possible without the
trust and confidence of its clients, investors and stakeholders that the bank has
earned through its strict adherence to the
principles of corporate governance.
Another major lending institution,
Metrobank, emphasizes that good corporate governance is the cornerstone in fulfilling its commitments to all of its shareholders, upholding transparency with the
highest regard. It has long-adopted a
company-wide mandate to create a compliance-supporting culture, which focuses
on cultivating an ongoing commitment

“Corporate transparency,
accountability and integrity
– cornerstones in building a
system of corporate governance – are ingrained in the
day-to-day dealings of our
officers and employees”

to compliance throughout the organization. The corporate governance committee leads the optimization of compliance,
overseeing the development of the bank’s
compliance framework and programme,
taking into account the core business
goals and strategic objectives.
Over at Ayala Corporation, the company believes that sound corporate governance is of fundamental importance
in creating shareholder value and to promoting its long-term growth. In the words
of its chairman emeritus Jaime Zobel de
Ayala “if we are successful, it’s because
people trust us. We are who we are because of the people that have helped us
build the company.” The group places
considerable emphasis on the importance
of independent directors in all its member
companies, rigorous internal and external
audits and fostering a culture of accountability, transparency and adherence to
Philippine and global reporting standards,
even beyond compliance. It is steadfast
in its commitment to the principles of
good corporate governance and continuously strive to uphold and to strengthen
the trust placed upon the company by its
stakeholders.
The Manila Water Company continues
to improve on its corporate governance
practices, believing that sound and effective corporate governance is fundamental
to its continued success and long-term existence. It recognizes and safeguards the
rights of every shareholder – promoting
shareholders rights, particularly the rights
to information and to participate in the
governance process. Its governance commitment also includes developing and furthering adequate information disclosure
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and transparency, as well as an effective
system of risk management and internal
control.
In the company’s corporate governance report for 2010, the chairman and
CEO of Energy Development Corporation
Federico Lopez states that corporate governance has always been an intrinsic part
of the company’s business operations.
“Corporate transparency, accountability
and integrity – cornerstones in building a
system of corporate governance – are ingrained in the day-to-day dealings of our
officers and employees,” he says.
Aboitiz Equity Ventures believes that
corporate governance is a necessary component of what constitutes sound strategic business management. In a report
by its chief compliance officer, it says the
company is fully committed to upholding
a governance regime that ensures that the
Aboitiz time-honoured values of fairness,
integrity, trust and social responsibility
permeate every level of the organization,
from the board of directors down to the
employees.
Even the central bank has embarked
on improving the corporate governance
practices in the banking sector, noting
that good corporate governance in banks
underpins a strong financial system. It has
forged a cooperation with the Institute of
Corporate Directors in coming up with a
specific score card applicable to banks.
The BSP believes the regulator has a natural ally in good corporate governance
practices. It notes the board of directors
should ensure that the banks follow good
practices, starting with managing their
risk-taking activities.
But while there is a strong emphasis
on corporate governance in the country,
Mr. Sio reckons that the different requirements by the various regulators and market advocates could frustrate companies
as well. He suggests that there should be
an integration of all these practices and
that adopting the highest standards of
corporate governance should not incur
an additional cost to businessmen, but
instead contribute in achieving return on
their investments. n
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SM Investments Corporation
The manual on corporate governance
by SM Investments Corporation
(SMIC) was revised and adopted on
March 3, 2010. The manual institutionalizes the principles of good
corporate governance in the entire
organization and lays down the company’s compliance system and identifies the responsibilities of the board of
directors and management in relation
to good corporate governance.
The manual also states the SMIC’s
policies on disclosure and transparency, and mandates the conduct of
communication and training programmes on corporate governance.
It further provides for the rights of all
shareholders and the protection of
the interests of minority stockholders, as well as sets the penalties for
non-compliance with the manual.
SMIC is also committed to the highest
standards of ethics, good governance,
competence and integrity in pursuing
the company’s mission and vision to
serve the best interest of its customers, stakeholders and the country.

PLDT
PLDT recognizes that corporate governance is a key element in its strategy
to accomplish its mission, create value
for its shareholders and stakeholders,
and sustain its long term viability. The
company’s approach is to continuously
improve its governance structures and
processes on three levels: (a) compliance with the standards and requirements of laws and regulatory issuances and guidelines; (b) benchmarking
against recognized international best
practices and monitoring developments in corporate governance; and

(c) fostering an ethical corporate
culture guided by the principles of
accountability, integrity, fairness and
transparency. The demanding regulatory regime under which PLDT operates, including in the New York Stock
Exchange, has provided the impetus
for the company to impose upon itself
high standards of corporate governance and business conduct.

BDO
Banco de Oro (BDO) conducts its
business and operations in accordance
with the principles and best practices
of good corporate governance. The
board of directors, the management
and the staff of the bank commit
themselves to these principles and
policies, and acknowledge that the
same will guide the bank in attaining
its corporate objectives.
For the bank, compliance with the
principles and best practices of the
good corporate
governance shall start with its board
of directors, who shall primarily be
responsible in adhering to the best
governance practices that will foster
the long-term success of the institution, sustain its competitiveness and
profitability, and maximize its net
worth. BDO believes that the essence
of good corporate governance is
transparency and as such it adheres
to timely disclosure of information.

Metro Pacific
Investments Corporation
Metro Pacific Investments Corporation
(MPIC) has promulgated a manual
on corporate governance, which is
its covenant with the shareholders
to govern the company according to
standards of sound management and
oversight, coherent and consistent
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with relevant laws and regulatory
rules applicable to the business. The
goal of good corporate governance
is always to generate and aggregate
value for its shareholders, and to
motivate and inspire the top management as well as its rank and file.
To consistently uphold the values
central to MPIC’s corporate governance policies, financial discipline and
accountability as well as integrity and
transparency are expected from all of
its suppliers and business partners.
This is important as the company
operates with the highest ethical and
financial standards and it expects the
same from its suppliers and business
partners.

Manila Electric Company
Good corporate governance practice
is a valued company standard and not
merely a way to comply with regulations. Even before the introduction of
corporate governance imperatives and
related policies, the Manila Electric
Company (Meralco) had long been
committed to business value enhancement for the benefit of its stakeholders and customers.
Meralco’s corporate governance
framework is a holistic approach
by which a culture of sound moral
and ethical values is embedded and
observed in all its business processes,
systems and procedures. The fundamental principles of fairness, accountability, integrity and transparency have
been the company’s overall platform
for the development and actual
implementation of corporate governance programmes and initiatives.
The company’s philosophy of “service
excellence with integrity” conveys
its unwavering commitment to high
standards of corporate governance
principles and practices.
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Ayala Corporation
Ayala remains at the forefront of good
corporate governance and has established leadership in good corporate
governance in the local and regional
setting. The board of directors represents
the company and the shareholders, and
is accountable to them for creating and
delivering value, as well as protecting
their best interests through effective and
good governance. Ayala is committed
to the high standards of disclosure and
transparency to give the investing community a true picture of the company’s
financial condition and the quality of its
corporate governance. It believes that
open and transparent communication is
needed to sustain growth and build investor confidence. The company adheres
to a high level of moral standards and
fairness in dealing with all its shareholders, customers, employees, and business
partners to lay down the foundation for
long-term, beneficial relationships.

Manila Water Company
As the company moves towards the
accomplishment of its corporate goals
and ultimately to create and sustain
increased value for all its shareholders,
the board of directors, the management, officers and employees of
Manila Water believe that sound and
effective corporate governance is fundamental to its continued success and
long-term existence.
Manila Water’s corporate governance framework is based on the principles accountability, fairness, transparency and sustainability. Its manual of
corporate governance recognizes and
safeguards the rights of every shareholder and ensures fair treatment,
including minority shareholders. It promotes shareholder’s rights, particularly
the rights to infoation and to participate in the governance process.

AboitizPower Corporation
Aboitiz Power believes that corporate
governance is a necessary component
of what constitutes sound strategic
business management and undertakes
every effort necessary to create awareness within the organization. To insure
adherence to corporate principles and
best practices, the board of directors
implements a compliance system to
monitor compliance with the rules and
regulations of the regulatory agencies.
Aboitiz has a corporate governance committee to assist the board in
formulating governance principles and
guidelines. It is tasked with developing
and recommending to the board a set
of corporate governance principles,
including independence standards and
otherwise taking a leadership role in
shaping the corporate governance of
the company.

Metrobank
Metrobank believes that good corporate governance is the foundation
in fulfilling its commitment to all its
shareholders. It holds transparency
with the highest regard with all the
necessary information made available,
and believes that integrity makes all
the difference.
The bank has long adopted a
company-wide mandate to create a
compliance-supporting culture. Compliance is the responsibility of everyone
in the bank and the objective is to
comply with all the applicable laws,
regulations and standards. Metrobank
has an independent risk management
unit, which coordinates with the other
group of the bank to identify, analyze,
measure and monitor credit, market
liquidity and operational risks.
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SM Prime Holdings
The board of directors, officers and the
staff of SM Prime Holdings have committed themselves to the principles and
best practices of corporate governance
in the belief that good corporate
governance standards are a necessary
component of sound strategic business
management. They fully recognize that
public trust and confidence are anchored on how corporate governance
is manifested in the operations of the
business.
The company has adopted a code
of ethics, which provides that its prime
considerations are integrity and customer satisfaction. It expresses the protection of shareholders’ and investors’
interests, including their rights to a fair
return of investment and to accurate
and timely provision of information in
order to make an informed investment
decision.

Ayala Land Inc
Ayala Land is firmly committed to good
corporate governance as a critical
element in creating and sustaining
shareholder’s value, while considering and balancing the interests of all
its other stakeholders. In 2010, it has
taken initiatives to further strengthen
its commitment to integrity, transparency, the equitable treatment of all
shareholders, and a well-functioning
board of directors and management
team that are closely aligned in representing and working for the interests
of its various stakeholders.
All the board members have undergone training in corporate governance and have been certified by the
Institute of Corporate Directors. The
company is committed to providing its
shareholders and the broad investment
community with timely, accurate and
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materially relevant information about
its operations and business activity. It
is also committed to the highest standards of disclosure, transparency and
fairness in information dissemination.

EEI Corporation
EEI Corporation believes that good
governance is a function of all corporate citizens, especially those that are
publicly owned. A good corporate citizen should, therefore, adhere to good
governance principles and practices
even without state regulation, as well
as welcomes government initiatives to
guide or supplement or complement
those of the individual companies.
EEI is committed to doing business at the highest ethical and legal

standards, and seeks to protect the
interests and welfare of its shareholders, employees, suppliers, customers,
and the public that it serves. In its
desire to help promote good governance throughout the country, or even
beyond, the company has joined the
Good Governance Advocates and Practitioners of the Philippines, a young
and dynamic organization committed
to the promotion and furtherance
of good governance principles and
practices.

Security Bank
The board of directors and shareholders of Security Bank believe in responsible corporate governance in realizing
its vision and mission and in executing
a consistent business strategy geared
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towards sustained creation of longterm shareholder value. The board
plays an integral stewardship role in
overseeing the strategic direction of
the bank, monitoring overall corporate performance and protecting the
long-term interests of stakeholders. As
advocates of accountability, transparency and integrity in all aspects of the
business, the board, management,
officers and employees of the bank
commit themselves to the principles
and best practices of governance. In
line with its commitment to continually improve its corporate governance
practices, the bank also has several
committees constituted and chaired
by management directed towards
managing, implementing strategy and
corporate directions consistent with
the principles behind various boardconstituted committees.
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CULTIVATING A CULTURE OF
The Integrity Summit on 14
September was attended by
more than 500 executives
of the private sector and
a delegation of high-level
government officials led by
President Benigno Aquino III

P

resident Aquino set the tone from
the top and lauded the efforts of the
private sector to cultivate a culture of
integrity within its ranks. The judicial and
legislative branches were represented by
no less than the Supreme Court Chief Justice Corona and House Speaker Sonny Belmonte, respectively, who both echoed their
support for promoting integrity in government and the private sector.
The Integrity Initiative led by ECCP and
MBC presented to the President a copy of
the Unified Code of Conduct, which provides the integrity guidelines for companies
that have signed the Integrity Pledge.

WHAT IS THE
INTEGRITY PLEDGE
The Integrity Pledge
The Integrity Pledge is a formal and concrete expression of
commitment by companies to abide by ethical business practices and to support a national campaign against corruption.
The pledge should be signed only by CEOs, COOs, Managing
Directors, Country Representatives, or other senior company
officials to set the “Tone from the Top” and oblige all members of the organization to likewise behave with integrity and
carry on their responsibilities ethically.
Why sign the Integrity Pledge?
Beyond being a good corporate citizen and helping in national efforts to escape from the vicious cycle of corruption,

companies signing the pledge will enjoy benefits that may
initially include:
• “Preferred Supplier” status for participating companies (for
private and government contracts);
• Hotline and Helpdesk to prevent, detect, and respond to
corrupt and unethical business practices;
• Recognition as “Clean or Ethical Companies” by the general public /media /customers /international community;
• Perks and privileges from participating government agencies (e.g. “Super Green Lanes for BIR/Customs)
Qualifications for companies to sign the Integrity Pledge
Any company or organization, local or foreign, big or small,
non-member of any organization may sign the pledge – as
long as it commits that it will reform and operate its business
ethically and with integrity.
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INTEGRITY IN THE PHILIPPINES

INTEGRITY
INITIATIVE
A commitment to ethical
business practices and good
corporate governance
We believe that corruption has been one
of the biggest impediments to economic
growth and prosperity in the Philippines
and has been eroding the moral fiber of
this society.
As chief executives of established
companies in the Philippines, we acknowledge our companies’ responsibility
to lead by example in the fightagainst
corruption and to operate our businesses
ethically and with integrity.

