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A toast to the Class of 2011

F

The Strongest Bank
in Indonesia

irst
irst of
of all,
all, let
let me
me congratulate
congratulate the
the members
members of
of class
class of
of 2011
2011 –– both
both the
the directors
directors and
and the
the companies
companies that
that
comprise
the
crop
of
the
best
practitioners
of
good
governance
in
asia.
You
are
truly
deserving
of
being
the
best
comprise the crop of the best practitioners of good governance in asia. You are truly deserving of being the best

2008-2009

in
in this
this field
field as
as you
you push
push the
the boundaries
boundaries for
for having
having the
the best
best corporate
corporate governance
governance practices.
practices. apart
apart from
from the
the familiar
familiar
names
on
our
lists,
let
me
welcome
the
new
awardees.
We
hope
to
see
more
new
names
in
those
lists
as
we
names on our lists, let me welcome the new awardees. We hope to see more new names in those lists as we go
go

The Most Trusted Companies
Indonesia Good Corporate
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The Best
Local Bank

Indonesian Most Admired
Knowledge Enterprise
(MAKE) Study

The Best Bank in
Service Excellence

2007-2010

2010

2010

2007-2008-2009-2010

forward,
forward, which
which is
is an
an indication
indication that
that we
we in
in asia
asia care
care more
more about
about corporate
corporate governance
governance even
even as
as wall
wall of
of money
money
continues
to
flow
into
the
region.
continues to flow into the region.
But
But the
the drive
drive to
to achieve
achieve the
the best
best corporate
corporate governance
governance practices
practices among
among the
the companies
companies in
in asia
asia remains
remains aa
challenge.
challenge. there
there has
has been
been spate
spate of
of allegations
allegations about
about how
how companies
companies are
are manipulating
manipulating their
their financial
financial statements
statements
or
or inflating
inflating the
the value
value of
of their
their assets,
assets, which
which have
have shaken
shaken the
the investor
investor confidence.
confidence. the
the presence
presence of
of well-known
well-known invesinvestors
in
those
companies
can
no
longer
be
seen
as
a
stamp
of
approval
as
they
could
not
prevent
some
members
tors in those companies can no longer be seen as a stamp of approval as they could not prevent some members of
of
C
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the
the management
management from
from going
going astray
astray so
so to
to speak.
speak.
in
thailand,
it
was
the
case
of
the
market
in thailand, it was the case of the market regulator,
regulator, the
the securities
securities and
and exchange
exchange commission,
commission, being
being in
in the
the news
news
on
on the
the wrong
wrong side
side of
of the
the governance
governance issue,
issue, which
which is
is unfortunate
unfortunate as
as the
the country
country has
has made
made great
great strides
strides in
in improving
improving
its
corporate
governance
standards.
its corporate governance standards.
Despite
Despite these
these setbacks,
setbacks, it
it is
is commendable
commendable that
that efforts
efforts are
are continuing
continuing in
in many
many jurisdictions
jurisdictions across
across the
the region
region to
to
adapt
to
best
international
practices.
the
philippines,
for
instance,
is
creating
what
it
called
the
Maharlika
Board
adapt to best international practices. the philippines, for instance, is creating what it called the Maharlika Board –– aa
trading
trading board
board for
for listed
listed companies
companies that
that exhibit
exhibit excellent
excellent corporate
corporate governance
governance practices.
practices. the
the aim
aim is
is to
to improve
improve the
the
1.4
million
children
around
the
world
attraction
of
the
philippine
equity
market,
not
just
for
domestic
investors
but
for
overseas
investors
as
well.
attraction of the philippine equity market, not just for domestic investors but for overseas investors as well.

can only asia,
see their
mother
through
their hands.
We
will
We wish
wish them
them the
the best
best to
to succeed
succeed and
and we,
we, at
at corporate
corporate governance
governance asia,
will continue
continue to
to be
be your
your mouthpiece
mouthpiece as
as
you
continue
to
scale
the
heights
of
the
best
practices
in
corporate
governance.
you continue to scale the heights of the best practices in corporate governance.
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Scandals shake investor
confidence as governance
reforms continue

which allow companies to list on
s the global financial marthe US exchanges without as much
kets settle down from the turbulence of
“What caught the attention in
regulatory scrutiny as an initial
2008, we’re witnessing a wave of prothese claims was the fact some
public offering. As part of its probe,
digious fund raising in this part of the
of these companies boast of
the SEC has suspended trading on
world. The equity and the bond markets
large and well-known hedge
some Chinese companies, questionare churning deals after deals as boring their truthfulness about their
rowers and issuers are tapping into the
funds and private equity firms
finances and operations.
massive liquidity that is sloshing across
as major investors”
But while the regulators are
the region. Even overseas companies
expected to keep the corporates in
are tapping into this pool of money that
check and toe the line and protect
is looking for good assets to buy.
investors’ interest, it is quite unfortunate that in Thailand,
But this plethora of fund raising is attracting a greater
the chairman of the SEC Vijit Supinit was forced to step
scrutiny because of recent scandals that have shaken the
down effective June 3 2011 amid a dispute over the govinvestor confidence. A number of recently-listed Chinese
ernance of a Thai shipping company.
companies, including those in the US,
Vijit, who had been the SEC chairare now under the spotlight as the
man since 2008, is said to have quit
authorities are investigating allegato prevent damage to the agency’s
tions of fraud. There were claims of
role as a market regulator.
falsehoods in the company’s financial
In view of this incident the SEC,
statements or inflating the value of
during a board meeting, has assigned
their assets. What caught the atits audit committee to consider two
tention in these claims was the fact
issues for the SEC board’s considersome of these companies boast of
ation: (1) the necessity to amend
large and well-known hedge funds
the SEC Governance and Code of
and private equity firms as major
Conducts; and (2) the necessity to
investors.
prohibit SEC board members from
Certainly, these seasoned and
holding positions in businesses in the
highly-regarded investors had made
capital market. Vijit, while he is the
their due diligence before putting
SEC chairman, is at the same time
their money into these companies
chairman of a publicly-listed steel
and their investments made it a sort
company and an independent direcof a stamp of approval for the other
tor at a publicly-listed bank.
investors to follow them and buy into these companies
This episode unfolds as Thailand has been making
as well.
significant advances in lifting its corporate governance
As a result, the US Securities and Exchange Commisstandards. Last year, according to the Stock Exchange
sion (SEC) has launched an investigation on some accountof Thailand, of the 15 state-owned enterprises and their
ing firms over their audits of Chinese companies whose
subsidiaries listed on the local bourse, 12 have earned the
shares trade in the US. The SEC has reportedly indicated it
highest level of corporate governance scores ‘excellent’ or
was examining accounting and disclosure issues regarding
getting over 90%. The corporate governance standards
Chinese companies that engaged in “reverse mergers”
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surprising that the country is straddling
of these firms, the exchange says, have
at the bottom of the rankings in Asia
continually improved, becoming more
“If rewards are retained by
in terms of good governance practices.
in line with the international practices.
a few while the risks are to
These in turn is being reflected in the
In the Philippines, the newly-inbe borne by many, this
equity market, which remains small
stalled chairperson of the SEC, Teresita
due to small volume of trading in the
Herbosa, has reiterated the importance will erode confidence in the
absence of big overseas investors.
of corporate governance among the
integrity of markets”
Some of the requirements for
listed Philippine corporates in order to
companies which want to join the
be competitive compared with their
Maharlika Board are raising the number of shares held by
neighbouring countries. She points out that corporate govthe public, as well as giving the retail investors a stronger
ernance is a worldwide undertaking, so the local corporates
voice by increasing the number of independent directors.
should not be contended in developing their own corporate
Meanwhile, a new organization of compliance ofgovernance principle. Instead, they should benchmark their
ficers in the country has established its own organization
standards with what is happening outside their shores.
called Good Governance Advocates and Practitioners of
In assuming her new role in May, Herbosa, says she will
the Philippines with the aim of instituting good corporate
improve the effectiveness of the SEC’s process for registragovernance standards in both
tion, record keeping and investigaprivate and public sector across
tions into errant companies. She
the country.
notes that the SEC should have
In Malaysia, the second Capiits own surveillance system to go
tal Market Master Plan (2011after unscrupulous companies and
2020), is putting more emphasis
individuals.
on governance issues in line
Over at the Philippine Stock
with the major challenges faced
Exchange, the regulator says that
by the country’s capital markets
it has capped the voluntary trading
in the aftermath of the global
halts as part of the reforms under
financial crisis.
the newly-elected board of directors.
The chairman of the SecuriThe changes are in line with its plans
ties Commission Tan Sri Zarinah
to increase investor protection and
Anwar notes the growth process
market activity.
requires the need for greater
Under the new rule which is
awareness and understanding of
now in effect after having been
the risks associated with investing
passed on May 11 this year, the
and there is a need to build the
trading halt will not last more than
capacity to manage these risks ap10 trading days unless the SEC and
propriately. Speaking at the launch
the central bank are involved in the
of the Plan in April, she says Marestructuring operations. Trading
laysia must learn from the lessons
halts were previously open-ended.
of past financial crises that growth is only sustainable if it
For instance, the information technology firm IPVG Corpois underpinned by a proper system of accountabilities and
ration implemented a trading halt from October 21 2008
governance. “Therefore, the hallmark of the market that
to January 27 2009 due to ongoing negotiations with an
we aspire to build is one that will be distinguished by the
investor group.
quality of its governance,” she adds.
Indeed, corporate governance advocates in the PhilipAnwar notes that markets promote risk-taking, by
pines are hard at work to improve the standards in the
spreading the gains and losses among market particicountry. Central to these efforts is the creation of the
pants who may have differing risk-return profiles. But it is
so-called Maharlika Board, or trading board for listed
important that everyone trusts that the risks and rewards
companies that exhibit excellent corporate governance
will be distributed fairly. She explains: “If rewards are
practices. The aim is to make the Philippines a more atretained by a few while the risks are to be borne by many,
tractive market, not just for domestic investors but for
this will erode confidence in the integrity of markets.
overseas investors as well.
Therefore, growth with governance is aimed at getting
Past incidents of stock manipulation and insider tradmarkets to work better for everyone.” n
ing have put the Philippines in bad light and so it was not
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Regulatory challenges
and opportunities
“Financial regulation is
also moving beyond
national borders and
beyond the soundness of
individual institutions”