While the government has its own
initiatives for reducing corruption, we realize that those initiatives cannot succeed
without individual and collective commitment from businesses to level the playing
field and to build integrity in the business
environment.
In view of the foregoing, we pledge
the following:
• We will prohibit bribery in any form
in all activities under our control and
ensure that our charitable and political
contributions, business gifts, and sponsorships are transparent and will not be
for the purpose of attempting to influence the recipient, whether government
or private, into an improper exercise of
functions, duties, or judgment.
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• We will maintain a Code of Conduct to guide our employees towards
ethical and accountable behaviour at all
times, and will apply appropriate sanctions for violations of the code.
• We will conduct training programs
for our employees to promote integrity,
honesty, and accountability in the exercise of their duties and responsibilities
and to convey with resolve our company’s commitment to ethical business
practices.
• We will implement appropriate internal systems and controls to prevent
unethical conduct by our employees, ensure good governance, and institutionalize the values of integrity and accountability in our business.
• We will maintain appropriate financial reporting mechanisms that are accurate and transparent.
• We will maintain channels by which
employees and other stakeholders can
raise ethical concerns and report suspicious circumstances in confidence without risk of reprisal, and a designated officer will be tasked with investigating all
reports received.
• We will enter into integrity pacts
with other businesses and with government agencies when dealing with procedures related to the bidding and procurement of supplies, materials, equipment,
and construction.
• We will refrain from engaging in
business with parties who have demonstrated unethical business practices. To
ensure collective action among business
enterprises to foster ethical, clean, and
transparent business transactions in the
Philippines, we commit to:
• support a nationwide initiative intended to create fair market conditions,
transparency in business transactions,
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and ensure good corporate governance;
• participate in roundtable discussions, meetings, and forum to identify
the key concerns and current problems
affecting the private sectors related to
integrity and transparency in business
transactions;
• share “best practice”, tools and
concepts which are intended to be used

by all participating entities to achieve the
goals of the nationwide initiative;
• assist and contribute ideas to develop a unified “Business Code of Conduct”
acceptable to all participating entities;
• participate in the creation of key
measures and control activities intended
to ensure transparency, integrity and ethical business practice.

• support the development of an audit and certification program (including a
training program for advisers and auditors) that will offer a
toolbox for enterprises to introduce
and implement ethical practices in their
business processes; and institutionalize
the whole process to promote sustainability of the Integrity Initiative.

CULTURE
OF INTEGRITY
His Excellency Benigno S. Aquino III
President of the Philippines

I

am happy to be with all of you today
to encourage all of you to participate
in the Integrity Initiative. As you know,
integrity was one of the battle cries
of my campaign; and for the past 15
months, we have taken that battle cry
to heart – working to foster a culture of
integrity in government. In this regard,
I am proud to announce that we have
made some progress.
We have been able to appoint people of unquestioned ability and integrity to important posts in government
– from Leila de Lima as Secretary of Justice, Grace Tan and Heidi Mendoza to
the Commission on Audit, to Conchita
Carpio-Morales as our Ombudsman.
Integrity has likewise shaped our
budgeting process, which has saved
our taxpayers billions of pesos simply
by cutting funding for wasteful projects and putting the money to where it
will benefit Filipinos the most. Efficient
spending has allowed us to allocate a
larger chunk of the budget to social
services and defense, two sectors that
have, for so long, lacked sufficient resources.
The Department of Budget and
Management has also taken initiative
in fostering this culture of transparency. In the 2011 National Budget, for
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example, there were provisions that
mandated all national departments
and agencies to publish important budget information and finance and performance indicators on their respective
websites. In the same vein, the Department of Interior and Local Government
also made significant changes, requiring all Local Government Units to disclose, on local bulletin boards, newspapers, and websites, how they spent
their funds.
We have also been trying to enjoin the citizenry to take a more active role in governance. This year, we
had six national government agencies
and three government corporations
start a consultative budget preparation process, allowing us to engage
civil society organizations in preparing
the 2012 National Budget. We also
created a layman’s version of the 2011
National Budget so that more people
can understand how the government
is spending their money. The Department of Finance launched a website
called Pera ng Bayan, through which
common citizens can file anonymous
reports or leads on possible tax evasion, government collusion, or smuggling operations. All of these we have
done to promote integrity.
But instilling a culture of integrity
in government is only one aspect of
the equation. We must also foster the
same culture in the private sector, and
this is why what you are doing today is
most important.
Taking part in the Integrity Initiative cannot be measured immediately
in pesos and centavos, but its benefits
will eventually redound to everyone.
For example, it is said that companies
who engage in Corporate Social Responsibility, who have track records for
integrity and competence, and who
abide by the highest standards are valued at a premium in the stock market.
Companies who have a reputation for
running their businesses in a clean and
efficient manner enjoy the confidence
of investors, debtors, and other stake-

“Integrity Initiative cannot
be measured immediately
in pesos and centavos, but
its benefits will eventually
redound to everyone”

holders as opposed to those who run
questionable operations. To put it simply: by doing your part as responsible
corporations, everybody wins – and by
everybody I mean not just you as corporate workers, but you as taxpayers,
as family men and women, and as citizens of this country.
All these are contained in your
Unified Code of Conduct for Business, which I hope everyone will take
extremely seriously. I know how hard
it is, sometimes, to uphold these standards. There are times when it must
seem impossible to navigate your way
through the bureaucracy without being tempted to take a shortcut or to
offer a bribe.
A simple example is paying taxes. It
can be so tempting to pay the collector
a fraction of what you owe in taxes instead of the proper amount. Since we
assumed office, we have worked on improving our tax administration efforts,
and one of the things we have done, is
run after tax evaders, smugglers, and
corrupt government officials. Since July
2010, a total of 61 tax evasion cases
and 43 smuggling cases have been
filed with claims totaling around 26
billion pesos and 54 billion pesos, respectively. As we continue to monitor
these cases, I am happy to report that
our campaign against tax evaders and
smugglers is paying off. From January
to July this year, revenues collected already increased by 13.47 percent yearon-year.
Imagine how much money has
been lost over the years – taxes that
could have gone to social services,
infrastructure, debt reduction, or na-
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tional defense. In the past, perhaps
you could have justified not paying
taxes by saying it would have been
used to fatten the wallets of corrupt
officials. But as we strive to show you
that this is no longer the case, I hope
we can urge our fellow citizens to pay
their share of taxes.
As we continue fixing what is
wrong with government, I urge you to
stand alongside us and do your part.
This will not be easy, but if we work
on it – if we choose not to shirk our
responsibilities as individuals – then everybody will get the message and act
fast and accordingly.
Let me remind you that our collective desire to instill integrity into our
respective communities does not end
with a pledge of integrity. We are now
obliged to live up to this pledge.
Next week I will be in the United States for some very important
meetings. I was invited by President
Obama, among others, to talk about
Open Governance; and I will be
proud to tell him, as well as the representatives of several other countries,
how in the Philippines, the effort for
integrity in governance – the effort
for creating a transparent relationship between the people and their
government – is one that is shared by
the government and the private sector. I would like to thank all of you
for your participation, and I am hopeful that you can all follow through on
your respective commitments. This is
the first ever Integrity Summit, but I
hope to see even more participants
from the private sector when the second one comes around.
Speech delivered by:
His Excellency Benigno S. Aquino III President
of the Philippines 1st Integrity Summit Philippines, September 14, 2011 Manila, Philippines
The Summit was organized by Integrity
Initiative spearheaded by Makati Business Club
and European Chamber of Commerce of the
Philippines.
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CULTURE
OF INTEGRITY
By Gerardo C. Ablaza Jr.

S

trong ethical standards in the governance of business and public institutions can do much towards raising
the growth trajectory of our country. A
critical component of robust and sustainable economic growth is our ability
to attract long term capital and investments. In today’s highly competitive
markets, investment capital has become very selective. It finds its way to
markets that provide the best returns
commensurate to the risks. It naturally
flows to countries where investors can
better understand structural, legal,
policy, and cultural issues. Investment
capital gravitates to where the perception of governance risk is lower.
The latter is particularly important
in emerging markets where, often,
there is a discount ascribed for perceived risks. These risks are largely
influenced by the rule of law in the
country, regulatory and policy consistency (or inconsistency), governance
quality, and the level of corruption.
Reducing the level of perceived governance risk will go a long way in building investor
confidence. And improved investor confidence ultimately translates to
tangible benefits such as lower cost of
capital and better valuations.
Good governance is therefore a
foundation for the progressive and
sustainable future of any nation. In
the Philippines, there has been much
progress towards improving governance standards. Regulators and institutions like the SEC, PSE, and the
BSP, have done much to enforce better governance practices. In addition,
private sector initiatives such as this
summit, and organizations like the ICD
have also helped raise the motivation
among private institutions to improve

Gerardo C. Ablaza Jr: Perpetuating a
culture of honesty, integrity, and good
governance creates an effective and
excellent workforce.

governance standards.
Companies for their part are increasingly recognizing the benefits of
a strong governance framework. Many
are responding to the need for higher
standards. However, there remain challenges. For one, the adoption of good
governance practices has been uneven
across the public and private sectors.
Yet, good governance and building a
culture of integrity is not just the task
of one sector or a few companies
alone. It must become a movement
that is pervasive and consistent. We
are all but parts of an entire ecosystem.
Even while some private sector companies and government agencies might
adhere to the highest principles of
governance, investors may still worry
about the larger environment in which
we operate. They may decide that the
risks of poor governance elsewhere in
that external environment could negate individual efforts for excellence
and global competitiveness.
In the long run, it is imperative for
any enterprise that aspires for sustainable long term growth and longevity
to vigorously work on improving governance practices and anchoring busi-
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ness customs, policies, and processes
on clearly defined set of values. Perpetuating a culture of honesty, integrity,
and good governance creates an effective and excellent workforce. Indeed,
more and more employees now seek
to work in corporations with a reputation for integrity and good governance.
They become satisfied and fulfilled in a
company whose values resonate with
their own. On the other hand, companies that are perceived by their employees as being less than ethical in their
ways, stand to eventually lose good
people. Worse, they take the risk that
their own people may behave in ways
that go against the interest of the company itself.
Our experience in the Ayala group,
being an enterprise that has been operating for the past 177 years, affirms
that good governance is imperative in
creating a sustainable enterprise over
the long-term. I would argue that
there are few enterprises globally that
are able to sustain itself over this long
swath of time, surviving the troughs
of multiple economic cycles, and the
worst of political history and change.
We attribute this unique longevity to
the corporate governance standards
that we have strived to achieve and
maintain over the years. At the heart
of it, these governance standards are
built upon timeless core values that
ultimately anchor our business philosophy, strategies, and fiduciary responsibilities.
We do not claim to have the perfect
governance framework. Governance,
in our experience, is a constant work
in progress. We make improvements as
we go along. We learn from the discipline of the capital markets, and from
the challenges of a constantly evolving
and volatile operating landscape.
However, there are a few basic,
overarching principles and practices
that we believe have helped much in
strengthening our governance framework over time. Allow me to share
some of these.
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Setting the Tone from the Top. A
strong commitment to good governance must start from the very top
to ensure it is well-entrenched in the
fabric of the entire organization. Board
members change. But no matter the
board’s composition, it must seriously
and sincerely demonstrate a strong
commitment and adherence to the
highest standards of governance.
One of the ways we have instituted this, probably like many of you, is
through the adoption of a Manual of
Corporate Governance which was approved by the board as a collegial body.
This sets the governance principles, the
specific roles of key players particularly
the board and executive management,
as well as the prescribed governance
processes. However, we all know that
governance is not just about neatly
compartmentalizing roles and writing
them up in a tablet. It is a far more
complex task that requires continuous
review, monitoring, and coordination.
The board must take leadership in ensuring that this code is carried out in
its spirit.
But beyond roles, structures, and
processes, we encourage the board to
think like owners and vital stewards
responsible for the long-term viability and health of the company under
their watch. Directors with an ownership mindset are better able to demonstrate passion for the company, to take
a long term view, and assume personal
responsibility for the enterprise.
Creating an Effective Board. We
believe that for the board to be truly
effective, there must be an independent voice that brings out new ideas,
and challenges old ones in a way that
fosters healthy debate, creative thinking, and questioning. An independent
voice serves as a check and balance on
the plans of executive management on
one hand. But on the other, the board
must also remain in sync with the longterm directions that have been agreed
upon with the whole management

“But no matter the board’s
composition, it must seriously
and sincerely demonstrate a
strong commitment and
adherence to the highest
standards of governance”
team. The board must take leadership
for constantly managing the creative
tension arising from opposing views
towards a value-creating resolution
– a balancing act that is perhaps the
toughest governance job of all.
In our case, we have made it a
point to have independent directors
chair the board committees, save for
the Executive Committee, and they are
empowered to carry out their functions accordingly. I can imagine this
may be particularly challenging for
companies that have dominant family shareholding structures, and where
there remains a reluctance of family
shareholders to share leadership with
outside professionals.
In our experience, one of the main
reasons Ayala has endured through
seven generations is that the family leaders have been able to effectively manage and regulate the family
members’ roles as shareholders, board
members, and managers. I believe that
an important part of governance for
companies that have a significant concentration of family ownership is instituting, at the family level, overarching
governance principles that guide the
family’s actions as owners, managers,
and stewards of the business. These
governance principles are defined by
the values and beliefs of the family and
address issues like board composition,
which family members are qualified to
work and lead the business, and ownership structures.
Professional Management of Businesses. We take a meritocratic approach to management, empower our
executives to make decisions and allow
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leadership to flourish from within the
organization. This ensures we attract
the best professional managers and
leaders to run each of Ayala’s businesses. Currently, all the Chief Executives of
our business units are professional executives who are highly educated, weltrained and have accumulated a wealth
of operating experience.
Continuing Education on Corporate
Governance. Corporate governance is
not limited to the boardroom. We have
extended the campaign for good corporate governance across the organization. Board directors are not the only
ones required to take a corporate governance orientation program. So are
members of senior management, the
compliance and legal group, and internal auditors.
Periodic Evaluation of Compliance.
Measuring governance is inherently
challenging. However, we have tried to
create mechanisms to track our level of
compliance with our own code of governance and in comparison to global
governance practices. These range
from regular self-assessment and evaluation, to peer assessments and external
evaluations. Periodic review is done
by our internal audit group. We take
scorecard mechanisms seriously. The
scorecard mechanism of the Institute of
Corporate Directors (ICD) for example,
has been valuable in giving us a sense
of where our practices stand relative to
best practices. Public recognition given
by the SEC, PSE, and other institutions
also provide valuable feedback and give
us greater impetus to further enhance
our practices.
Finally, Flow of Information for
Greater Transparency. A good flow of
information is vital to ensuring transparency. We meet regularly with our senior
and middle level managers to communicate strategic priorities, plans, and financial performance. This information is
also made available to the general public through a variety of media – print,
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MERALCO aims for excellence
that goes beyond compliance
The Manila Electric Company (Meralco) is consistently in
the list of the Philippines’ top five corporations. Notching
its 108th year of service in 2011, Meralco is strategically
located to serve the country’s center of commerce and
industry and its hub of government services and infrastructures. It services about 30 manufacturing economic zones
which also compete in the global market, and caters to
providers of outsourced business processes, both domestic
and international. The company serves almost 5 million
residential, commercial and industrial customers.
Meralco in 2011 emerged as a reinvigorated company,
coming off an extraordinary year of exceptional results and
performance. A new business framework personifies the
resurgence with the five Strategic Business Pillars, seven
Growth Pillars, new set of seven Corporate Values and the
three C’s for Service Excellence – the Community, the Customer and the Country.

Framework
The company’s Corporate Governance Framework is anchored on the principles of fairness, accountability, integrity
and transparency.
Its directors, officers and employees as well as the employees of its subsidiaries commit to observe all company
policies, relevant regulations and laws. It adheres to these
imperatives, in substance and form, as its commitment to
the stakeholders – the shareholders, customers, government, employees, business partners, suppliers, creditors,
contractors and the community.
In recognition of its strong adherence to Corporate
Governance rules and practices, Meralco received two distinctions - the “Best in Investor Relations” in the Philippines
Award at the 1st Asian Excellence Recognition Awards 2011,
and the “Best in Asia on Corporate Governance” at the 7th
Best of Asia: Recognition Awards Class of 2011, both given
by Corporate Governance Asia. The awards are bestowed
on companies exhibiting excellent performance in the areas
of investor communications, corporate governance, business ethics, corporate social responsibility, environmental
practices and financial performance.
Corporate Governance Policies

Likewise strengthened during the course of the year
was Corporate Governance in Meralco, which has become
a major corporate thrust and further supported by the “Be
Right” Communication Policy which promotes open lines of
communication between Management and employees.

Meralco believes that well-defined policies should cascade
governance principles to business operations and processes.
These policies, seven in all, were crafted based on best CG
practices and adapted to the Meralco business environment.
They revolve around standards on business conduct and ethics and a strong communication policy.
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and avoidance of situations that may give rise to conflict
of interest. This was approved and implemented on
February 1, 2010.
5. Policy on Blackout Period/Restriction on Trading of Shares regulates trading of shares by Company
executives, officers and employees with direct access
to unpublished information relating to the Company’s
financial and operating results, in the interest of CG and
transparency. This policy took effect on July 16, 2010.

Publisher and Managing Director of Corporate Governance Asia
Aldrin Monsod hands the award to Meralco Treasurer and Investment
Management head Rafael L. Andrada on behalf of Meralco, in ceremonies held June 20 at the Conrad Hotel on Hong Kong. Meralco won an
international recognition for its corporate governance performance and
was adjudged among the “Best in Asia on Corporate Governance” for
2011 by the Corporate Governance Asia.

The seven policies include:
1. Revised Manual of Corporate Governance (MCG)
is the foundation of Meralco’s governance policies,
which complies with the amended Securities and
Exchange Commission (SEC) Corporate Governance
Code under SEC Memorandum Circular No. 6, series
of 2009 (Revised Code of Corporate Governance). The
Revised Manual of Corporate Governance was submitted to the SEC on March 30, 2011 and took effect on
April 1, 2011.
2. Revised “Standards of Business Conduct and
Ethics” (Code of Ethics or COE) prescribes that
ethical values and standards of behavior are observed by
all directors, officers and employees of the
Company as they perform their respective duties and
responsibilities. The 2003 version of our COE was
revised to include important provisions such as risk
management and internal control. A Company-wide
orientation was conducted for all employees for a
thorough understanding of and personal commitment to
the revised COE.

6. “Be Right” Communication Policy promotes open
lines of communication between Management and
employees, enabling Management to relay directions
and for employees to express their ideas and concerns
to Management. This policy also provides a framework
and guidance for good faith reporters on violations of
governance principles, policies, codes of conduct, misstatement of financial transactions and accounts, fraud,
and other potential whistleblowing type of incidents
without exposure to retaliation. The “Be Right” policy
was approved on August 10, 2010.
7. Policy on Solicitation and Acceptance of Gifts regulates the acceptance of gifts offered and given by third
parties to prevent all directors, officers and employees
from putting themselves in situations that could affect
the fair, objective and effective performance of their duties. This policy was approved on December 13, 2010.
These policies are accessible through print and online
media at the Corporate Governance Intranet Portal of
Meralco.

Our Outlook
Moving forward, Meralco commits to ensure that the
culture of Corporate Governance will be deeply ingrained
in the company culture and in responsible management
practices.

3. Conflict of Interest Policy sets requirements for all
directors, officers and employees to observe the highest
degree of transparency, selflessness and integrity in
the performance of their duties, free from any form of
conflict with personal interest.
4. Policy on Disclosure of Relatives aims to ensure fairness, transparency and objectivity in decision making
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It believes that
the reward for good
governance is not just
all about recognition
but the continuous improvement of
company operations,
breakthrough performance and sustainable
growth that will serve
the best interest of all
stakeholders. n
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web, face-to-face meetings, briefings,
and conferences. Management actively
engages institutional investors as they
are also a good source of feedback as
to the effectiveness of our governance
practices, our strategic plans, and actions of the business. Communicating
aspirations and goals both financial and
operational to our people also keeps
management committed and honest in
the achievement of these.
There are certainly many other governance practices worthy of mention,
but these I believe are the fundamental ones on which we have founded
our governance processes. However, at
the bottom of it, corporate governance
cannot succeed without the foundation of common ethical principles and
values to guide actions, business decisions, and judgment. Corporate governance principles by themselves will
not ensure effective governance. What
ultimately will is a good corporate cul-

ture, shaped by the values of honesty,
integrity, accountability, and a high level
of professionalism. We strive to build
that ethical culture by embedding it not
only in our manual of corporate governance, but more so by enshrining it in
our statement of core values, where Integrity ranks as the first. It is translated
for operational purposes in our code of
conduct, and disseminated through our
personnel handbook and policies. At
the end of the day, we aspire to raise
the quality of corporate governance
to a level that helps create a dynamic
business environment. Furthermore, we
hope that our company’s individual behavior would contribute to the development of a broader environment that is
attractive for investment capital. This is
a vital enabler of sustainable economic
growth for the Philippines.
The initiatives that have been
taken by private companies and organizations must expand into the pub-

CULTURE
OF INTEGRITY
By Ramon R. del Rosario Jr.

T

he Makati Business Club has been
involved in anti-corruption initiatives
since 1999, through the Transparent
Accountable Governance project. The
focus of that undertaking was to help
identify the root causes of corruption
and raise the awareness of people that
they have the power to fight it.
In 2004, MBC convened the Coalition Against Corruption to consolidate
the synergy among the various sectors
involved in anticorruption efforts. With
our coalition partners, we have been
concentrating our efforts on monitoring
the procurement processes and systems
of various government departments and
agencies.
It was in December 2010 that MBC,
the European Chamber of Commerce

Ramon R. del Rosario Jr: Our message
today is that the private sector no longer
considers corruption “business as usual.

of the Philippines, the Asian Institute of
Management through its Hills Program
on Governance, the Management Association of the Philippines, and the
American Chamber of Commerce of the
Philippines launched a project called the
Integrity Initiative that now sees us expanding our good governance and anti-
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lic sphere. If we can chart a path that
brings both the public and private sector towards the same level of governance disciplines and standards, then
there is much hope in building a much
stronger foundation for a dynamic and
sustainable economic growth. Coming
together here today and learning from
each other’s governance practices is a
positive step towards spreading the culture of integrity and good governance. I
have high hopes that in due course this
will strengthen our institutions and collectively help in achieving our broader
national goals. n
Speech Delivered by Gerardo C. Ablaza Jr. President & CEO - Manila Water Company on
September 14, 2011 at the 1st Integrity Summit
Philippines
The Summit was organized by Integrity
Initiative spearheaded by Makati Business Club
and European Chamber of Commerce of the
Philippines.

corruption thrust toward the strengthening of the culture of integrity in the
private sector. Today, from the five original organizations, 21 institutions and associations have committed to push the
initiative forward. With the all-out support of Siemens, our goal in the next few
years is to build a critical mass of companies committed to the improvement of
business standards of integrity, transparency, and accountability.
The 1st Integrity Summit is the private sector’s call to arms in the fight
against corruption within the private
sector and against political and bureaucratic corruption. Our message
today is that the private sector no longer considers corruption “business as
usual.” We are declaring here and now
that we can and fully intend to be both
successful and honest in business! Let
our mantra be “clean business is good
business.”
This is our response to the Aquino
administration’s drive for good governance, for while we must continue to
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hold the government accountable for
cleaning its ranks and doing something
about corruption in public office, we
also have to do our share. That is what
this Initiative is all about – cleaning up
the ranks of the private sector, accepting
the responsibility for this challenge, pursuing it in a systematic and measurable
manner that harnesses the best practices
of good corporate governance and accountability at all levels, and inspiring
the commitment and cooperation of our
colleagues in the private sector and partners in government.
Tools for culture change
At present, close to 700 private companies and government agencies have
joined the Integrity Initiative and are
advancing the fight against corruption
by signing the Integrity Pledge. We are
targeting 1,000 signatories by the end
of this year.
Initially, our strategy has been to get
the commitment of CEOs and senior executives, as well as heads of government
agencies,to support our campaign, in
order to set the tone from the top and
pave the way for the desired culture
change and inculcation of ethical behavior to permeate all levels of their organizations. Eventually, we will also seek the
support of the next level of leaders the
managers, supervisors, undersecretaries,
assistant secretaries – and invite them to
sign the Integrity Pledge as well.
Signatories of the Pledge will then
be asked to adopt a Unified Code of
Conduct, which we are launching today,
to further embed integrity practices and
implement control measures within their
organizations.As more of us commit and
abide by this
Unified Code, we hope to see the
growth of an ethical community against
corruption. There will, hopefully, be no
bribe givers or takers among those who
have signed the Pledge. Companies will
no longer compete on the basis of the
persuasive power of
bribery but on the ability to produce
superior products and services at com-

“For it is clearly this
administration that provides
us this unique window of
opportunity that encourages
us to launch this ambitious
initiative at this time”
petitive prices.
We are also working to make being
part of the Integrity Initiative a competitive advantage for companies. We are
pushing for the introduction of so‐called
“green lanes” at the Bureau of Customs
and “blue lanes” at the Bureau of Internal Revenue for Integrity Pledge signatories that will meet the requirements
for such special lanes. We are hoping
that sustained and meaningful participation in the Integrity Initiative will be an
essential requirement in doing business
with fellow participants in the Initiative,
be they from the private sector or from
government.
More than a pipe dream
We know there will be naysayers who
will insist that the Integrity Initiative will
never work and that corruption is so
deeply ingrained in Philippine society
that this whole undertaking will amount
to nothing more than a pipe dream. But
my response to them is, yes, the Integrity Initiative is an ambitious and unprecedented effort, and it certainly will
be extremely difficult, but it is an effort
worth making. And we will succeed if
we all link arms and each do our part,
with a firm conviction that failure is not
an option.
It is not going to produce instant
results and there are no shortcuts. Our
program for the private sector will take
four years to realize. We intend to develop specific standards of behaviour
and commitments from participants. For
instance, the Code of Conduct will embody such specific measures as policies
on gift-giving.
We grant that entirely wiping out
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corruption might be a tall order, but we
certainly intend to make a significant
difference in terms of cutting the scale
and depth of corruption in our country.
The days of corrupt businessmen and officials running unfettered are numbered.
We are very enthusiastic about
launching our campaign at this juncture,
under the present administration that
has made clean and honest governance
its cornerstone program. For it is clearly
this administration that provides us this
unique window of opportunity that encourages us to launch this ambitious initiative at this time. Working in partnership with the government will help us
institutionalize and sustain the reforms
that we hope to introduce.
As we progress with the Integrity
Initiative, we see it as revolutionizing
the way companies do business in the
Philippines. It will initiate a change from
within that will radiate outward on a collective basis, leading not only to a new
ethical business norm but also to a level
playing field a fairer and more competitive business environment.
As you will witness today in this Integrity Summit, the Integrity Initiative is
has gained significant momentum as a
multisectoral constituency for integrity
spanning the business, Executive, Legislative, Judicial, academic, media, NGO,
religious, and youth sectors.
We hope that this whole-day summit will be of much value to everyone.
We have lined up a most interesting
and informative program designed to
broaden our knowledge of the best
integrity practices of our colleagues in
the business community and help us
determine how we can adopt these
best practices. n
Speech delivered by:
Ramon R. del Rosario Jr. Chairman Steering
Committee - Integrity Initiative, Chairman Makati
Business Club at the 1st Integrity Summit Philippines, September 14, 2011 Manila, Philippines
The Summit was organized by Integrity Initiative spearheaded by Makati Business Club and European Chamber of Commerce of the Philippines.
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Corporate governance
driving BDO success
“Corporate governance
consciousness has to start
at the highest level and
cascaded down throughout
the organization”

What are the principal features or
characteristics of BDO management/
structure which has contributed to
its publicly-acclaimed track record for
corporate governance? (Audit committees, INEDs, director compensation
disclosure, special policies designed to
enhance corporate governance, etc.)
Please give a brief history on BDO involvement in corporate governance
reforms?
The Bank’s board of directors is composed of professionals from various fields
of expertise. A group of advisers to the
board is also present to give guidance on
corporate and strategic issues. The men
and women behind the board and advisory group are bankers (domestic and
local), legal and accounting professionals, former regulators, senior officers of
an international lending institution and
merchandise marketing professionals.
BDO actively advocates the adherence to
Corporate Governance as shown by various efforts, including, among others, the
sponsorship of seminars conducted by accredited providers in compliance with the
regulations issued by the Bangko Sentral
ng Pilipinas (BSP).
There are also the regular meetings of
the board committees - Executive Committee, Trust Committee, Audit Com-

mittee, Risk Management Committee,
Corporate Governance Committee, Nominations Committee, and Compensation
Committee.
A manual on Corporate Governance
is likewise in place, which defines the
roles of the Board, the individual directors,
management, internal audit, compliance,
as well as the rights of the bank’s shareholders, among others.