M

y remarks will highlight some
of the major regulatory challenges and opportunities
confronting financial regulators globally, domestically in Hong Kong, and
the opportunities for Hong Kong’s securities market.
Global financial reforms
Post-Lehman, the world is a changed
place. Financial reforms are on an unprecedented scale and are being spearheaded and closely watched by the
G20 Leaders. The reforms aim to:
• strengthen the resilience of the global
financial system, and

• prevent the recurrence of a global financial and economic crisis as what
we saw in 2008.
Regulation is also extending beyond
the traditional boundaries of regulation
to include unregulated financial markets and products, such as over-thecounter (OTC) derivatives, and unregulated entities, such as hedge funds and
credit rating agencies (CRA).
Financial regulation is also moving
beyond national borders and beyond
the soundness of individual institutions.
In this regard, there will be:
• closer cross-border cooperation and
exchange of information among regulators for more effective supervision
of global financial institutions that
are systemically important;
• new focus on the monitoring, mitigation and management of systemic
risk; and
• national committees for the oversight
of overall financial stability.
Regulation is also becoming more
intrusive. You would have heard about
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measures to regulate bank remuneration and bonuses. At the national level,
the UK is consulting on banning the
sale of certain retail financial products.
The US “Volcker Rule” seeks to ban
proprietary trading.
The Dodd-Frank Act will overhaul
US financial regulation, although full
implementation will take quite a number of years. The EU proposals have
also attracted much debate, both inside and outside the EU, on reforms
such as the regulation of hedge funds
and short selling.
Naturally, there are concerns
whether the global reform agenda:
• would be able to maintain momentum
or would national priorities and industry lobbying slow down the process;
• would have unintended consequences, causing more harm than good;
• would be implemented evenly; if
not regulatory arbitrage would undermine the effectiveness of the reforms; or
• would stand the test of successful

A s i A N r e G u L At o r s
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implementation given the massive
resource implications.
Domestic regulatory reforms
Hong Kong is an international financial
centre, consistently ranked among the
top 3 of the world, and global players
are active participants in our market. It
is therefore important that regulators
remain vigilant to international market
and regulatory developments that have
an impact on the orderly functioning of
financial markets or that would change
the financial landscape.
Hong Kong’s financial system remained stable and continued to function without disruption during the
global financial crisis. However, the
Lehman episode in Hong Kong put a
spotlight on the selling practices of financial intermediaries as a result of allegations by investors of mis-selling by
intermediaries.
The Securities and Futures Commission (SFC) took the opportunity to
conduct an extensive public consultation on measures to strengthen investor
protection in 2009. The measures were
aimed at addressing the issues identified from the complaints of investors.
On the product side, we introduced
a new requirement for a summary
document setting out key features and
risks of products for investors. The document, known as the Key Facts Statement (KFS), aims to make it easier for
investors to understand and compare
different products.
Investors have given us positive
feedback on the KFS.
• We encourage the use of diagrams,
charts, graphs or other illustrations
in KFS where they may be helpful to
investors.
• On the risk side, we require a narrative approach rather than a risk-rating system.
• The KFS complements but does not
supplant the offering document for a
product.
The KFS came into force in June last
year, and Hong Kong is one of the first

Eddy Fong: the sFc plans to consult the
market on the regulatory regime by the
third quarter of 2011.

major international financial centres to
require product summary statements.
The EU introduced the Key Investor
Information Document last July, and
regulators in major markets are also
considering introducing summary documents.
We also introduced ongoing disclosure obligations throughout the life of
certain products, so that investors are
updated on material information on an
ongoing basis.
In addition, issuers and intermediaries would be required to provide investors with a cooling-off period. This
is to allow investors the opportunity to
cancel or unwind the transaction within
the first few days after investing in the
product.
We also emphasised that a product
must be “fair” to investors. In designing products, the needs of the investor
must be considered, and the payout
and design cannot be skewed one way.
On the conduct side, the SFC proposed enhancement to the “knowyour-client” process for intermediaries.
For example, an investor’s net worth is
not necessarily an indication of his or
her experience or sophistication in financial matters. So, where derivatives
are embedded in a product:
• We require intermediaries to assess
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the experience of their clients in investing in those types of products,
and
• When a client without knowledge
of derivatives wishes to purchase a
derivative product, the intermediary should warn the client about the
transaction and advise on the suitability of the derivative product.
Intermediaries are required to disclose monetary and non-monetary benefits they receive from product issuers
for distributing investment products.
Moreover, intermediaries are restricted from offering gifts in selling
products so that investors would not be
distracted from the features and risks of
the product being promoted.
On the side of investors, the challenge is investor education and investor responsibility. Investor education is
one of the pillars of our regulatory approach; the other two are to regulate
and to enforce. Informed investors,
who are financially literate and understand their rights and obligations, are
able to look after their own interests.
The SFC has launched a bimonthly
e-newsletter, InvestEd Intelligence,
which features articles on current market issues, popular investment products
and recent regulatory developments, to
provide investors with more comprehensive information about investing.
This is on top of our regular mass media, outreach and online programmes
for investors.
The Government has endorsed a
proposal for the establishment of an Investor Education Council to take up the
role of investor education across different sectors of the financial industry and
markets. This is an important initiative
to ensure a holistic approach in educating investors in a market where the intermediaries selling them the products
are regulated by different regulators.
As mentioned in the beginning of
my remarks, the global financial reforms have extended the scope of regulation to include CRAs and the OTC
derivatives market.

The SFC consulted the market on
the creation of a new regulatory regime
for CRAs (Type 10 regulated activity),
which received overall support from
respondents. The regime is expected
to be implemented in mid 2011, upon
completion of the relevant code and
legislative amendments.
The SFC will work with the Government, the Hong Kong Monetary
Authority, the Hong Kong Exchange
and Clearing Limited (HKEx) and relevant stakeholders to build a regulatory
regime for OTC derivatives markets.
The SFC plans to consult the market
on the regulatory regime by the third
quarter of 2011. The regulatory regime would cover:
• the reporting of OTC derivatives
transactions (interest rate swaps and
non-deliverable forwards at the initial
stage) to a trade repository and
• the clearing of standardised OTC derivatives transactions through an authorized central clearing party.
Opportunities for Hong Kong
Hong Kong has a robust and efficient institutional structure, regulatory
framework and market infrastructure
benchmarked to international standards. Together with its simple tax
structure, the rule of law and its openness, these are the hallmarks of brand
Hong Kong that have made Hong Kong
a successful international financial centre that has drawn the top financial and
professional firms of the world to set up
shop here and attracted investors from
around the world.
Our success also lies in Hong Kong’s
unique advantage. Hong Kong is part
of China – the economic powerhouse
of this century – but it operates under
its own systems. This combination has
made Hong Kong highly attractive to
international investors who like the
quality of Hong Kong’s institutions and
are excited by the “China story”.
Hong Kong has therefore been
ideally placed to play a pivotal role in
the Mainland’s gradual and pragmatic

“We also introduced
ongoing disclosure obligations throughout the life
of certain products, so that
investors are updated on
material information on an
ongoing basis”

opening up of its capital market from
the early stage of fund raising, to investing its surplus savings abroad and
participation of Mainland firms in Hong
Kong before venturing abroad.
Our cooperation with the Mainland
on its market opening has successfully
won the trust of international and institutional investors on one hand, and the
confidence of Mainland authorities, on
the other hand, to allow a fast growing
number of Mainland enterprises (first
the state-owned enterprises, then the
private enterprises) to list in Hong Kong.
• As at the end of February, 42% of
the total number of listed companies
is Mainland companies and they accounted for 56% and 48% respectively of total market capitalisation
and turnover.
• For the period of 12 months ending
September 2010, overseas investors
accounted for 47% of trading in the
cash market and institutional investors
made up 65% of the cash market.
The latest phase of the Mainland’s
“going out” strategy is now on the
internationalisation of the renminbi
(RMB), and Hong Kong has been chosen as the offshore centre for RMB. This
brings exciting new opportunities and
challenges for Hong Kong.
The rapid growth in RMB deposits
has expanded the opportunities RMB
investment products. In August last
year, the SFC authorized the first RMBdenominated fund for retail investors in
Hong Kong, followed by a second similar fund in October. The fund assets are
primarily to be invested in RMB-denom-
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inated debt instruments issued outside
the Mainland.
The SFC will continue with efforts
to raise investor awareness so that they
better understand the features and risks
inherent in RMB investment products.
To ensure industry’s readiness for
dealing in and clearing of listed RMBdenominated products, the SFC has
taken a series of actions to assist brokers, including testing their systems
with HKEx, opening RMB accounts,
setting up RMB credit lines and industry
briefings.
RMB products are potentially the
key to Hong Kong’s future development. Hong Kong is the offshore RMB
centre and the 12th Five-year Plan supports Hong Kong’s development as an
international asset management hub.
To sum up, I would say that the
international response to the global financial crisis has been quite robust, and
the ongoing global financial reforms
would have implications for the operations of intermediaries as well as the
approach to financial regulation and
supervision.
On the domestic front, the SFC has
introduced regulations to enhance investor protection. The code of conduct
has been revised to require intermediaries to minimise conflicts of interest,
properly assess the risk profile of clients
and ensure that derivative products are
suitable for their clients. We have also
expanded our investor education programme to provide investors more comprehensive information about investing.
Last but not least, the prospects for
Hong Kong’s further development as
an international financial centre look
very promising as the Mainland seeks
to internationalise the RMB. The SFC
will work with the Mainland authorities
and other regulators in Hong Kong to
make the RMB internationalisation a
success. n
speech at association of international
accountants annual Dinner
eddy Fong, chairman securities and Futures
commission Hong Kong 25 March 2011.

Building a Premium with Good Governance

Board of Directors of Metro Pacific Investments Corporation

M

etro Pacific Investments Corporation (MPIC) is one
of the premier conglomerates in the Philippines and
is the only one purely focused on Infrastructure. It
has, in partnerships with various entities, controlling
interests in some of the most promising infrastructure plays in the
country. All these investments are already the largest players in their
respective fields with substantial room for growth.
Maynilad’s concession for clean water distribution and sewerage
is the largest in terms of population and owes its excellent upside
to the approximately two million people within its concession that
have yet to be connected to its network. Meralco is responsible for
distributing over 50% of the electricity consumed in the country
and is leveraging its expertise, consumer knowledge and financial
strength to backward integrate into power generation. MPTC
operates and maintains more than 60% of the toll roads in the
Philippines and is looking to improve convenience of motorists
in Luzon and drive commercial traffic nationwide through the
connection of the Northern and Southern toll road systems in
Luzon through the heart of Metro Manila – this will reduce travel
time between the two toll road networks from an hour and a half to
approximately twenty minutes and allow commercial vehicles access
to the port area of Manila twenty four hours/seven days a week.
Finally, our Hospital Group is the only network of hospitals present
in all three major island groupings in the country and is looking to
further fill in its reach with targeted acquisitions of tertiary hospitals
nationwide.
All these businesses are, in one form or another, regulated by the
government. The regulation is in place to ensure an appropriate
level of service delivery of these basic services while rewarding the
operators with a reasonable return on capital. Our commitment to
Corporate Governance has been a key advantage in dealing with the
Government, the public and our shareholders.
In dealings with Government, our reputation as a good private
sector partner has given us opportunities to bid and win projects,
negotiate in good faith with regulators for tariff adjustments in
our various operating companies and provide feedback on policies
related to infrastructure development of the Country.

With the public, we have embarked on a campaign through our
investee companies to inform them of the resources necessary to
deliver the level of service they are entitled to while at the same time,
putting a greater focus on customer service and publicizing the steps
we are undertaking to improve any weaknesses in service delivery.
Our transparency, which we feel is a cornerstone of Corporate
Governance, has resulted in greater public understanding of the need
for tariff adjustments in return for improvements in infrastructure
and higher levels of customer satisfaction in general.
With our shareholders, we have been pro-active in presenting our
company to them by attending investor conferences and increasing
the number of brokers covering our stock. We have strived to
present not just the upside to our story but also the potential pitfalls
we have identified and how we have endeavoured to mitigate them.
In presenting a realistic and honest portrait of our prospects we
feel we have been able to attract a strong set of long-only, long-term
investors who understand our story and will stick with us through
these turbulent times for the global economy.
Internally, we have established an incentive system that aligns the
interests of management with shareholders. A very significant
proportion of Management’s total compensation is reliant on the
core income we deliver and the share price performance over the
next three years.
Our Board of Directors is another cornerstone in our commitment
with three strong independent directors guarding the interests of
minority shareholders from a variety of viewpoints - legally through
the insights of a former Chief Justice of the Supreme Court, financially
via the inputs of an ex-CEO of a large commercial bank and, ensuring
the Company's moral compass is always pointed in the right direction,
the head of one of the most prestigious universities in the Country.
We have been a truly public company for only a little over a year
now, counting from our share re-launch and increase in public float
on September 2009, and we are honoured to be a recipient of one
of the awards from Corporate Governance Asia. We appreciate the
early validation of our efforts and we’d like to reassure everyone that
we’re only getting started.