Teresita Sy Coson: Our corporate
governance policies accentuate both
the process and the results.
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In addition, a Code of Conduct was
developed and disseminated to the Bank’s
officers and staff, defining therein the
appropriate standards of behavior in the
workplace, dealings with clients and other
stakeholders, the proper handling and dissemination of corporate information, as
well as the proper observance of regulatory policies.
Also of high importance is the Bank’s
minority stakeholders with board seats International Finance Corp. (IFC) and United Overseas Bank (UOB) - provide support
to independent directors to ensure all
stakeholders are treated fairly.
How has corporate governance
worked in terms of BDO competitiveness?
Ensuring fairness, accountability, and
transparency in all its business dealings
and treatment among various stakeholders, along with leveraging on the Bank’s
inherent strengths, have helped enhance
BDO’s competitiveness and in transforming BDO to what it is today. Decisions are
more rigorous and the practice of transparency ensures problems are tackled
head-on and early.
BDO is currently the country’s largest
bank in terms of total resources (the only
bank to hit the trillion peso mark to date),
customer loans, deposits, and trust assets,
while holding market dominance in investment banking, private banking, leasing and finance, remittances, and credit
cards. Such achievements would not have
been possible without the trust and confidence of our clients, investors, and stakeholders. that the bank has earned through
its strict adherence to the principles of corporate governance.
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What lessons do you think BDO has to
offer to other companies in terms of
improving their respective corporate
governance track record?
Corporate governance consciousness
has to start at the highest level and cascaded down throughout the organization. Corporate leadership has to lead by
example and by the policies they institute.
How do you assess the state of corporate governance in the Philippines,
specifically, in Asia in general?
In most Asian countries like the Philippines, there are still a group of shareholders who controls the companies and they
themselves act as a check and balance of
the management. There is a need to have
a more active participation from the minority group, working hand in hand with
the majority shareholders.
How does your company evaluate
and measure the effectiveness and
performance of the board and its
members?
Our corporate governance policies accentuate both the process and the results.
Every year, a corporate governance survey
is annually conducted by the Bank’s Corporate Governance Committee to oversee the periodic performance evaluation
of the board, its committees and executive management. Several criteria with
reference to the Bank’s vision and mission, board qualifications, stakeholders’
concerns, board committees, conduct of
board meetings, and board presentations
are rated by the directors and advisers.
Likewise, the Directors conduct a selfassessment as individuals on their ability
to adequately carry out his/her duties as
Director bearing in mind his contribution and performance (e.g. competence,
candor, attendance, preparedness and
participation). An evaluation of senior
management by the Board is also conducted based on the reports and recommendations provided by management to
the board such as the results of financial
performance, compliance and/or noncompliance with regulatory requirements.

“Several criteria with
reference to the Bank’s
vision and mission, board
qualifications, stakeholders’
concerns, board committees,
conduct of board meetings, and
board presentations are rated by
the directors and advisers”

What reforms do you think have to
be implemented to enhance the standards of corporate governance in the
Philippines?
There should be the basic principles
of corporate governance transparency
and disclosure. Public disclosures of corporate developments on a regular basis
should apply and be required of other
companies and not limited only to publicly listed companies. Forced to be more
transparent in their operations, corporate
management may be induced to adopt
better corporate governance practices
to gain better public perception on the
company’s performance.
Also, it should be a qualifying requirement for all directors elected to company
boards to undergo corporate governance
seminars. If resources permit, perhaps
even the senior management of these
companies should be required to attend
corporate governance seminars. Hopefully by these means, good corporate
governance can be cascaded into the
company culture.
Based on the Asian Institute of Management Survey of Largest 100 Publicly
Listed Companies in the Philippines, the
number of directorships that a director of a company holds may be looked
into. By limiting directorship positions,
a director can focus better on his duties
and responsibilities in pursuance to good
corporate governance practice. Another
area identified in the AIM survey is providing for a term limit for independent
directors could also be considered.
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What is the underlying philosophy
behind BDO track record on corporate
governance?
We practice good principles of corporate governance from top to bottom, particularly transparency and disclosure. The
board has access to information.
In terms of structure, what measures
have you implemented to enhance
the company’s corporate governance?
We have independent directors who
help in overseeing the company’s principles
of corporate governance. The creation of
Board committees and the active participation of the directors appointed as members
to these committees have likewise contributed to the enhancement of the bank’s
corporate governance. The continuing
communication between the Board and
management on a regular basis provides
for the proper linkages between the higher
level corporate objectives and strategies,
and the tactical policies and procedures being implemented by management.
How do you view the state of corporate governance in the businesses and
areas where BDO operates in?
The industry is generally good. It is
highly regulated by the BSP, Securities
Exchange Commission and the Philippine
Stock Exchange, which includes adhering
to Corporate Governance.
An independent organization, the Institute of Corporate Directors (ICD), also
provides support and monitors corporations which would want to enhance their
corporate governance practices. In the
2009 ICD Corporate Governance Scorecard, BDO was recognized to be in the top
25% tier of all companies that was rated
with a rating of 89%.
Can you describe in brief your firm’s
CSR, Environmental Practices and
Community Partnership and how it
has made an impact to the community
you operate with.
The bank’s CSR programs are being
carried out through the BDO Foundation,
Inc. Annually, the Foundation maps out
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a CSR program outlining the activities to
be undertaken such as community development projects, livelihood enhancement projects, values formation seminars,
among others.
The bank supports these projects either financially, donation of real property,
or through active voluntarism among the
bank’s officers and staff. The Board of the
Directors of the bank is regularly apprised
of the bank’s CSR programs through regular presentations of the Managing Director of the Foundation.
The Board of Directors has drawn up
and approved the bank’s policies on environmental issues, and correspondingly
appointed in the process a dedicated officer to oversee the implementation of
these policies. In coordination with the
bank’s HRM and also with the participation of BDO Foundation, programs related
to environmental concerns such as the
BDO Greening Program have been initiated and carried out in 2010. These programs will continue to be carried out and
enhanced during the coming year.
What are the benefits/rewards of
good corporate governance?
Gaining the public’s confidence
as well as the investing community. It

“There is focus and
transparency in pursuing the
directions of the company,
which in turn. will result in
better performance as evidenced
by wider markets, better service
delivery, asset growth, more
revenues and added net worth
to the company”
also adds to the excellent execution of
business strategies, policies and procedures. There is focus and transparency
in pursuing the directions of the company, which in turn. will result in better performance as evidenced by wider
markets, better service delivery, asset
growth, more revenues and added net
worth to the company.
For BDO, good corporate governance
brought about measurable benefits that
built upon themselves: enhanced business
performance indicated in higher profitability ratios and share price performance;
improved access to capital at lower cost;
better ability to attract investors; and, retain existing shareholders.

Corporate governance in tandem with
the successful execution of its core business strategies enables the Bank to pursue
its long-term objective to be the preferred
bank in every market it serves. This in turn
should result in expanded market share,
increased productivity, higher profitability,
and enhanced shareholder value over the
long-term.
What are measures can the company
implement to further improve its corporate governance?
Corporate governance may further
be improved by continuous reviews of the
actions of the company vs. governance
principles. This will allow the company to
determine what actionable policies need
to be established and implemented. In the
case of BDO, we have identified that we
can further improve on our disclosures by
providing even greater accessibility to information through both the internet and
printed media.
Going forward, how do you see the
direction of corporate governance in
the Philippines?
Moving towards transparency, disclosure and representation of minority
rights. n

Corporate Governance Report
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Bringing the Basics
to Higher Ground
Metro Pacific Investments Corporation is raising the
groundwork of basic services into a whole new level
of systems and organizational initiatives to pave the way
for a strategic response to the changing times. We are
moving up on our commitment to meet the growing
demand for vital services reaching far and wide, while
providing continuous supply of clean and potable water,
efficient distribution of electrical power, state-of-the-art
tollways system and world-class medical care.
Metro Pacific Investments Corporation
We invest.
We manage.
We transform.

Let’s Move Forward

• Maynilad Water Services, Inc. • Manila Electric Company • Metro Pacific Tollways Corp. • Manila North Tollways Corp.
• Tollways Management Corp. • Makati Medical Center • Cardinal Santos Medical Center • Davao Doctors Hospital
• Riverside Medical Center, Inc. • Our Lady of Lourdes Hospital

www.mpic.com.ph
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Transformation through Governance:

The PLDT story
The Philippine Long Distance Telephone
Company, or PLDT, is the leading telecommunications service provider in the
Philippines. Through its principal business segments: wireless, fixed line and
information and communications technology – it offers the largest and most
diversified range of telecommunications
services across the Philippines’ most extensive fiber optic backbone and wireless, fixed line and satellite networks.
In 1998, the Philippine Long Distance Telephone Company (PLDT) set
out to transform itself into a world-class
company. The objective was to build
PLDT into the Philippines’ flagship corporation that can proudly stand alongside the best companies from other
parts of the world. The Company recognized early on that attainting this lofty
goal required good governance practices at par with the best companies in the
world. Corporate governance has since
then been an integral part of PLDT’s
business strategy.
The transformation took place
against the backdrop of financial crises
and corporate scandals across the globe
which destroyed the trust of many in
publicly listed corporations. The upheavals of the period brought to the fore the
need for reforms and spawned a wave
of regulatory requirements in the affected jurisdictions. The Philippine Securities
and Exchange Commission (SEC) issued
its Code of Corporate Governance, the
United States passed the Sarbanes Oxley Act, the Hong Kong Stock Exchange
released its Code of Corporate Governance, and other jurisdictions adopted
their own governance rules.
In all of this, PLDT fortunately had
in its favour a superior vantage point in

PLDT: The Company recognized early on
that attainting this lofty goal required good
governance practices at par with the best
companies in the world.

the governance landscape. First, PLDT’s
shares of stock were already listed in the
Philippine Stock Exchange. Second, its
American Depositary Receipts (ADRs)
were similarly listed in the New York
Stock Exchange (NYSE). Third, PLDT
was, and is still, an associate of First
Pacific Company Ltd., whose shares
are listed in the Hong Kong Stock Exchange. PLDT thus had both exposure
and access not only to Philippine rules,
but to more rigorous governance standards and best practices from the East
and the West.
PLDT took a bold first step in its
transformation in 5 critical areas. The
Board of Directors was reorganized and
a new Chief Executive Officer (CEO) was
appointed. A new Chief Financial Advisor was designated along with a fresh
Chief Legal Counsel and Head of pur-
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chasing. These 5 areas represented the
hot spots of good governance at PLDT.
On September 24, 2002, PLDT
reached a major governance milestone
with the Board’s approval of PLDT’s
Manual on Corporate Governance
(Governance Manual) which defined
the Company’s governance framework
that provided for independent directors,
key board committees, independent
auditors, internal audit, internal controls, promotion of shareholder rights,
and sanctions for non-compliance with
the Governance Manual. It was also in
2002, that the Board adopted an Anti-Money Laundering Manual for the
Company.
The Governance Manual highlights
the critical role of the Board of Directors,
under the leadership of its Chairman,
in changing governance at PLDT. The
members of the Board keep themselves
informed, empowered and involved.
They realize that theirs is the principal
responsibility for good governance - as
examples, enablers and enforcers of
good practices. In addition, vibrant and
functional Board Committees are inarguably critical to proactive and effective
performance of the Board as a whole.
The Governance Manual also mandates that both the Chairman and the
CEO perform the necessary function of
elevating corporate integrity to a high
strategic priority. The position of Chairman is separate from that of the CEO,
not only as a matter of compliance, but
also because of the indubitable benefits
such a separation creates from a commercial and governance perspective.
Such a set-up highlights the CEO’s
role as the moral compass of the Company; the person who sets the ethical
“tone at the top”. This means that the
CEO must integrate the governance and
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compliance functions into his business
plans and objectives, at the same time
setting the ethical temper, establishing
compliance goals as a corporate-wide
priority, engaging his board of directors
and demonstrating to his employees
the benefits of good practices. A CEO,
through his conduct, serves as a beacon, visible to everyone and influencing the individual employees’ business
conduct.
The Governance Manual was developed and adopted with the company’s
dual-listing in the PSE and NYSE in
mind. In comparison with the PSE Listing Rules, the NYSE Listing Rules set
higher standards in terms of the independence of the Audit Committee, the
selection of the external auditor, internal controls with respect to financial disclosures and the significance of having
policies on business ethics, conflicts of
interest and whistleblowing. The Sarbanes Oxley Act, NYSE Listing Rules and
the newly-enacted Dodd Frank Act are
very stringent and adherence to them
can be costly and burdensome but the
Company is convinced that compliance
with such rules is a seal of good housekeeping and reassures shareholders,
analysts, banks, rating agencies, regulators, and the public.
PLDT has demonstrated that other
equally important measures, structures
and processes can be adopted and implemented to ensure that a Philippine
company can rise to global governance
levels. As the Governance Manual provides, the Board should be informed in
a timely manner, and must be active,
participative, and empowered to decide
as independently as it should. Moreover, PLDT’s Audit Committee is fully
independent, while the other 3 Board
Committees are majority independent.
In 2010, the Company upgraded
its Manual on Corporate Governance
in compliance with the requirements of
the Philippine SEC and as part of its continuing effort to improve its governance
framework and standards
The thrust towards attaining world-

Manuel V. Pangilinan: It is the values
which reside in your heart that will determine how the Company will operate in
good – but more importantly- in bad times

class governance standards did not end
with the adoption of the Governance
Manual. On March 30, 2004, the Company’s Code of Business Conduct and
Ethics (Code of Ethics) was adopted
by the Board of Directors, putting the
ethical standards of the Company at
par with international best practices, including the United States’ Sarbanes Oxley Act. The Code of Ethics set out the
Company’s standards on compliance,
competition and fair dealing, handling
of confidential information and proper
use of company property, conflicts of interest and corporate opportunities, and
disclosures. Enabling policies have also
been issued to provide guidance on the
proper handling of gifts, entertainment
and sponsored travel, and relations with
suppliers and contractors.
It was also in 2004 that PLDT became the first Philippine corporation to
adopt and comply with international
accounting standards. Again, by virtue
of its compliance with Philippine and
US regulations, PLDT gained technical
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proficiency and international exposure
in adopting and complying with Philippine Financial Reporting Standards
(PFRS) and International Financial Reporting Standards (IFRS). PLDT complied
with PFRS in 2004, one year ahead of
the mandatory deadline set by the Philippine SEC. When the US SEC eventually allowed foreign private issuers to
report financial statements under IFRS
in 2007, PLDT was one of the pioneer
foreign private issuers to transition from
full US Generally Accepted Accounting
Principles (US GAAP) to IFRS.
In 2004, PLDT became the first company in the Philippines to establish an
independent Corporate Governance
Office (CGO). The PLDT CGO is headed
by a Chief Governance Officer who reports directly to the Board of Directors
through the Governance and Nomination Committee. The PLDT CGO is
tasked with implementing the corporate governance policies and programs
of the Company.
In 2006, the Company established
a whistleblowing program that features
a system of helplines and other disclosure processes provided to employees
to report violations of corporate governance policies, accounting and auditing matters, and violations covered by
the Company’s Personnel Manual. The
policy clearly provides for confidentiality
and includes measures to prevent retaliation on reporting employees.
To institutionalize the Company’s
governance values and standards, PLDT
implements a continuing education and
communication program to give life to,
and clearly articulate, the Company’s
Governance Manual, Code of Ethics,
and other policies. PLDT directors and
senior management sharpen their skills
in this arena through annual corporate
governance enhancement sessions conducted by internationally recognized
experts in corporate governance and
business ethics. The rest of the Company follows their lead by participating in
various education interventions whether through face to face workshops or
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online modules.
Governance is not just about internal stakeholders. PLDT’s corporate citizenship efforts have been shaped by a
sincere desire to partner the Company’s
resources and business objectives with
pressing societal issues. PLDT subsidiary
Smart Communications for example,
has gained international recognition for
its pioneering work in developing solar
and wind powered cell sites. The project
not only paved the way for the extension of cell phone service in previously
inaccessible areas but also highlights
the viability of clean renewable energy
in telecommunications facilities.i PLDTSmart Foundation’s Gabay Guro (Guide
the Teacher) Program, on the other
hand is a comprehensive response to
provide support to teachers, the unsung
heroes of our country, by leveraging
on PLDT Group’s businesses (fixedline,
wireless, ICT) and strength. The program, aimed at “changing the lives of
those who changed ours,” was created
in 2007 through the initiative of PLDT
employee-volunteers mostly from the
PLDT Managers Club Inc. It aims to uplift the lives of the teachers across the
country and achieve a multiplier effect
through its 6 core pillars: (1) educational
grants, (2) training, (3) teachers’ tribute,
(4) livelihood, (5) broadbanding and
computerization, and (6) housing. The
program was presented at the recent
UN Private Sector Forum on the Millennium Development Goals as model
for innovative IT solutions in education.
ii
Apart from projects for the environment and in education, PLDT continues
to leverage on its business expertise to
innovatively fulfil its corporate citizenship duties in health, community and
livelihood development, and youth development and sports.
PLDT knows that the transformation process is enhanced by establishing
links with organizations that promote
corporate governance. It is the first and
only company in the Philippines that is
a sponsoring partner of the Ethics and
Compliance Officer Association (ECOA).