CG i Nsi Ghts

The next stage of globalization:

The convergence of corporate
governance practices
“In sum, the standards
that boards are expected
to meet in all of these key
areas will continue to rise”
George L. Davis
egon Zehnder international, Boston

good governance has gone global.
over the past several decades we’ve
witnessed the increasing international
harmonization of standards in information technology, trade practices,
and other critical areas of transnational commerce. today, we’re seeing a
global convergence of good corporate
governance practices. although this
latest global convergence has been
little remarked, it is bringing farreaching changes and challenges to
corporate boards around the world.
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erhaps this phenomenon has
gone relatively unnoticed because, unlike the convergence of
other global standards, it has not been
brought about by sweeping international agreements or international
bodies like the World Trade Organization. Instead, a variety of forces, some
global and some specific to particular
countries and regions, are coming together to create a de facto standard
that boards in more and more countries
are moving toward. As a result, striking structural differences in boards, like
the two-tier system in Germany versus
the one-tier system of the Anglo-Saxon
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world, may obscure what are in fact
striking similarities in good governance
aims and practices.
Good reasons for good governance
The drive for good governance has
been under way in many countries
for a decade or more. Perhaps most
importantly, countries are beginning
to adopt more universally recognized
good governance practices in order
to make themselves more attractive
to investors. In addition, shareholder
activists, especially large institutional
shareholders like pension funds and
labor unions, have pushed relentlessly

CG iNsiGhts
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“Most recently, the
convergence of governance
practices has been given a
global push by the worldwide financial crisis”
Berthold Leube
egon Zehnder international, Berlin

for more influence with boards. In some
locales, the drive for good governance
has gained momentum from corporate
scandals, problems of product liability,
and controversial commercial practices.
Increasingly, board members in some jurisdictions find themselves the objects of
lawsuits or the subject of stricter rules of
director liability. Most recently, the convergence of governance practices has
been given a global push by the worldwide financial crisis. The result of all of
these forces has been a steady stream,
and lately a flood, of legislation and
regulation in countries around the world
– new rules that may have their origins
in national or regional concerns, but that
taken together are bringing governance
practices into line everywhere.
It’s not all a matter of coercion, however. In our work conducting appraisals
of board competencies and helping fill
board seats for leading global companies, we find a widespread and deep
commitment to good corporate governance. Many boards embrace the challenges of good corporate governance
and seek to adhere to the highest stan-

dards, and individual board members
are motivated by a desire to find the
best way to fulfill their responsibilities.
But whether responding to external pressure or proactively leading the
way in corporate governance, boards
around the world are seeing their characteristics, composition, and practices
converge in at least seven key areas:
• Transparency: In the past, the
work of boards remained largely behind the scenes. However, with investors and other stakeholders demanding a far higher level of transparency,
boards in many countries will increasingly be required to disclose more
information about such issues as executive compensation, diversity, succession planning, and risk.
• Diversity:
Forward-looking
boards have expanded the idea of
diversity beyond gender and ethnic
diversity to include diverse professional experiences, areas of expertise,
nationalities, and diversity of thought,
which they believe will bring greater
business value to their deliberations.
It is this broader idea of diversity that
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is converging among leading companies globally and it is likely to have far
greater impact on the performance of
boards than arbitrary quotas. Meanwhile, the initial impetus for gender
and ethnic diversity continues. Since
Norway passed a law in 2002 requiring
that 40 percent of all board seats at
state-owned and publicly listed companies be held by women, Spain and
the Netherlands have followed suit
and now Belgium, the UK, Germany,
France and Sweden are considering
similar laws. In the US, the Securities and Exchange Commission (SEC)
recently began requiring public companies to disclose whether, and how,
they consider diversity in identifying
directors. But the SEC requirement neither defines diversity nor establishes
numbers, which suggests that companies under its jurisdiction may consider
the far broader notion of diversity that
is now gaining ground in many locales.
• Global directors: Boards of
global companies and companies
seeking to earn significantly more revenue from non-domestic markets, are

increasingly embracing one aspect of
diversity in particular – diversity of nationality. They want the knowledge of
unfamiliar cultures, markets and operating conditions that board members
with experience in other geographies
can bring – and the superior performance that results. In the US, for example, Egon Zehnder’s International
Global Board Index found that companies where foreign nationals represent one-third or more of the board
outperform the rest of the S&P 500.
Countries like the UK, Belgium, Holland, Switzerland, and Sweden, with
a high proportion of large companies
relative to the size of their populations
and economies, long ago recognized
the need to seek markets beyond their
borders and their companies began to
welcome international directors onto
their boards. In addition, the BRIC
(Brazil, Russia, India, China) countries, which will account for a large
percentage of growth in the global
economy in the next several years,
are increasingly being targeted for
directorships in European countries.
This internationalization of boards not
only contributes to better business
performance but also encourages the
convergence of good governance itself by cross-pollinating best practices
from different regions.
• Risk management: Following the
global economic crisis, we have seen a
clear trend toward adding expertise in
risk management to boards – not only
in financial services companies but
in companies of all kinds. This is part
of a larger trend, which predates the
economic crisis, to raise the level of
specialist expertise on boards in many
areas such as information technology
and finance.
• Splitting of the Chairman/CEO
role: Boards are often dominated by
a single individual, particularly in the
US where the CEO and Chairman are
frequently one and the same person.
Increasingly the two roles are now being assigned to two different people,

“All of this work requires
an unprecedented degree
of professionalism, dedication, and fine-grained
knowledge on the part of
today’s board member”

as in the two-tiered German and Dutch
models. And in the same spirit, many
companies instead of splitting the roles
are adopting the practice of appointing a non-executive Lead Director, who
presides over board meetings and fills
many board leadership functions
• Independence: The move toward
splitting the roles of Chairman and
CEO is part of a larger trend toward
more independence of the board from
management. Many boards now have
a higher percentage of non-executive
directors, and many key committees
– such as Audit, Nominating & Governance, and Compensation – are chaired
by independent directors. On many
boards, independent directors regularly
hold private meetings without the CEO
or other executives present.
• Professionalization: Increasing
board independence, the heightened
emphasis on specific expertise, greater
director liability, and the push for improved governance have all combined
to ‘professionalize’ the role of directors. The days are long gone when
the board met a few times a year to
rubber stamp the actions of management. Today, around the world, directors exercise far more rigorous oversight, and they are increasingly held
more strictly accountable for results.
They spend far more time preparing
between meetings. They meet more
often and for longer periods of time.
And, as individual board committees
have taken on more specific and demanding areas of responsibility, their
work has become more critical in decision-making. The financial scandals in
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the first part of the decade greatly expanded the work of Audit and Finance
committees. The global drive for good
corporate governance, including closer
scrutiny of board composition, has given new prominence to Nominating &
Governance committees. Controversy
over executive pay has put increased
pressure on Compensation committees. Within committees, members
may work on specialized topics like
sustainability, risk management, and
succession planning. All of this work
requires an unprecedented degree of
professionalism, dedication, and finegrained knowledge on the part of today’s board member.
In sum, the standards that boards
are expected to meet in all of these
key areas will continue to rise. To do
so, boards will need to analyze their
composition in light of these increasingly universal requirements, review
the company’s governance processes
and practices, and refine them where
necessary. It will require a conscious
and comprehensive effort on the part
of boards, but the world now expects
no less. n
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Q&A

• KLAus NyborG, Ceo of pacific basin shipping

Spotlight on Pacific Basin
Shipping and its
Corporate Governance Principles
What are principal features or characteristics of Pacific Basin 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 Pacific Basin involvement in corporate governance
reforms?
Pacific Basin’s mission is to apply ever-evolving standards of service and conduct in everything that we do. We are
passionate about our brand, our business and our people. Corporate Governance forms one of the very important
elements of our mission.
Corporate governance principles
Pacific Basin widely adopts the best
practices stated on the Code on Corporate Governance Practices and voluntarily signs up to the Hong Kong Corporate
Governance Charter developed by the
Chamber of Hong Kong Listed Companies and the Centre for Corporate Governance and Public Policy of the Hong
Kong Baptist University.
Structures
We have established Audit, Remuneration and Nomination Committees and
all members of these Committees are
Independent Non-executive Directors
(INEDs). We have also established an
Executive Committee to streamline the
decision making process in certain circumstances. The terms of reference of

Klaus Nyborg: Hong Kong is certainly heading in the right direction by consulting on governance
practices with a view to improving standards.
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Q&A
these Board Committees are available
on the Company’s website. In addition,
INEDs make up more than one-third of
the Board, in compliance with recommended best practices.
Special policies
We have the following special policies
designated to enhance corporate governance:
• Publication of voluntary quarterly
trading updates which provide useful
information for shareholders and the
investment community
• Implementation of a Corporate Communication policy
• Formulation and disclosure of our
mission and vision
• Establishment of the Risk Management Committee in 2005 further enhancing the group’s corporate governance culture
How has corporate governance
worked in terms of enhancing Pacific Basin competitiveness?
With our voluntary quarterly trading
updates, transparent annual report, proactive investor relations road shows and
activities and compliance with the new
and prevailing rules and regulations in
which we operate, Pacific Basin is well
recognised as a well managed company
by the investment community. In addition, Pacific Basin has received the following awards in corporate governance
and investor relations.
• The Asset Corporate Awards 2010
- Gold Award for Environmental Responsibility & Investor Relations
• 6th Corporate Governance Asia – The
Best of Asia – HK
• IR Global Rankings in 2010 & 2009 –
Best Corporate Governance in Greater China, Industrials Industry & Top 5
in Asia/Pacific, Top 5 Financial Disclosure in Asia/ Pacific, Greater China,
Top 5 IR websites in Greater China
• 2008 Asia Money Award – Overall
Best Managed Company in HK – Medium Cap
• IR Magazine – Certificate of Excel-

lence for Best Investor Relations Officer, Best Annual Report & other
Corporate Literature by a Small or
Mid-cap Company
What lessons do you think Pacific
Basin has to offer to other companies in terms of improving their
respective corporate governance
track records?
Internally, Pacific Basin carries out
annual risk assessment, self assessment
on internal controls and regular reporting to the Audit Committee. Throughout the process, employees from different departments are involved with an
objective to raise awareness of corporate governance as well as to improve
the general knowledge of how the
group’s businesses are being run.
Externally, by participating in different corporate governance award competitions and related surveys, we use them
as an evaluation of our internal prevailing
corporate governance standard.
Management continuously assesses
the appropriate code and practices that
are relevant to the group and its shareholders.
How do you assess the state of corporate governance in Hong Kong
specifically, in Asia in general?
Hong Kong is one of the best locations in Asia for investment, partly because of its sound infrastructure, including governing organisations such as the
Securities and Futures Commission, the
Stock Exchange, and the Independent
Commission Against Corruption. These
organisations encourage improvements
in corporate governance to protect investor interests.
During the economic crisis in 2008,
Hong Kong fared relatively well compared some other Asian countries.
However, during the difficult period following the financial crisis, many companies had to put energy into looking after
their resources for survival rather than
focusing on strengthening their governance. Now is a good time for Hong
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Kong companies to place higher priority
on corporate governance.
Hong Kong listed companies, to a
certain extent, have been characterised
by family-owned businesses. This means
that Hong Kong appears to have room
for improvement in terms of corporate
governance. However with the increasing presence of companies from mainland China and elsewhere, it is obvious
that corporate governance has gained
much increased awareness and profile in recent years in Hong Kong and
people are starting to feel the impact of
good corporate governance. This is an
encouraging factor for more and more
companies to raise their corporate governance standards.
What reforms do you think have
to be implemented to enhance the
standards of corporate governance
in Hong Kong and Asia?
To enhance corporate governance
standards, we believe the following are
essential and achievable in the short
term:
(i) Strengthen the independence of the
Board by having at least one-third
number of INEDs on the board;
(ii) Directors to attend training to ensure they are aware of the latest
legislations and requirements of
their duties;
(iii) Management to provide updates to
directors regularly on the corporate
governance requirements; and
(iv) Be transparent about the duties of
each director and put a limit on the
maximum number of companies
that an INED should serve.
What is the underlying philosophy
behind the Pacific Basin track record
on corporate governance?
Pacific Basin management is
equipped with clear vision, mission and
business principles and it is published
on our websites and communicated to
all staff. The key underlying philosophy
behind Pacific Basin is to ensure a long
term relationship with stakeholders. We

Q&A
are committed to achieving and maintaining the highest standards of corporate governance consistent with the
needs and requirements of the business
and its stakeholders.
In terms of structure, what measures have you implemented to
enhance the company’s corporate
governance?
Pacific Basin has (i) separate individuals serving as the chairman and
the chief executive officer; (ii) increased
the number/proportion of INEDs on the
board who provide more independent
advice to management; and (iii) established a Risk Management Committee
which reports to the Audit Committee
and is responsible for conducting internal annual risk assessments, internal
controls reviews and regular reporting
to the Audit Committee. Throughout
the process, management takes appropriate measures for continuous improvements.
How do you view the state of corporate governance in the businesses and areas where Pacific Basin operates in?
Pacific Basin operates in the shipping industry which is heavily regulated.
These regulations are extensive and
include pollution prevention, environmental protection, safe operation of
ships and seafarers, etc and are governed by international standards such as
the International Safety Management
(ISM) Code. Ships are subject to regular
external inspections carried out by port
state authorities. Pacific Basin takes the
safety of our staff, seafarers and the environment very seriously. Our ambition
at Pacific Basin is to grow and improve
our business, strengthen our market position and secure our place as the dry
bulk operator of choice for customers.
In this vein, we are committed to maintaining high standards of corporate
citizenship through our pursuit of excellence in these areas. We conform also
to a number of voluntary safety and en-
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“We believe that by
involving employees from
different parts of the
organisation in setting
policies and procedures
would enhance the overall
corporate governance
standards”
vironmental management standards as
certified by Lloyd’s Register Quality Assurance, including the ISO 14001:2004
for environment management system,
OHSAS 18001:2007 for occupational
health and safety management system
and ISO 9001:2008 for quality management system.
On the issue of family-owned companies, some say that family-owned
companies and corporate governance
are not really compatible. Hong Kong
companies have been characterised by
family-owned businesses. We believe
that corporate governance is capable
of living in every single company and
organisation. One of the greatest criticisms about family-owned businesses is
the lack of independence of the board.
But this can easily be addressed.
Pacific Basin has more than a 98%
free-float, however our view is that if
the management of a company is managing the company from the perspective of its shareholders, whether the
company is family-owned or not should
not be an issue.
What are the benefits/rewards of
good corporate governance?
Good corporate governance brings
long term benefit rather than short term
value. Good corporate governance could
increase investors’ confidence in the
company and management ability, enhance shareholders’ value in a company
and maintain sustainability. This will in
turn attract further capital investment.
A company with good corporate
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governance is one that would value equity, is objective and protect the earth,
and would be preferred by both employees and business partners.
What measures can the company
implement to further improve its
corporate governance?
Pacific Basin continues to pro-actively improve its corporate governance
standards by looking at other companies
who are recognised to possess good
corporate governance standards, such
as winners of corporate governance
awards, learning the merits of those
sound standards and adopting or formulating those which are appropriate
for the organisation. A top down approach to corporate governance is not
desirable. Internally, management and
staff members should be encouraged
to receive external training to help them
improve their awareness of the importance of corporate governance and
provide them with the knowledge on
how to improve corporate governance
standards within the Company. We also
believe that by involving employees
from different parts of the organisation
in setting policies and procedures would
enhance the overall corporate governance standards.
Going forward, how do you see the
direction of corporate governance
in Hong Kong?
As a large number of companies in
Hong Kong are family-owned, the move
to increase the number of INEDs on
boards to increase independent behaviour and mindset should be a trend which
is gradually becoming more acceptable
in Hong Kong. In addition, measures are
being considered to improve the quality
of directors by proposing a maximum
limit on the number of directorships that
they should serve and minimum time
that each director should commit to the
business of the Company. Hong Kong is
certainly heading in the right direction by
consulting on governance practices with
a view to improving standards. n

Board should set tone for
healthy governance practices
“Assessment will educate
the board and its members,
and reinforce their
understanding, of the
nature of their roles and
accountability”