Napoleon L. Nazareno, President and
CEO, PLDT

The ECOA, based in Waltham, Massachusetts, USA, is the largest association
of ethics and compliance officers in the
world. iii PLDT’s exposure to ideas and
practices from this association provides
inestimable value to its governance
transformation process. PLDT has also
supported the formation of an association of like-minded ethics and compliance officers from leading publicly listed
companies in the Philippines called the
Good Governance Advocates and Practitioners of the Philippines.
The effort to match outstanding
professional performance with ethical
business conduct has produced undeniably encouraging results. PLDT has
gained recognition and awards for its
corporate governance practices as being among, if not, the best in the Philippines but also in Asia. Alongside these
corporate governance citations is recognition for PLDT as the best managed
company, employer of the year, and the
company with a convincing and coherent strategy. All these serve to provide
continued inspiration and fuel the drive
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to pursue the work of transformation
relentlessly.iv
Through the years, PLDT’s transformation has been anchored on the
promotion and observance of good
corporate governance as a way of life,
a culture. In creating this culture, PLDT
finds that the values of integrity, transparency, accountability and fairness are
indispensable and that these inevitably
serve the ends of good business judgment and profitability. PLDT has learned
that aspiring to be a world class company is not solely about quarterly or
annual financial results. Neither is it just
about structures and policies on corporate governance and business ethics nor
the sums of money it dispenses for philanthropy. What it ultimately requires is
a firm commitment to values and principles that sustain profitability and generate value for all stakeholders under
both healthy and challenging business
conditions. As PLDT Chairman Manuel
V. Pangilinan has stated, “It is the values
which reside in your heart that will determine how the Company will operate
in good – but more importantly- in bad
times.”v n
Smart Builds More Green Cellsites. The
Philippine Star, March 26, 2011. http://www.
philstar.com/Article.aspx?articleId=669729&pu
blicationSubCategoryId=73.

i

Advocacy for teachers makes mark, Philippine
Daily Inquirer. May 9, 2011. http://newsinfo.
inquirer.net/5312/advocacy-for-teachersmakes-mark.

ii

iii
From the ECOA Website, http://www.
theecoa.org/imis15/ECOAPublic/ABOUT_THE_
ECOA/ECOAPublic/AboutContent/ABOUT_
THE_ECOA.aspx?hkey=e446751b-96ae-49ae8b9d-aa387ef8a83b.

The award-giving bodies include the Institute
of Corporate Directors, AsiaMoney Magazine,
EuroMoney Magazine, Corporate Governance
Asia Magazine, The Asset, Management
Association of the Philippines (MAP), and
FinanceAsia Magazine.
iv

Excerpt from a speech delivered by PLDT
Chairman Manuel V. Pangilinan as Keynote
Speaker at the 5th Annual Dinner of the Institute of Corporate Directors, May 28, 2008.

v
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Q &A C G PHI L IPPINES

• B y J o s e T . S i o , E x e c u t i v e V i c e P r e s i d e n t a n d CFO

“Corporate governance
consciousness has to start
at the highest level and
cascaded down throughout
the organization”

SM Investments Corporation and
it’s corporate governance principles

SMIC: The Bank’s board of directors is composed of professionals from various fields of expertise.

How would you assess the state of
corporate governance in the Philippines specifically, in Asia in general?
I think that listed companies in the
Philippines, as well as in the region are
more aware and appreciate the value of
corporate governance. Corporate governance practices are constantly being
improved which set the bar higher for
companies to attain best practice and instill in them the need to go beyond mere
compliance. The heightened awareness
and compliance were achieved mainly
through the efforts of regulators, such
as the Securities and Exchange Commission and the Philippine Stock Exchange.
Corporate governance advocate groups
such as the Institute of Corporate Directors, Management Association of the

Philippines and the Good Governance
Advocates and Practitioners of the Philippines, also played meaningful roles. However, I believe that much can still be done
in terms of effectively enforcing regulations and monitoring compliance to bring
about a significant change in corporate
governance in the country; which will
result in a further boost in investor confidence, especially from abroad. I also think
it is crucial to involve committed companies in the formulation of corporate governance rules to ensure that these are relevant in the Philippine and Asian setting
and not mere copies of foreign models.

be viewed as a business imperative of
growth, sustainability and corporate
social responsibility. Companies should
recognize that it makes good business
sense to practice high ethical standards.
Also, they should recognize that by
keeping the company well-governed,
they protect the interests of their various stakeholders – the business partners, minority shareholders, investing
public, among others. So we need new
business leaders and professionals who
will be committed to corporate governance. In this regard, appropriate training programs should be pushed.

What reforms do you think have to
be implemented to further enhance
the standards of corporate governance in the Philippines and Asia?
In my opinion, there should be a shift
in the current perspective that views corporate governance merely as a regulatory
mandate that has to be complied with.
Rather, corporate governance should

How has good corporate governance
worked in terms of enhancing SM Investment’s competitiveness?
As you know, our corporate governance culture emanates from the Board
and management – which set a high
standard for excellence and integrity
across the organization. By putting a premium on accountability and transparency
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in all business transactions, the company
has fostered good working relationships
with all of its business partners. Through
this, I believe we have made a difference
in deepening the trust and confidence of
our investors, creditors, customers, regulators and other stakeholders.
What are principal features or characteristics of SM Investments management/structure which has contributed
to its publicly-acclaimed track record
for corporate governance?
SMIC is happy to have improved its
Manual on Corporate Governance which
institutionalizes the principles of good
corporate governance throughout the
entire organization, lays down the company’s compliance system and identifies
the roles and responsibilities of the Board
of Directors and management in relation
to corporate governance.
Three highly certified independent
directors sit on the SMIC Board, providing real value in promoting independent
decision-making and effective monitoring. To carry out its corporate governance
functions, the Board also established
three committees, namely: the Compensation and Remuneration Committee, the
Nomination Committee, and the Audit
and Risk Management Committee.
Another key element of SM’s corporate governance is the Code of Ethics,
which re-affirms the company’s commitment to the highest standards of
ethics, good governance, competence
and integrity in pursuing the company’s
mission and vision to serve the best interest of its customers, stakeholders and
the country. The Code serves as a guide
to the company’s directors, officers and
employees in the performance of their
duties and responsibilities, specifically
in its business dealings with investors,
creditors, customers, contractors, suppliers, regulators and the public. In addition, SMIC has issued policies to govern
the acceptance of gifts, insider trading,
related party transactions, to name a
few, all in an effort to further enhance its
corporate governance standards.

What is the underlying philosophy
behind SM Investment’s track record
on corporate governance?
Traditionally, corporate governance is
seen as a way to protect investors. At SM,
we take a comprehensive approach to
our corporate governance consistent with
our core values of vision, leadership, innovation, focus, hard work, integrity and
prudence. All of our stakeholders, our
creditors, customers, suppliers, contractors, employees, regulators and the public
should see corporate governance present
in all aspects of our business, therefore
creating a culture of good governance
throughout the organization.
What lessons do you think SM Investments has to offer to other companies in terms of improving their respective corporate governance track
records?
Commitment and perseverance in
putting into practice the principles of
good corporate governance starts with

Jose T. Sio: “The most effective way to
teach corporate governance is to abide by
the same standards that you are teaching”
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the Board of Directors. The most effective
way to teach corporate governance is to
abide by the same standards that you are
teaching. Directors and top management
should always lead by example and serve
as models of ethics and integrity. In that
way you ensure that good governance
echoes throughout the organization.
Further, the Company should ensure that
corporate governance policies are effectively implemented and drilled down to all
employees so that they don’t just remain
rules on paper.
What are the benefits/rewards of
good corporate governance?
Through its long-held values and
ethical standards, SM has earned the loyalty of its millions of customers and the
confidence of its investors and creditors.
SM also enjoys good working relationships with its business partners and credits this to the premium that SM places on
fairness, accountability and transparency
in its business dealings. Good corporate
governance has served as the foundation for the growth and success of the
SM Group, and will forever be a part of
our culture.
What are measures that the company
can implement to further improve its
corporate governance?
Corporate governance is an evolving landscape that SMIC will keep pace
with through the enhancement of its
corporate governance culture. We will
regularly review and improve our corporate governance policies, training and
orientation programs and remain open
to adopting new corporate governance
practices into the business. The Company continues to enhance its website, annual reports and disclosures to facilitate
access by stockholders and stakeholders of relevant information relating to
its business. Further, SMIC continues to
actively engage and support the corporate governance initiatives of regulators
and advocators that seek to improve the
corporate governance standards of the
country. n

I n d epen d ent D i r ec to r s

Survey of Independent Directors
From February 20 to May 19, 2011, the Social Weather Stations
(SWS) conducted an online survey of the independent directors of
the Top 100 Companies as of 2009. There were 173 independent
directors occupying 226 independent board seats. SWS sent out
e-mails to 172 of the independent directors – no e-mail address
could be obtained for one independent director – inviting them
to participate in the survey. The number of emails actually viewed
or not filtered out as spam, however, could not be determined. If
a respondent served as an independent director in more than one
Top 100 Company, he or she was asked to complete the survey for
each of the companies in which he or she served. Each respondent
was assigned a unique password to access the survey questionnaire
online to ensure that he or she responded to the survey only once
for each company he or she served. The respondents were assured
confidentiality with respect to their identities and responses.
The survey questionnaire contained 31 test statements regarding a company’s ethical and corporate governance practices, and
the respondents were asked to state their degree of agreement or

disagreement: “Strongly Agree,” “Somewhat Agree,” “Neither Agree nor Disagree,” “Somewhat Disagree,” “Strongly
Disagree” or “Don’t Know.” A “Not Applicable” response was
also made available.
SWS received a total of 65 completed surveys from 53 independent directors, a response rate of 31 percent. The respondents represented 48 of the Top 100 Companies.
Eighty-seven percent of the respondents were male, and 81
percent had a post-graduate education. Seventy-five percent belonged to the age group 60 and over. Their average age was 66.
Thirty-four percent served as director (including non-independent) in five to seven companies, 30 percent in two to four
companies, and 13 percent in eight to ten companies.
The respondents served as independent director for an
average of 5.5 years. Twenty-two percent of the respondents
were independent directors of companies with 1,000 to 1,999
employees, 17 percent with less than 100 employees, and 11
percent with 200 to 499 employees.

Ethics
The survey included nine items
related to the ethics of the
company and its employees. The
statement, “The board of directors in the company has clearly
communicated to management
that unethical behavior will not
be tolerated,” had the highest percent of “strongly agree”
responses (95 percent). The statement, “The company requires all
its employees to undertake ethics
training,” obtained the lowest
percentage of “strongly agree”
responses (34 percent). The
negatively phrased statement, “In
the company’s view, being ethical
would result in losing ground to
competitors,” was disagreed with
in 72 percent of the responses.

(Source : The Hills Program of the Ramon V. del Rosario, Sr. – C.V. Starr Center for Corporate Governance ● Asian Institute of Management)
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Systems and Controls
Six items in the survey pertained to
the company’s systems and controls
for detecting, investigating, and
penalizing misconduct or other
unethical behavior. Responses to the
test statements of “strongly agree”
ranged from 65 to 91 percent.

Board Practices
Eight items focused on board practices. The test statement, “Members
of the company’s board of directors
understand and take seriously their
fiduciary obligation to always act in
the best interest of the company,”
received the highest percentage of
“strongly agree” responses (94 percent). The test statement, “The
company’s board of directors has a
succession plan for when the current
CEO retires or is terminated,”
obtained the lowest percentage (42
percent).

(Source : The Hills Program of the Ramon V. del Rosario, Sr. – C.V. Starr Center for Corporate Governance ● Asian Institute of Management)
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Commitment to Corporate
Governance
Four survey items dealt with the
company’s commitment to good
corporate governance and the
internalization of the underlying
principles of good corporate governance among employees. The test
statement, “The company is committed to implementing good corporate governance practices,” received
the highest percentage of “strongly
agree” responses (98 percent). The
statement, “The rank and file
employees of the company have
internalized the values underlying good corporate governance,”
obtainedthe lowest percentage (35
percent).