P

ersistent downside risks threaten
to derail progress of recovery.
Rising inflationary pressures due
to higher than expected increases in
commodity prices, strong demand and
supply disruptions that have pushed oil
prices to recent highs, escalating geopolitical tensions in the Middle East, the
ongoing sovereign debt crisis in the Euro
zone and recent events in Japan all represent threats to growth.
It is therefore heartening to note
that regional growth has proven to be
more robust, with developing Asia expected to grow at 8.4% in 2011 and
Malaysia expected to register growth of
between 5-6%.
The transformation has begun
This positive growth projection is supported by efforts to transform the structure and performance of Malaysia’s
economy through the implementation
of recommendations under the 10th
Malaysia Plan, the New Economic Model
(NEM) and the Economic Transformation
Program (ETP). The reforms initiated will
facilitate high levels of growth, raise income and create a high value economy
that will see capital used to stimulate
innovation, enhance productivity and
strengthen Malaysia’s ability to compete

more aggressively in changing economic
circumstances. Boards of directors of
corporate Malaysia will certainly need to
rise to the challenge of meeting these
new and demanding expectations.
The Malaysian capital market is also
expected to have significant growth
prospects. Over the last decade, the
size of the capital market grew from
RM717 billion to RM2 trillion, a compounded growth rate of 11% per annum, outpacing the rate of economic
growth. The Capital Market Masterplan

Tan Sri Zarinah Anwar: as regulators, the
capital market that we aspire to build for
Malaysia is one that is distinguished by the
quality of its governance.
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2 which was launched recently, estimates that the size of the capital market
will double from RM2.0 trillion in 2010
to RM4.5trillion by 2020. In addition,
the structural reforms and high impact
investment projects under the New Economic Model and Economic Transformation Programme can accelerate this
growth momentum with a significant
impact on the upside for the long-term
growth of the capital market.
However, amidst the growth prospects, we need to be mindful that the
challenge remains for us to ensure resilience in our capital market in order
to achieve sustainable growth. Thus the
CMP2 is predicated on the fundamental
precepts of Growth with Governance.
Past financial crises have shown us that
growth is not sustainable unless it is underpinned by high standards of integrity,
governance and accountability; and that
the pursuit of profits must be underscored by a strong sense of responsibility
on the part of all who offer their products and services to the investing public.
The role of boards and directors
Today, there are close to 1000 listed
companies on Bursa Malaysia, at the
helm of which, are the boards of directors who must commit themselves to the
integral role of stewardship, and subscribe to the principles of accountability,
transparency and integrity in executing
the business strategies of the company,
monitoring its overall performance, sustaining long term shareholder value and
protecting the long-term interests of all
stakeholders.
As the pace of technological development accelerates rendering more
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savings and retirement monies on the
bers of the board have adequate knowlcomplexities into the business environpromise of long term profitability made
edge of the industry that the company
ment, the role of the board has admitwhen the companies were first listed.
is involved in, so that they can question
tedly become more onerous. Today,
This is certainly not a desirable outcome
and challenge recommendations being
boards of companies have a role that has
for companies coming to the market to
put forward for their consideration, as
become more multifaceted and more
raise funds from the public.
well as why potential alternatives have
multi-dimensional, both explicit and imIt is imperative therefore that,
been rejected. Knowledge of the indusplicit. Their role today is delineated over
amongst other things, Boards take steps
try will give them an understanding of
many dimensions. They have to oversee
to ensure that amongst their members
what can go wrong and what measures
compliance, manage risks, handle failed
there is sufficient representation from
need to be put in place to prevent probstrategies, develop investor relations,
those with industry knowledge, experilems from arising. Indeed it can prevent
deal with activist stakeholders, evaluence and expertise to help formulate
a company from being destroyed by
ate CEO’s performance and plan for seeffective strategies, anticipate
nior management succession.
and ensure appropriate manThese are onerous demands on
agement of the risks to the
the board in fulfilling its overall
business and its operations,
responsibilities of stewardship
understand and deal with comand oversight of management
petitive pressures, and be able
to ensure the organisation’s
to question and challenge the
safety and soundness.
CEO and the management
In some instances boards
team on proposals and recommay also have to deal with a
mendations made to them. It
dominant CEO or Chairman.
is only when boards have the
Such an environment calls for
requisite knowledge and exthe board to diffuse the domiperience that they will have
nance through vigorous chalthe credibility and understandlenge processes. The board
ing to question management
and its individual directors
about the critical issues that afmust be ready to raise quesfect the company and its busitions, voice disagreements and
ness. Arthur Levitt, a former
seek answers and justifications the capital Market Masterplan 2 which was launched recently,
CEO of the US SEC observed
on board issues.
estimates that the size of the capital market will double from rM2.0
that there are “too many
Admittedly, dealing with trillion in 2010 to rM4.5trillion by 2020.
boards that are reactive instead
what Warren Buffet calls the
of proactive; and too many boards who
competition or by the mere effluxion of
“boardroom atmosphere” is far from
never rejected an easy answer and never
time.
easy. According to him, it is this, and not
pursued a tough question”.
A study carried out by the SC and
inadequate laws, that makes intelligent
An effective way of improving board
Bursa recently, demonstrated that the
and decent directors fail so miserably. In
performance is to undertake assessment.
failure of a number of listed companies
a board room of well mannered people,
Assessment will educate the board and
had been attributable to the weakness
he says, it is awkward to raise the quesits members, and reinforce their underof their business models, most of which
tion of whether the CEO should be restanding, of the nature of their roles and
were outdated and were not able to
placed, or to query a proposed acquisiaccountability. It will enable the board
survive the changing market and ecotion that the CEO and his management
to evaluate its performance and develop
nomic conditions. The lack of industry
team have endorsed, especially when
itself to meet the needs of the company
knowledge and expertise, absence of
they too are in the room. Too often diin an increasingly complex, competitive
business savvy and simple complacenrectors prefer to remain silent and allow
and international marketplace. Commitcy amongst others, had allowed such
collegiality to triumph over indepenment on the part of the board to conduct
outdated business models to remain
dence. Sadly, he himself recently discovboard assessments reflects the openness
unchallenged, ignoring the need to
ered this to his detriment.
of the board to receive constructive feedanticipate risks and reshape direction,
But sometimes the lack of challenge
back and to seek performance improveleading ultimately to the demise of the
at board meetings may be due to the
ment. Through assessment, boards can
companies and losses to shareholders,
lack of knowledge of the business being
benchmark their performance, as well as
many of whom had invested their life
discussed. I think it is critical that mem-

review an individual director’s competence, application of skills, knowledge
and experience to strategic issues and
oversight, as well as the board’s collective effectiveness in performing a wide
spectrum of duties. The outcome of
evaluation can help identify weaknesses for which training may be required,
fill in gaps in expertise and experience
where additional recruitment may be
necessary, and implement changes to
meeting format or committee structure
that will enhance the effectiveness of
the board’s performance. In this regard,
I urge all boards of PLCs to initiate steps
to evaluate their performance, where
they have not already done so.
At the end of the day, it is critical
that there is adequate preparedness for
the Boards’ deliberations. The board
needs to facilitate an environment for
open and honest discussion, develop
the ability to listen, encourage effective
communication and contribution from
all directors as well as management, to
ensure an effective partnership with the
CEO and his team in achieving the company’s vision and in ensuring healthy
governance practices.
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The individual director
I have alluded to the role of individual
directors when touching on the issue of
skills and expertise. Indeed we must recognise that board performance is a reflection of the performance of individual
members that constitute the board. The
individual effectiveness of each director
in playing his or her role will collectively
lend to the overall effectiveness of the
performance of the board. It is important that individual directors are mindful
of the collegiality referred to earlier, and
be aware of the propensity for groupthink that can result in decisions being
made without a critical evaluation of
alternative ideas and perspectives. Taking cognisance of this, directors should
actively ensure that they maintain originality and independence of thought, interpretation of situations and the opinions they hold and have the courage to