Effects of Corporate
Governance Practices
Four items sought information relating to the respondents’ perceptions
on the effects of their respective
company’s corporate governance
practices on the company’s corporate culture, operations and
performance, and relations with
outside communities. Responses to
the test statements of “strongly
agree” ranged from 69 to 78
percent.
(Source : The Hills Program of the Ramon V. del Rosario, Sr. – C.V. Starr Center for Corporate Governance ● Asian Institute of Management)
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PSE: “Maharlika Board would provide a clear signal from the Philippine market of its commitment to improved corporate governance in the business sector”

Philippines to delay launch
of listing segment for
companies with higher corporate
governance standards
In September 2011, Philippines was supposed to become
the first country in Asia to implement a special corporate
governance-based listing segment on its stock exchange (PSE).
The Maharlika Board was designed for companies that adhere
to higher corporate governance standards than required by
the general listing rules. It drew inspiration from the highly
successful Novo Mercado, launched in 2000 by BOVESPA,
Brazil’s stock exchange. At the end of September, however,
the Philippine Stock Exchange Board deferred the launch,
without announcing the new schedule.

P

hilippine Stock Exchange President and chief executive
Hans B. Sicat said in an interview to Business World that
the deferment was aimed to improve the “quantity” and
“quality” of companies that would comprise the listing.
In 2009, PSE requested the Global Corporate Governance
Forum to provide technical assistance in the design and
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launch of Maharlika Board. The Board
was developed with strong input
from various stakeholders. In March
2011, for example, the PSE, the Institute of Corporate Directors (ICD) and
the Forum hosted a Business-Investor
Dialogue to discuss the merits of the
Maharlika Board, with participation
by the Securities Commission, international investors, senior business
leaders, industry associations, academia and underwriters.
The international investors emphasized that corporate governance is
a discrete but critical criterion in their
investment allocation, and that the
Maharlika Board would provide a clear
signal from the Philippine market of its
commitment to improved corporate
governance in the business sector.
The initial target for prospective listings were mid-sized companies seeking
an IPO. The migration of existing listed
companies would likely follow over
time. The listing criteria include a 30%
minimum public float and at least three
independent directors nominated by minority shareholders.
In an interview to Malaya Business
Insight, Forum’s Head Phil Armstrong
said, “I suppose it’s fair to say we are a
little disappointed with the delay, but
we understand that it’s a new concept, and it’s going to take some time
for the market to understand it. (…)
The Maharlika Board is intended for
companies that will gain some market
advantage by listing their shares.”
The Forum mission to Philippines
in October 2011 discovered that,
despite some misgivings, there is a
strong market interest in the idea.
The Forum is encouraging the PSE to
approve the Maharlika Board Listing
Rules by early 2012, given the significant regional and international interest and positive signaling effect it will
have on the market. n
(Global Corporate Governance Forum –
October 18, 2011).
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Value of audit reaffirmed
A survey of audit committee chairmen, commissioned by ACRA and carried out by ACCA
reveals that the traditional model remains vital to corporate governance

In the debate over the value
of audit, the role of the audit
committee has assumed great
importance internationally.
ACs play an important role in
the governance and oversight
of companies; establishing
good internal controls and risk
management systems as well
as delivering quality financial
reporting. AC chairmen are
therefore uniquely positioned to
assess the value of audits and their
views have formed the basis of an
important study, commissioned
by the Accounting and Corporate
Regulatory Authority (ACRA) and
conducted by ACCA.

T

he survey, The Value of Audit:
Views from Audit Committee
Chairmen, explored the perceptions of 17 AC chairmen of listed corporations about the value and quality of external audits; the expectations
and level of engagement they expected
from auditors; their recommendations
on how the current audit environment
could be improved to enhance the value of audits; and the future potential
for the profession in delivering nonaudit services.
Findings and expectations
There was broad consensus that the
external audit is regarded as extremely
valuable by AC chairmen, predominantly for the assurance it brings them
that the financial statements prepared
by management present a ‘true and
fair’ view of the company’s financial
position and results to its shareholders.
This benefit was variously described

Joseph Alfred: Present a ‘true and fair’
view of the company’s financial position
and results to its shareholders.

as ‘assurance’, ‘protection’, ‘comfort’
and more imaginatively, allowing AC
chairmen to ‘sleep at night’. This assurance is critical in assisting AC chairmen
to meet their corporate governance
responsibilities and statutory duties under the Companies Act.
‘…they assure us that everything
we present to the shareholders, the
numbers, we can present with confidence’ – AC chairman
The chairmen did not have significant concerns about the quality of audits, which were conducted mainly by
the Big Four accounting firms. They are
willing to pay reasonable audit fees for
audits that are professionally executed
and meet their expectations. However,
they expected substantial involvement
by the audit engagement partner in
the audit. They also expected that the
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audit plan and a realistic fee estimate,
based on the scope of work outlined in
the plan, would be discussed with the
AC upfront.
They expected the audit firm to
have deep expertise in the relevant
industry and member firms to transfer international technical expertise,
where relevant, to the local engagement partner. A number of chairmen
noted that expertise was not transferred effectively. One expected that
for significant new client engagements
in specialised industries, for which the
firm has no local expertise, knowledge
transfer should be effected by having
foreign experts in Singapore instead of
just access to an international technical
helpdesk
They also expected auditors to address risks and concerns when dealing
with subsidiaries in emerging countries
in group audits. Audit work should be
designed to increase the likelihood of
identifying material misstatements in
the financial statements arising from
non-compliance with laws and regulations, particularly in emerging economies in group audits.
The chairmen found value in the
auditor’s professional scepticism, ie
when auditors ‘spoke their mind’, and
asked relevant questions that would
bring up pertinent issues, especially
during changing business conditions.
However they felt that scepticism
should be expressed in a professional
and not confrontational manner.
‘We want a partner that speaks his
or her mind if there is something not
right or if there is a disagreement. They
don’t have to be rude or offensive but
they should tell us if they don’t agree

expert opinion
or if he or she sees something which
may cause a problem maybe not now
but in the near future.’ – AC chairman
Some chairmen felt that the external auditor’s letter to management
(often referred to as the ‘management letter’) was of more practical
value than the auditor’s report. They
felt that it brought issues to their attention which may otherwise have
not been dealt with at that level. In
fact, they requested management
letters that were not too ‘watereddown’ or moderated, so that they
could have a comprehensive and accurate report of the situation on the
ground. They also found feedback
on management’s finance team useful, particularly with regards to the
finance team’s competence, level of
cooperation and assistance, and any
understaffing conditions.
‘The auditors are my eyes and ears
on the ground…’– AC chairman
They appreciated early warnings
from auditors on new and proposed financial reporting standards, as well as
an analysis of their impact on the company’s financial statements.
‘…we want firms to tell us ahead
of time if there is a new accounting
standard or potential issue. We don’t
want surprises.’ – AC chairman
Most chairmen did not expect auditors to advise them on business strategies and preferred auditors to focus on
core assurance services.
‘Being able to audit the company
is different from being able to run the
business… We challenge them in their
area of expertise; not in running the
business.’ – AC chairman
But they did believe audit firms and
the accountancy profession at large
had the expertise and skills to potentially provide a range of specialised
non-audit services, with proper regard
to applicable independence rules.
These included advice on corporate
governance structures and processes,
risk management systems, corporate
finance advisory and mergers and

“We want a partner that
speaks his or her mind if
there is something not right
or if there is a disagreement.
They don’t have to be rude
or offensive but they should
tell us if they don’t agree or
if he or she sees something
which may cause a problem
maybe not now but in the
near future”
acquisitions work; as well as due diligence reviews.
Some chairmen thought that auditors have become more risk-averse due
to liability issues and felt that the full
potential value of the audit was not being realised because of this.
‘Threat of litigation is an obstacle
to the value of audit.’ – AC chairman

Conclusion
The findings of this survey clearly confirm that the most significant value
that AC chairmen receive from external audits is the assurance it provides
- a benefit that is generated from the
traditional audit model.
To this extent, it can be concluded
that the traditional model is not broken
and continues to fulfill a critical role in
the financial reporting value chain and
the corporate governance framework.
It must nevertheless be realised that
the value derived from the audit is also
a function of its quality.
This quality can only be achieved
when audit firms devote sufficient time
and effort to ensuring that the audit is
carried out in accordance with the many
requirements in the relevant standards.n
The Value of Audit: Views from Audit
Committee Chairmen is available from www.
acra.gov.sg

KEY FINDINGS
1. The external audit is regarded as extremely valuable by AC chairmen to
meet their corporate governance responsibilities.
2. Almost all AC chairmen believed that the most important criterion for the
selection of the auditor was the engagement partner’s expertise, knowledge of the company’s industry and business and an informed audit team
with international reach.
3. Chairmen indicated that their auditors currently met all their key expectations and had no issues with the quality of audits.
4. AC chairmen want auditors to be independent and ‘speak their mind’.
5. Chairmen want auditors to highlight early and upfront the impact of
changes of new Financial Reporting Standards on the financial statements.
6. Chairmen are willing to pay reasonable fees for quality audits, and keeping fees low was not their principal objective.
7. The management letter was particularly important to AC chairmen, who
might not otherwise be informed of the weaknesses highlighted in it.
8. AC chairmen find auditors’ feedback on areas such as the quality of the
management’s finance team and the competence and co-operation of
staff, particularly those in foreign locations, useful.
9. Auditors’ liability and its impact on realizing the full potential value of
audit is a key problem that needs to be addressed.
10. Most AC chairmen did not expect auditors to advise them on business
strategies .and preferred auditors to focus on core assurance services.
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• By David Wildman
agents, suppliers, or third party agents
for the same firm could be innocuous.
It could also however, suggest the possibility of bid rigging, price fixing, inflated
supplier costs or other opaque, non-competitive behavior.
Comparison of other data such as
financial and accounting records should also be areas for
ent recently requested checks
concern. Kroll has identified
on a Chinese company and
instances where the balance
its three principals. Research
sheets and income stateinto one of the principal’s unments from some companies
covered two media references
have been inconsistent with
pertaining to bribery, committhe respective figures filed
ted in the same city, yet with
with the corporate registraanother company. Research in
tion records; whilst tax and ficourt databases yielded no relnancial reporting conventions
evant information, but often in
in certain jurisdictions may
many jurisdictions such records
result in variances, some of
are incomplete or not publicly David Widman: “The
the discrepancies noted have
available. Local inquiries sub- screening needs to start
been significant and would
sequently, confirmed that the with a base level review
principal in question had in- and diligence to identify indicate that at least one set
of records may require further
deed been found guilty in the red flags”
clarification.
earlier bribery case.
In addition to revealing red flags, venComparison and reconciliation of indor screening may provide sound business
formation provided by vendors and busigrounds to revisit supplier relationships or
ness partners is another important way
renegotiate service level, delivery times,
to identify possible trouble. In addition
payment schedule or warranties. In one
to requesting copies of records such as
case, Kroll identified a situation where the
company registrations or relevant licenses,
client’s third party vendor - a supplier of
compliance questionnaires should ask promedical equipment was actually a railway
spective partners and suppliers to disclose
industry company, which was a subsidiary
other company and business interests.
of another railway operator. Although its
Missing documents and unanswered quesparent company did hold a trading permit
tions are potential red flags. The checks
for medical equipment, it remained an oband research can be sequenced based on
vious question whether it had the requisite
key risk variables, and a more in-depth diliexpertise, customer networks and capacity
gence can be conducted when there is a
to service the medical equipment client’s
higher likelihood of exposure. In one case,
business needs effectively.
Kroll established through records analyPrudent and reasonable vendor
sis that a person, described to our client
screening can reveal not only past inas the legal representative and 1 percent
stances of fraud but also that partners may
shareholder of the vendor company, was
not have first point access to markets, suin fact a 90 percent shareholder and legal
perior products, technology, or networks.
representative of another, similar business
As such, a robust program can both adin the same industry. Further research redress anti-corruption, fraud and collusion
vealed that the companies had jointly parrisks while also identifying key areas where
ticipated in a bidding project a year earlier.
business partnerships and synergies may
A failure to reveal interests in multiple
be improved. n
companies that are vendors, distribution

Third Party Vendor Screening:

Compliance as a route to
a better business
C

ollusion, fraud, and corruption often
flourish where victims are at an information disadvantage. Due diligence may
involve checking voluminous records in foreign languages and jurisdictions, so companies which rely on partners, intermediaries and agents dispersed along global
supply chains face numerous vulnerabilities. Effective third party vendor screening
can identify past involvement in fraud and
corruption by external parties and the benefits may go further, in identifying improvements to a company’s value chain. These
can include culling dormant suppliers, reconciling related or affiliated companies and
identifying partners whose business capacities or competencies may not actually be
in line with your company’s needs.
While a wide ranging forensic analysis of every business partner is obviously
impractical, a failure to make reasonable
and prudent inquiries about third party
vendors may leave a company vulnerable
to allegations of negligence and potentially liable under American, British and
other countries’ anti-corruption legislation. As such, a company needs a systemic program that can segment the various
risks that may be inherent with various
vendors, suppliers and/or partners and
importantly, provide an auditable defense
should a regulatory action regarding one
of the vendors ever arise.
The screening needs to start with a
base level review and diligence to identify red flags. Furthermore it may include
consultation along a wide spectrum of
multi-lingual media, Internet-based data
and official records. Such information
ideally should be complemented with inquiries in and knowledge of the relevant
local areas, business environment, and
industry circles. For example, a Kroll cli-
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S ustaina bili ty

• By Robert G. Eccles and George Serafeim

Leading and lagging
countries in contributing to
a sustainable society
To determine the extent to which
corporate and investor behavior
is changing to contribute to
a more sustainable society,
researchers Robert Eccles and
George Serafeim analyzed data
involving over 2,000 companies
in 23 countries. One result: a
ranking of countries based on the
degree to which their companies
integrate environmental and
social discussions and metrics in
their financial disclosures.

T

o what extent companies contribute to a sustainable society
is a question increasingly important, not only to the companies
themselves, but also to investors,
the countries they do business in,
and civil society in general. But it is
a difficult question to answer, with
standards just now emerging in the
form of “integrated reports” that
help companies disclose corporate
sustainability efforts just as they do
financial data.
Are these efforts yielding results?
We wanted to determine the extent
to which corporate and investor
behavior is changing. We did so by
analyzing data from more than 2,000

George Serafeim

Robert G. Eccles

“Sustainable strategies for
a company that contribute
to a sustainable society for
all of us increasingly depend
on a mutually reinforcing
relationship between
financial and nonfinancial
performance”
companies in 23 countries, and then
ranked those countries based on the
degree of integration of corporate
environmental and social performance with financial performance.
On the investor side we looked at
the number of times investors accessed environmental and social data
on Bloomberg terminals and ranked
countries based on the number of
“hits,” accounting for the size of
each country’s capital market. We
also developed a call to action to spur
greater global sustainability practices.
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Integrated reporting advances
Integrated reporting is an emerging
management practice that involves
the integration of a company’s required financial report with its voluntary (except for a few countries)
corporate social responsibility or sustainability report. Sometimes referred
to as One Report, integrated reporting is the combination in a single
document of the material measures
of financial and nonfinancial--environmental, social, and governance
(ESG)--performance and the relationships between them. Sustainable strategies for a company that
contribute to a sustainable society
for all of us increasingly depend on
a mutually reinforcing relationship
between financial and nonfinancial
performance.
Integrated reporting is about
more than a document. It is also
about a more integrated company
website that leverages the Internet to
provide detailed information, along
with analytical tools, that is of interest
to shareholders and other stakeholders. The Internet can also be used to
increase the degree of dialogue and
engagement with all stakeholders. Integrated reporting is as much about
“listening” as it is about “talking.”
Since integrated reporting is
still in its early stages, just what it
means to issue an integrated report
is not yet well defined. At least five
US companies--AEP, KKR, Southwest
Airlines, Pfizer, and United Technolo-

S u s ta i n a b i l i t y
gies Corporation--declare that they
practice integrated reporting. Natura, Novo Nordisk, and Philips are
acknowledged leaders in integrated
reporting and have been doing so for
at least three years. Approximately
270 companies using the Global Reporting Initiative’s G3 Guidelines are
self-declared integrated reporters.
As of March 1, 2010, approximately
450 companies listed on the Johannesburg Stock Exchange must file an
integrated report or explain why they
are not doing so.
These numbers, while small relative to the total number of publicly
listed companies in the world, show
that interest in integrated reporting
by companies is rising. This suggests
that efforts to develop a framework
for integrated reporting, such as
the current initiative of the International Integrated Reporting Committee (IIRC), will be welcomed by the
corporate community, since such a
framework will give useful guidance
to a management practice that is already happening.
Integrated reporting represents a
significant change in corporate behavior, since it requires a more holistic
view regarding financial, natural, and
human resource allocation decisions,
and the interdependencies between
them. It also means taking a longerterm view, since improved financial
performance from better use of natural and human resources usually isn’t
reflected in the next quarter’s earnings. Thus integrated reporting requires a change in the behavior of investors: They must take a longer-term
view and more explicitly incorporate
ESG metrics into their financial models, thereby transforming them into
business models.

“In order to determine the
extent to which investor
behavior is changing, we
used data made available to
us from Bloomberg showing the number of times in
two quarterly periods that
investors accessed a long list
of environmental and social
performance metrics”

lyzed the state of integrated reporting in 23 countries. In collaboration
with Sustainable Asset Management
(SAM), we used its proprietary database of 2,255 companies and reports
by SAM analysts, who evaluated
whether key performance indicators
and narrative information regarding environmental and social performance were integrated with the presentation of financial information.

We then created an index ranking each country in terms of the degree of integrated reporting for each
of environmental and social performance, dividing the countries at the
median between High and Low. (We
created this index by taking for each
country the difference between the
percentage of companies that integrate both narrative information and
key performance indicators and the
percentage of companies that integrate neither one.)
In order to determine the extent
to which investor behavior is changing, we used data made available to
us from Bloomberg showing the number of times in two quarterly periods
that investors accessed a long list
of environmental and social performance metrics. Although six months
is a short period, the total number
of hits was approximately 34 million,
so we believe it is a robust measure
of investor interest. Of course, we
don’t know whether investors who
actually looked at these data make

Chart 1: Company Integration and Investor Interest in Environmental

Performance

The state of integrated reporting
In order to determine the extent to
which corporate and investor behavior is changing to contribute to
a more sustainable society, we ana-
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investment decisions based on them,
but we believe it is a reasonable assumption that investors who take an
interest in ESG data are more likely
to integrate that data in their investment decisions. We created an index
ranking based on the number of hits
controlled for the total stock market
capitalization of all listed companies
in each country, dividing countries at
the median between High and Low.
Sustainable or unsustainable?
Based on this analysis we were
able to classify countries, for each
of environmental and social performance metrics, into the following
categories:
• In Sustainable countries--such
as Germany and the United Kingdom--there was a high degree of integrated reporting by companies and
a high level of investor interest in the
respective nonfinancial performance
metric. Companies and investors in
these countries are on the vanguard
of integrated reporting and should
continue to exercise leadership in order to help create a more sustainable
global society.
• In Unsustainable countries-including China, Hong Kong, and
South Korea--there was very little integrated reporting by companies and
very little interest by investors in nonfinancial performance metrics. These
countries need a regulatory shock in
order to break out of the equilibrium
they are in. Because neither investors
nor companies are paying much attention to ESG issues, it is unlikely
that market forces will be sufficient
to generate a change in behavior.
• In Sustainable Companies countries--such as Brazil, South Africa,
and Sweden--there is a high degree
of integrated reporting by companies
but very little interest by investors in
nonfinancial performance metrics.
Companies in these countries need to
educate investors on the importance
of nonfinancial metrics in evaluating

Chart 2: Company Integration and Investor Interest in Social Performance

“An important point to note
about these rankings is that
they are a relative comparison of countries. They do not
measure the degree to which
different countries contribute to a sustainable society
in an absolute sense”

company performance and making
investment decisions. Investors can
leverage experiences from investors
in other countries and learn emerging practices on ESG integration and
engagement.
• In Sustainable Investors countries--such as India, Japan, and the
United States--there is very little integrated reporting by companies but a
high level of interest by investors in
nonfinancial performance metrics.
Investors in these countries need to
demand more integrated reporting
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by the companies they invest in.
Companies need to actively engage with various stakeholders and
identify and report in an integrated
way the material ESG topics for their
business.
An important point to note about
these rankings is that they are a relative comparison of countries. They do
not measure the degree to which different countries contribute to a sustainable society in an absolute sense.
Even the countries that rank high on
the indices might still have a lot of
work to do to effectively engage and
address the environmental and social
problems they are grappling with. n
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• John Boudreau and Ravin Jesuthasan

Transformative HR:

How great companies use
evidence-based change for
sustainable advantage
John Boudreau and Ravin
Jesuthasan share their insights
on how evidence-based change
in HR can bring about sustainable
advantages for an organization

I

an imprecise art form or an intuitional
process, but a rigorous science based
in metrics that tie to strategy at the
highest levels. Pursuing the path of evidence-based change takes a great deal
of courage, a willingness to risk. Without the leaders’ courage, these innovative changes could never be achieved.
Further, in each case, they reached way
beyond the confines of “We’ve always
done it this way!” to look at the evidence, then make business-minded
choices that put these entirely new
processes into action. Finally, they each
reached far outside their boundaries
to entirely new ways of thinking. They

n our studies of effective talent management across a wide range of successful organizations – many in the
Fortune 50 – we discovered basic principles at the heart of the best practices
being implemented.
Common to all these organizations’
success in redefining HR were five basic
principles: Logic-Driven Analytics; Segmentation; Risk Leverage; Integration
and Synergy; and, Optimization. Evidence-based
change – the mindset
and approach to making
HR decisions – combines
these basic principles with
a robust change management process. The result
ensures a sustainable
competitive advantage for
the organization, through
more effective talent decisions and practices.
The leaders in these
companies
possessed
common characteristics
which helped them to
develop such far-seeing
interventions and put
them into practice: First, John Boudreau: The result ensures
they recognized that tal- a sustainable competitive advantage
ent management is not for the organization.

brought in outside experts when needed, and they used mindsets that went
beyond the boundaries of HR. Their
courage, business-mindedness and
boundaryless thinking brought sweeping, effective change.
Where and how these leaders applied the principles varied as much
as the companies themselves. Most
companies used all five to bring about
change.

Here is only a sampling of those
applications:
Logic-Driven Analytics: one diversified
financial services company had to reinvent itself, having suddenly been spun off from its
parent. Strategic elements
like payroll, talent management and rewards,
even benefits and a call
center, were gone. HR’s
role had to change from
responding to whatever
individual transactions its
internal customers wanted, to aligning itself with
the business at the top.
Their task: to re-create all
the elements that were
cut off. Using logic-driven
analytics, HR and senior
management targeted the
right issues, got the metrics, acted on them and
Ravin Jesuthasan: Pursuing the
measured the effect. They
path of evidence-based change
also used Segmentation to
takes a great deal of courage.
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Case Study:

Shanda Interactive Entertainment, Ltd.
Shanda is a gaming company with
a unique approach to talent management that achieves integration
across HR functions and across business units. As you read the following
case, notice how the idea of applying
the powerful community- building
power of an online game fostered
a natural environment for exploring
and discovering where HR programs
could work together. As a result,
important organizational outcomes
were created, and individual organizational units found themselves able
to collaborate in creating a degree of
success that was greater than what
they could have achieved alone. Notice as well how shared data, the involvement of top leaders, interwoven
HR programs, and the use of frameworks from other functional areas all
combined to create a unique example of synergy through integration.
The Talent-Management Game
In China, with society undergoing
extraordinary change in the past few
decades, organizations now seek
new ways to compete for talent and
get the best from their people. The
world of young
Chinese contrasts sharply with the
one their parents grew up in and is
vastly different even from the China
of ten years ago. At a time like this,
suitable management models to copy
may not exist, and so there is fertile
soil for creating something new.
Shanda Interactive Entertainment is one of China’s largest operators of online games. It also operates an online movie, literature,
and music business. With nearly half
a billion registered accounts, at any
time an average of more than a mil-

lion people are online playing AION,
Dungeons & Dragons, The Sign, or
other Shanda games. Given the nature of its businesses, it is not surprising that its employee population
is young— the average age is just
twenty-four. What is the best way to
inspire, direct, and reward employ-

ees so young? How can they be retained when the growing economy
presents unlimited temptations to
join another firm? Shanda invented
an unusual solution.
Understanding the Talent
Segment
Normally when an organization
thinks about talent segmentation,
it makes distinctions within its own
workforce, such as distinguishing
the needs of workers in one region
from those in another. In Shanda’s
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case, it was more about understanding how its workforce differed from
those around them. We think of this
as supply-side segmentation.
Think for a moment about other
talent segments that might exist in
China and serve as the model for
talent-management policies. There is
an older generation immersed in
the more traditional bureaucracy
of the state-owned enterprises.
There are the masses of poorly
educated workers deployed in
huge factories.
There are people who grew
up in hardship and struggled
for a better life. None of these
groups has much in common
with the hip, tech-savvy, well-off
generation of young employees
driving Shanda’s success.
What is this talent segment like? Shanda recognizes
that they want transparency,
independence, and opportunity. They want excitement. For
them, life is a little like the online
games they grew up on—full of
adventure, opportunity, and instant rewards. In fact, online
games are just as extraordinary
a phenomenon in China as they are
elsewhere in the world. Young people put enormous effort into mastering the games, toiling long hours to
solve problems and overcome challenges. They often work as teams
and pay hard-earned money to play.
Maybe it was not surprising that a
game company realized that if its
young workers were extraordinarily
motivated by games, then a talentmanagement system totally integrated around game-based concepts was
the way to go.

expert opinion
Game On
Founded in 1999, Shanda grew rapidly. But while its games were innovative, its HR systems remained
traditional. The systems were not
especially effective, and they did not
seem well suited to a generation of
young employees who wanted more
control over their own development.
In 2007, Chen Tianqiao, the company’s chairman, CEO, and president,
wondered why an employer could
not engage employees’ passion for
their work the same way their passion was engaged by online games.
He was struck by the fact that Shanda paid people well and they still left
the company, whereas when it came
to Shanda games, players were paying Shanda, and it was hard to drag
them away from the games. If games
are built on a point system, and players are motivated by the challenge of
the gaming environment, maybe that
same experience could provide the
foundation for an integrated talentmanagement scheme. Chen based
his game approach on three keywords he felt reflected the value and
nature of the experience of working
at Shanda: humanity, joy, and harmony. While these terms may seem
odd choices to an American or European, they tie to deep cultural roots
that still resonate with his young
workers. Humanity refers to the individual’s experience of working at
Shanda, where people should treat
each other well, in a spirit of common humanity. Joy comes from the
pleasure of an employee’s applying
his or her skills to valuable Shanda
projects. And harmony would come
from the collective joy of all individuals working in concert with each other as virtual teams throughout the
company. Talent management would
be built around accumulating points,
but these cultural anchors reminded
people that something more impor-

“Contributing to important
goals allows employees to
earn more EXP than they
would get from working on
less important goals”

tant was at stake than just doing well
at the game.
How a Game Delivers Integration
and Synergy
Chen’s concept of bringing ideas
from the world of online games to
the world of talent management was
thrilling, but how on earth could it
be done? The key step was to think
in a more granular manner about

work than we are used to. Traditionally, we think in terms of jobs and annual appraisals of how those jobs are
done, with talent-management and
reward systems aligned to those appraisals. But games do not work on
some long-term assessment of how
the player is doing; players get points
based on achieving certain tasks. The
heart of the Shanda talent-management system is to award points for
the ongoing, day-to-day achievement of tasks, with management ensuring that individual tasks align with
their strategic priorities and the work
required to run the company on a
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day-to-day basis.
Shanda employees are awarded
ordinary experience points (EXP)
based on daily performance of their
main jobs, and extra EXP based on
additional accomplishments. They
earn these extra points by joining
an existing project, initiating a new
project, taking on some additional
tasks, or contributing to various
kinds of knowledge sharing to enhance the collective capability of the
organization.
The number of points that can
be earned from these extra projects
is set by a committee that ensures
all projects align with the company’s
business plans and priorities. Higher-value projects earn more points.
Here we have a function–alignment
of an individual’s work with company goals–normally performed by the
performance-management system,
but at Shanda it is simply built into
the game. Contributing to important
goals allows employees to earn more
EXP than they would get from working on less important goals.
Employees can also lose points
if they do their work badly or make
mistakes. And if they lose enough
points, it will affect their pay. This
may seem harsh, but this penalty
is soon over with–employees do
not wait all year for a performance
review, worrying that one misstep
will color their whole appraisal–
and they have an opportunity to
take on a new project and earn
those points back.
If employees get enough points,
they get to move up a level, just as
they would in a game. There are one
hundred levels, and so there can be
a lot of “promotion in place,” with
people moving up a salary level without necessarily moving into a different job. More significant career
moves, such as moving from a senior
technician to a professor, or a man-
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ager to a vice president, must be approved by an assessment committee.
Moving up a game level drives a
pay increase currently set at around
20 percent. The game is designed so
that a good junior employee should
be able to go up a level in one year
simply based on his or her ordinary
EXPs. Just as in a game, the effort
to go from one level to the next
gets harder as the employee moves
higher up the ladder. Here we have a
system of annual increments, as well
as the notion of progressing up a job
ladder, falling out as a natural result
of the EXP system.
Unlike the virtual world where
almost anything is possible, there
are some constraints on the talentmanagement game at Shanda.
Points to be earned and distributed
are not unlimited. Every department
has a points budget, and the allocation of points is based on a committee review–a process seen by employees as far better than one where
rewards and development are based
on the subjective opinion of just one
manager.
What is remarkable about this
system from a talent-management
perspective is that the gaming environment and the mathematical
elegance of the point system mean
that employees’ pay, development,
knowledge sharing, and citizenship
behaviors are all translated into the
common currency of game points.
The trick to effective integration is
to set up the point system and its
surrounding governance structure
to keep everything in balance, motivating appropriate attention to basic
performance while also encouraging
growth and citizenship. That way,
the pay system, development system, and performance-management
system more naturally work together
to create something more than the
sum of their parts.