“Ultimately, at the end of
a board meeting, directors
must be able to combine
constructively their opinions,
and function as one board
in an exercise of collective
judgement and wisdom”
speak out.
It is the juxtaposition of different
perspectives and thought processes that
must be the mainstay of board dynamics
and performance. And it is the openness
of dialogue that can result in board wisdom and meaningful output. It is important however that board deliberations
should not be a mere augmentation
of individual perspectives but a process
of challenge resulting from positive dynamics of interaction within the board.
Ultimately, at the end of a board meeting, directors must be able to combine
constructively their opinions, and function as one board in an exercise of collective judgement and wisdom.
It would have been obvious from
what I have said, that high performance
by a board and the value it brings lie in
the mix and diversity of its members. Numerous studies and surveys have shown
that there is a compelling business case
for board diversity. A diverse board that
is reflective of the business environment,
the industry to which the company belongs, and the stakeholders it serves is
more likely to be responsive to externalities, stakeholder expectations, changes
in economic conditions and therefore are
better able to enrich the process of strategy setting, anticipate risks and steer the
company in the desired direction. Thus
selection of board members must be
based on merit and with due consideration given to the benefits of diversity,
including gender diversity. In this regard,
there is an urgent need to give serious attention to improving the participation of
women on the boards of Malaysian PLCs.
Today women make up only 7.5% of the
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total number of directors on boards,
while study after study has proven that
the presence of women on boards contribute to significant improvements in
performance. Recent studies such as the
Eversheds Board Report 2010, and the
McKinsey & Company set of reports on
women participation, have found that
better performing companies tended to
have a higher percentage of female directors.
One must acknowledge though that
this is not an insignificant challenge.
There is definitely a need to address the
supply side to procure diversity (in all its
forms, not just gender) through an organized effort by identifying a pool of
qualified, experienced and respected individuals, both women and men, who
are suitable to be appointed as directors. Thus it is heartening to note that
the MACD is launching a Directors Registry that will address the acute shortage
of suitably qualified candidates who can
potentially be appointed as directors on
the boards of our PLCs. This is indeed a
timely development.
The registry should be a database
that is comprehensive, rich with relevant
information on candidates for potential
directorship, and act as a means for suitably qualified candidates to be discovered. The registry must maintain high
levels of integrity and quality, to engender industry confidence. Therefore there
must be objective entry criteria, with a
robust system of checking put in place.
The board of directors is the backbone of the company. They must be
able to be relied upon to provide overall
leadership, especially in setting the corporate governance agenda of the company, and in ensuring that the highest
standards of governance prevail. It is
therefore continuing cause for concern
that we continue to uncover corporate
transgressions that have a deleterious
effect on investor confidence and the integrity of the market. A culture of good
governance can only take root if the
board demonstrates commitment and
conviction and takes the necessary steps
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successes. Boards must therefore conto encourage and embed ethical pracsider the long-term impact of short term
tices across the company, and shows no
“Boards must therefore
decisions they take on the sustainability
tolerance for dishonest conduct.
consider the long-term
of the business, as they may risk losing
It is a fact that today, good corpoimpact of short term
their licence to operate.
rate governance is a key investment cridecisions they take on
terion. Thus the ability of companies to
the sustainability of the
The next decade
demonstrate a track record of good govbusiness, as they may
As regulators, the capital market that
ernance is fundamental to its ability to
we aspire to build for Malaysia is one
attract the interest of quality, strategic,
risk losing their licence
that is distinguished by the quality of
long term investors. Increasing empirical
to operate”
its governance. But this is a shared reevidence show that better governance
sponsibility, with all market participants
results in better shareholder value. Good
having an integral role to play. To
governance demonstrates not
play this role well, there is a need
just accountability to shareholdfor continuous upgrading of skills
ers and other stakeholders, but
and competence to meet the
is also an indication of the comchanging needs of stakeholders,
pany’s business performance. It
and the complexities of business
is not surprising therefore that
and its associated risks.
investors pay acute attention
I am very pleased therefore
to a company’s corporate govthat the MACD has taken the
ernance practices when making
initiative to organize this conferinvestment decisions and Boards
ence. Directors have an obligation
must take cognizance of this.
to regularly update themselves
Investors must also be able
on their changing roles and reto rely on the board, as a mechsponsibilities, as well as the skills
anism of governance, to reduce
and competence required to enthe agency costs associated
able them to be effective in their
with the separation of ownstewardship and oversight role.
ership and control. Therefore
Furthermore, as the pace of liberboards have a significant role to
alization heightens, new competiplay in generating confidence
tion will emerge that will require
and the trust of investors who
our companies to strengthen their
must be able to rely on the inability to remain profitable.As
dependence, strength and comdomestic companies increasingly
mitment of the board to genu- the reforms initiated will facilitate high levels of growth, raise
venture abroad to take advantage
inely promote and practice the income and create a high value economy that will see capital
key tenets and best practices of used to stimulate innovation, enhance productivity and strength- of new business opportunities, as
indeed they must, there will be
governance that will ultimately en Malaysia’s ability to compete more aggressively in changing
an expectation on their boards
be translated into better busi- economic circumstances.
and management to be able to
ness performance and sharedeal with different and new business
on entrepreneurial behavior and corpoholder value.
environment and standards of conduct.
rate accountability, and placing greater
Conferences such as this, with expert
focus on long term sustainable value
Taking on sustainability
faculty members coming from all over
creation. Therefore the core elements of
Finally, it behooves us to remember that
the world, is therefore an important part
the sustainability agenda must increasalthough generating financial returns
of the continuing learning process. n
ingly make their way into the agenda
is one of the key goals of a company,
of all PLC boards as we enter the new
as a company is after all a profit makdecade. Sustainability is about giving
ing entity, the profit must be generated
Keynote address by YBhg tan sri Zarinah anwar,
business a future, and it must surely be
responsibly. Companies today cannot
chairman, securities commission Malaysia, May
in the best interest of all stakeholders
count on a long lifespan if all it concen3, 2011 at the corporate Directors conference
for the company to have long term sustrates on is its financial bottom line. In2011, organised by the Malaysian alliance of
tainable prosperity instead of short lived
vestors are increasingly “raising the bar”
corporate Directors
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A New Financial Landscape:

Rebalancing on Three Fronts

T

he crisis of 2008-2009 has triggered a fundamental shift in the
global financial landscape. A new
balance is emerging, as market participants and financial authorities learn the
lessons of the crisis and revisit existing
paradigms. While the contours of this
new landscape are still forming, a significant rebalancing is taking place along
three dimensions on the regulatory front:
First, there is a redefinition of the respective roles of the market and regulation.
Second, there is increasing attention
on realigning macroeconomic stability and
prudential supervision.
Third, as regulatory reform efforts
gather pace, there is a growing need to
reconcile international standards with domestic discretion.

Redefining the Role of Markets and
Regulation
Let me begin with the relationship between markets and regulation. Stability is
fundamental to a well-functioning financial system. But this stability does not occur
naturally. The idea that self-regulation and
market discipline are sufficient to ensure
stable financial systems has come under
heavy fire in the aftermath of the crisis. Financial markets differ from other markets
in two important ways.
First, financial markets do not always
self-correct. In fact, their propensity for
leverage makes them prone to volatility
and excess. The recent crisis has revealed
how the real world deviates significantly
from the assumption of perfect markets:
information is asymmetrical, risk can be
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mispriced for sustained periods, and economic decisions are frequently guided by
complex behaviourial considerations rather than rational calculations.
Second, the cost of failure in financial
systems is much higher than in other markets. The risk of destructive transmission is
far greater with financial networks spanning many segments of the real economy.
When companies fail, capital is reallocated
to more productive uses in a process of
creative destruction. In contrast, when financial institutions fail, capital is destroyed
in a process that can feed on itself and
lead to systemic instability.
Robert Shiller from Yale University, one
of the few economists who predicted the
crisis, argues that “we have to distance
ourselves from the presumption that fi-