“Every department has a
points budget, and the allocation of points is based on a
committee review–a process
seen by employees as far
better than one where rewards
and development are based
on the subjective opinion of
just one manager”

Contrast this to how often organizations have poorly connected systems where the reward system might
actually discourage knowledge sharing, or work on projects outside the
employee’s standard role is ignored
when it comes time to appraise performance.
For employees, the transparency
that this system provides allows them
to plot how to advance their career.
Each employee’s home page on the
company intranet allows them to
tell at a glance what projects they
have completed, what projects are
still pending, and what they have to
achieve to qualify for the next level
of their careers, bonuses, or salary
increase. The process also naturally
brings high-performing employees to
the attention of management. One
employee moved up sixteen levels
in one year through the points he
earned. Shanda does not need a separate talent-management process to
spot this person as a high potential.
Keeping It Fresh
This program, which is administered
by only four people within Shanda’s
HR department, is like any other
game in that it needs tweaking every
now and then to keep it interesting.
Again, Shanda’s HR staff learns from
those who do it better than almost
anyone else in the world—their own
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game designers. The Shanda game
designers refresh their games once a
quarter to keep attracting customers,
and so HR finds new ways to keep
their own game fresh as well. New
challenges are announced quarterly,
such as assignments to write articles
or reports that would then be judged
by the Shanda community.
Shanda is now rolling out a game
version based on the idea of a virtual
city; every employee has a city of his
or her own. With each project or task
completed, the employee is awarded
some new virtual objects with which
to decorate his or her city. Buildings,
flower beds, trees, stars–anything
that could be seen in a city landscape could be an award for a job
well done. The more accomplished
the employee, the more lavishly outfitted the city is. Each city owner is
even able to express his or her own
mood of the day by deciding what
the city’s weather is. By scanning all
the cities from its own vantage point,
HR can see at a glance the overall
mood of the Shanda employees at
any given moment.
In talking about employees designing their own virtual cities, we
seem to have strayed a long way
from the familiar practices of talent
management. Yet it flows very naturally given the logic of online gaming and trying, element by element,
to create that same dynamic in the
workplace. Shanda is not afraid of
going where this logic leads them,
even if it is highly unconventional.
While the idea of virtual cities might
feel bizarre to a middleclass manager
in Manchester, it is absolutely a natural means of personal expression for
a tech-savvy twenty-something in
Shanghai. Shanda knows its talent
segment, and company leaders use
that knowledge to tailor an integrated talent- management system that
works for them. n
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work on their turnover of top performers while also remedying new-hire failure. Under extremely tight deadlines,
they met all their goals.
Segmentation: an interactive gaming company in China was eager to
attract, motivate and retain its exceptional, highly sophisticated game
designers. In their market, job opportunities abounded. The company’s
chairman, recognizing that gaming
was central to their lives, set up a talent management system that worked
like an interactive multiplayer game.
The system awards points for ongoing
daily tasks and extra points for additional accomplishments. This aligns the
individual’s work with company goals,
building it into the game. As they earn
enough points, they move up a salary
level. Allocated points are reviewed by
a committee, not just one manager.
Employees continue to stay engaged
and track what projects they complete
on their home pages on the company
intranet. This case will be further elaborated below.
Risk Leverage: it came into play
at a government strategic investment agency in Malaysia. This agency
sought to strengthen leadership development, not in any one company,
but for the nation as a whole. The
agency’s leaders identified leadership as a national resource, and they
set up a program to provide broader
experience to their high-potential
middle managers by moving leaders
between cooperating companies in
an exchange program. The goal was
to accelerate development of these
identified high potentials by thrusting them into an environment markedly different from their present job.
Their new role would last between
six months and two years. The talent
then would return to their original
company – with no poaching. Participating CEOs saw the program as
good for the firms, good for the individuals and good for the country.
This process risked organizations giv-

“By understanding the talent
pipeline, HR leaders and
their executive team could
have the right talent available
to fill business needs in the
right place”

ing up talent to other organizations:
Would they return? Would their experience be effective? After implementing the program, payoffs came
in terms of expanded skill diversity
and creation of a national leadership
resource. The organizations involved
found their talent did indeed return
and, further, got promoted sooner in
their original company. And the CEOs
who took the risk found that it had
paid off handsomely.
Integration and Synergy: one
global technology company realized
that large numbers of its workforce
were not fully deployed. Many sat on
the bench in one part of the world,
while other areas desperately needed skilled personnel. Viewing talent
management through the logical
framework of a supply chain, senior
management and HR built a system
to bring willing workers to where they
were needed. Part of the issue was
that a great many workers were contractors. By understanding the talent
pipeline, HR leaders and their executive team could have the right talent
available to fill business needs in the
right place. They needed global flexibility to find what capabilities were
available, move idle talent quickly
between countries and deploy them
either virtually or physically. They
developed a workplace database for
their global talent supply chain, and
created a result far more integrative,
synergistic and effective.
Optimization: sometimes getting
it right means doing things differently in different places. Optimization
is all about redirecting investments
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away from areas with low impact to
areas of higher value, based on the
evidence. One example is a hospital
where HR needed to rethink its egalitarian, across-the-board benefits. Rethinking led to the conclusion that,
while turnover in the cardiovascular
surgical unit was low, turnover in the
food service unit was very high. A
closer look at the root of these differences revealed that the food service segment provided entry into the
job market for low-skilled workers.
HR and senior management decided
that mentoring those workers to develop other skills for future positions
would be a more optimal investment
than offering pay raises. With training, these workers could move out
of food service to higher-level jobs in
the hospital, turning them into valuable long-term employees. Food-service turnover that fed the pipeline for
other hospital positions was worth
the costs. This way, food service provides the hospital with a more general talent pipeline. Optimizing investments and understanding the true
strategic nature of turnover provides
a best practice solution.
Our observation is that HR in these
companies transcended its earlier roles
of compliance, administration and service delivery to create true strategic
partnerships with senior management
and other leaders. HR can be successful
when it has evidence – logical frameworks and data – and applies them
to the most pivotal strategic change
efforts. Great companies often arise
out of crises by applying these five
principles to reinvent themselves. The
examples demonstrate that great commitment, courage, business-minded
thinking, reaching beyond boundaries
and hard work can result in successful
change. n
By John W. Boudreau and Towers Watson’s Global Talent Management Practice
Leader, Ravin Jesuthasan – authors of the newly released book, “Transformative HR”

C G sin ga pore

• By Dr Lawrence Loh

State of corporate governance in Singapore:

Need to uplift the baselines
Good corporate governance is critical to the development
of a thriving business hub and vibrant financial center. In
Singapore, corporate governance is a key pivot to foster
investments and growth. Indeed, its corporate sector has
been well developed and has attracted institutional and retail
investors from overseas and locally.
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C G s i n ga p o r e
Singapore has made
remarkable progress in corporate
governance over the past years.
In the latest ranking of 11
key economies conducted last
year by the Asian Corporate
Governance Association and
CLSA Asia-Pacific Markets,
a brokerage and investment
group, Singapore emerged
top, ahead of Asian business
powerhouses like Japan, Hong
Kong and Taiwan.
Improvements have been
noted in Singapore’s regulation
of corporate affairs particularly
in the areas of transparency
and accountability. The island
state is specifically recognized
for its institutional efficiency
and reputation as a trusted
location for commerce. The interoperability of its listed companies
with those in the international
arena has been facilitated by
its corporate governance. In
particular, it is easy for overseas
directors, especially those
from Anglo-Saxon countries,
to instantaneously be ready to
serve in the governing boards of
Singapore-listed companies.
Evaluating Corporate Governance
in Singapore
In Singapore, an annual published
ranking of corporate governance in
listed companies is the Governance
and Transparency Index (GTI). This Index is conducted jointly by the Centre for Governance, Institutions and

A noteworthy feature is the adjustment for bonuses and penalties which
adds or deducts points according to
specific criteria that push beyond the
basic requirements or bring down the
standards of corporate governance.
The maximum achievable total score is
143 points.

Dr Lawrence Loh: Corporate governance
is a means and not an end in itself.

Organizations (CGIO) of the National
University of Singapore (NUS) Business
School and The Business Times. The
project is sponsored by CPA Australia
and supported by the Investment Management Association of Singapore.
In the most recent issue of GTI released in July 2011, some 657 listed
companies were analyzed. These are
companies that released their annual
reports in the calendar year of 2010.
The GTI is aligned with the key domains
of the Singapore’s Code of Corporate
Governance, namely board matters,
remuneration matters, accountability and auditing, and communications
with shareholders. Under the shareholder communications component,
the GTI takes a broader perspective
of transparency and investor relations.
The Index also attributes premium to
companies that go beyond the Code
for good corporate governance practices, and relegates those that have
questionable issues and concerns.
The GTI framework, shown in Table
1, specifies the score breakdown for
the various categories of criteria. The
base score is a maximum of 100 points.
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Governance Performance of
Singapore Companies
The GTI has been built around the
Singapore’s Code of Corporate Governance. While it is observed that many
of the listed companies do fulfill the
guidelines of the Code, it seems that
only the bare minimums are subscribed
to. In fact, if a score of 50 points is
used as a baseline, only 8% of the
companies receive this score or more.
The average score for the GTI in
2011 is 31. This is compared to the
score of 33 attained in the previous
year. It appears that the standards of
corporate governance have remained
stationary over the previous year. This
may suggest that Singapore listed
companies have reached a plateau
in the level of corporate governance.
Such is the opinion also often felt by
local practitioners.
(a) Board Matters
The GTI study looks at key factors in
the board structure, selection and appraisal. 24% of the boards have a majority of independent directors while
15% have independent chairmen.
25% of the companies have appointed
lead independent directors. Amongst
the companies, 14% disclose all the
directorships in listed companies held
currently by their directors as well as
those over the preceding 3 years.
On average, nominating committees meet once a year (28% meet
more than once per year). Amongst
the nominating committees, 21%
have fully independent members,
while 74% have a majority, including
the chairman, which are independent.
The disclosures for the process

C G s i n ga p o r e
and criteria for director selection are
found in 20% and 15% of the boards
respectively. The disclosures of process
and criteria for director appraisal at the
individual director level are 11% and
36% respectively. At the board level,
the disclosures for process and criteria
for board appraisal are 30% and 60%
respectively.

“Companies should realize
that it is actually in their
very self-interest to have
in place solid frameworks
of corporate governance
that are serious and sincere
in increasing business
value and protecting the
stakeholders”

tween the notice for and date of the
annual general meeting is 18 days. Of
the companies, 3% disclose detailed
information regarding vote results at
this meeting.

Conclusion
The findings of GTI 2011 are very revealing of the corporate governance
scene in Singapore. They show that
(b) Remuneration Matters
corporate governance amongst listed
The GTI reveals that exact remuneracompanies in Singapore has remained
tions for the top 5 executives are disrather stable over the recent past. It is
closed amongst 2% of the companies.
also observed that companies tend to
For executive directors and non-exfocus on merely fulfilling the requireecutive directors, exact amounts are
ments of the Code of Corporate Govdisclosed in 5% and 7% respectively.
ernance. While the results are definitePerformance measures are disclosed
ly not benchmarks, they are indicative
in 17% of the companies. The framebaselines that have great potential to
work for non-executive director fees
be uplifted.
is disclosed in 6% of the companies.
On an overall country level, SingaOn average, remuneration committees
pore has performed well in corporate
meet twice a year.
governance. At the company level,
however, there is a need to continue
the journey of enhancement. Singa(c) Accountability and Audit
pore is revising the existing Code of
The GTI unveils that 56% of the comCorporate Governance. The new Code
panies have fully independent audit
is a timely step to bring corporate govcommittees, and 38% have all nonernance to the next level in Singapore.
executive members and independent
Even if the Code is based on a “comchairmen. 78% of the companies have
ply-or-explain” approach, setting new
the audit committee chairmen with firequirements and strengthening the
nancial backgrounds. In terms of risk
existing requirements is a significant
management, 9% of the companies
step forward to elevate the state of
disclose frameworks for managing
practice.
risks. Some 26% disclose key risks and
Companies should realize that it
20% disclose how risks are managed.
is actually in their very self-interest to
Of the companies, 75% have whistlehave in place solid frameworks of corblowing polices in place. On average,
porate governance that are serious and
audit committees meet 4 times a year.
sincere in increasing business value
Table 1
GTI Framework
and protecting the stakeholders.
(d) Transparency and Investor
Corporate governance is a
Relations
Maximum Score
means and not an end in itself. The
80% of the companies release the
Description
(Points)
desired outcome is indeed to serve
full year results between 51 to 60
Board matters
35
the interest of the company and all
days after the financial year ends
Remuneration matters
20
stakeholders. n
(the deadline set by the Singapore
Accountability and audit
20
Exchange is 60 days). Some 71%
Transparency and investor relations
25
have the latest annual report availDr Lawrence Loh is associate professor at
Base score
100
able on the company websites,
NUS Business School where he leads the
Adjustments for bonuses/penalties (+/-)
while 74% have a dedicated inGovernance & Transparency Index 2011
Overall GTI score
vestor relations link on the webproject under the Centre for Governance,
site. The average time gap beInstitutions and Organizations.
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saving sight worldwide

1.4 million children around the world
can only see their mother through their hands.

Seeing is sometimes the warmest sense of them all.
Support ORBIS, and join the battle against children’s blindness.
Together, we can open up their world.

Donation hotline: (852) 2595 2063 Website: www.orbis.org.hk