CG siNGApore
nancial markets always work well and
that price changes always reflect genuine
information”. It is this misguided belief
that prices always reflect fundamentals,
that leads to asset bubbles. Government
regulation is therefore imperative. Effective
regulation and supervision of the financial
sector is necessary to promote prudent behaviour and sound risk management and
minimise the risk of financial shocks.
But we should guard against drawing
the wrong lesson from the crisis: it is not
about more regulation and less markets.
The new financial landscape paradoxically
requires both – better regulation but also
better functioning markets.
Market competition remains the best
way to promote innovation and create
prosperity. Regulation must not stifle markets but seek to make them work better. In
the financial sector, this means a judicious
mix of rules and incentives for stronger
capitalisation, more effective risk management, better transparency, and sharper
market discipline. This has been central to
the approach taken by the Monetary Authority of Singapore – never hesitating to
impose high standards of prudence and
financial discipline but always careful to do
so in a manner that does not undermine
enterprise and innovation.
Financial innovation – especially in derivative products – has been blamed as a
cause of the crisis. This is not quite correct.
Innovation has been a feature of finance
for decades. The crisis was caused fundamentally by failures in macroeconomic
policies and financial supervision. Monetary policy was too easy for too long in too
many countries. This led to low interest
rates and lax lending standards that precipitated unsustainable housing booms,
mainly in the United States but also in other countries. Financial supervision failed to
detect and correct the build-up of leverage
in the system, especially in the shadow
banking sector. Complex financial products obscured the risks in sub-prime lending and transmitted these risks across the
financial sector. As Edwin Truman from the
Petersen Institute puts it, “Financial engineering contributed to the market dynam-
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improvements in disclosure standards to
allow investors to understand the risks of
these products better. To enhance market
discipline, it has also been proposed that
originators retain a portion of each issue
to keep some “skin in the game”, to align
their incentives with those of investors. Finally, additional capital may be needed to
cover residual risks.
The stability of the financial system is
not the responsibility of regulators alone.
Regulators can provide the traffic lights
and signposts on the road to reform, but
road safety ultimately depends on the drivers on the road, the industry players. The
management of risk must not take a back
seat to the drive for increased profits.

Ravi Menon: the crisis was caused
fundamentally by failures in macroeconomic
policies and financial supervision.

ics once the crisis got underway, but it was
not ‘the cause’ of the crisis.”
Regulation should therefore not restrict financial innovation but seek to create conditions in the market that promote
effective risk management. Regulation
and markets need to work hand in hand.
Take the example of securitisation, which
has been much maligned since the crisis.
Let’s look at the good, the bad, and the
ugly of securitisation. The good is that securitisation is a useful means of mitigating
and diversifying credit risk through capital
market intermediation. The bad is that securitised products became so complex that
the inherent risks were obscured when
bad loans were passed on to unknowing
investors. And it became ugly when these
“toxic assets” blew up in the balance
sheets of financial institutions across the
spectrum, triggering a crisis of systemic
proportions.
The solution is not to restrict securitisation. Rather, regulation must seek to
help correct the imperfections in the securitisation market. International securities
regulators have therefore recommended
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Realigning Macroeconomic Stability
and Prudential Supervision
The second realignment that is taking
place is based on the post-crisis realisation
that financial stability cannot be secured
solely through a combination of macroeconomic policies aimed at price stability
and microprudential supervision aimed at
the safety and soundness of individual financial institutions.
Price stability is not sufficient to achieve
financial stability. Sharp increases in asset
prices, even in a climate of relatively low
consumer price inflation, have typically led
to credit booms and risky behaviour that
eventually undermined financial stability.
Likewise, prudential rules to ensure the
safety of individual banks have not been
sufficient to keep the banking system as
a whole safe. Inter-linkages and common
exposures across institutions can multiply
aggregate risks and destabilise the system.
Hence the resurgence of interest in
what is called the macroprudential dimension – policies and tools aimed at containing risks in the financial system as a whole.
However, macroprudential policies are still
at an experimental stage. Different countries have adopted different measures in
the name of sustaining systemic stability,
ranging from limits on aggregate credit
and caps on debt-to-income ratios to taxes
on asset market transactions and controls
on capital inflows.

Singapore has been experimenting,
since 1996, with its own toolkit of macroprudential measures to tame excesses
in the housing market. While we do not
as yet have a completely coherent policy
framework, the main outlines of Singapore’s approach are becoming clearer. It
includes a suite of tools ranging from prudential instruments like loan-to-value ratios and fiscal measures like stamp duties
on property transactions, to supply-side
and other administrative measures. Singapore does not target asset prices but keeps
a close watch on asset price movements,
looking for signs of speculative froth, excessive leverage, or concentration risks.
Systemic stability is also a shared responsibility. It requires coordinated efforts
across different government regulators
and agencies. MAS is fortunate in this regard. As an integrated regulator which supervises the banking and insurance industries, as well as the capital markets, MAS is
well placed to take a comprehensive view
of risks within the financial system as a
whole. As a central bank responsibile for
macroeconomic stability, MAS is also able
to monitor and understand the effects of
monetary and liquidity conditions on systemic risks. And MAS works closely with
other government entities on issues such
as system-wide safety nets – such as the
deposit guarantees of 2009 and 2010 –
taking a comprehensive whole-of-government approach.
Reconciling International Standards
and Domestic Discretion
The third dimension of rebalancing in regulatory reforms is that between international standards and domestic discretion.
We have known for some time that we
live in a globalised, interconnected world.
But we did not know the extent of our interconnectedness until the crisis hit home.
Cross-border bank lending is more than 40
per cent of world GDP. Global finance is
really a vast and complex network of connections. Financial shocks are transmitted
through this network with speed and virulence. Regulators used to worry about institutions that were “too big to fail”; now,

“The most striking
application of this principle
is in the approach being
taken for the regulation
of global systemically
important financial
institutions, or G-SIFIs”
they worry about institutions that are “too
connected to fail”. Size matters ; but connectivity matters more.
This high degree of interdependence
means that governments in major economies can no longer act in isolation. Regulatory policies must be globally consistent
to minimise the risk of arbitrage. Supervisory actions must be internationally coordinated to maximise their effectiveness.
Yet, regulation and supervision is essentially a national prerogative, that must
cater to the domestic context and circumstances to be effective. Recognising this
tension, international policymakers have
focused on reaching consensus on international standards that serve as a minimum benchmark, while allowing countries
the freedom to choose appropriate regulatory tools to fit individual circumstances.
A uniform, one-size-fits-all international
regulatory regime will not work.
The most striking application of this
principle is in the approach being taken
for the regulation of global systemically
important financial institutions, or G-SIFIs.
These institutions, because of their size,
complexity, cross-border nature, and interconnectedness, would cause significant
disruption to the global financial system
and economic activity, if they failed in a
disorderly manner. There is thus a need for
global supervisory cooperation, in order
to identify the key points of failure within
such institutions. The Financial Stability
Board, together with other international
standard setting bodies, is rethinking its
approach towards the monitoring, sharing, and mitigation of systemic risks posed
by G-SIFIs.
A number of the proposals being con-
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sidered are international in nature, like
those improving supervisory cooperation
between regulators, and requiring higher
loss absorbency capacity for G-SIFIs. However, primary responsibility for these G-SIFIs lies with national regulators, who must
retain discretion over the specific supervisory stance to take with respect to these
institutions.
Conclusion
Let me conclude. This is a fertile time for
the study of finance and risk. The financial
landscape is undergoing dramatic change.
The three dimensions of rebalancing
that I outlined are still being played out,
with many unanswered questions. What
should be the balance between markets
and regulation? What is the optimal level
of capital in the banking system? How can
we minimise the risk of liquidity shortfalls?
Should trading activities be separated from
commercial banking? How should incentives be structured to promote sound risk
management? Can financial innovation
help to reduce financial risks? What do
we do with financial institutions that are
both too big to fail and too big to save?
How should macroprudential policies be
designed?
The Sim Kee Boon Institute can play a
key role in advancing our understanding of
these issues and providing thought leadership. The Institute has already published
a number of interesting papers on topics
ranging from securitisation to the effects
of poison pills on corporate governance.
I look forward to more insights from the
Institute in the years ahead. We can expect
nothing less from an Institute named after
one of the pioneers of the Singapore Civil
Service. Sim Kee Boon helped to chart Singapore’s economic development through
the turbulent 1970s, when stagflation and
oil price shocks shook the world’s economies. We are living in even more interesting times today. n
opening address by Mr ravi Menon, Managing Director, Monetary authority of singapore at the inaugural sim Kee Boon institute annual conference
on Financial economics – May 5, 2011 - singapore
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Tomorrow’s Corporate
Governance – the case for the
board mandate
benefit that it drives communication
externally with key stakeholders, including investors, government and society at large.

“It is a living statement
about what the company
stands for and how it
wishes to be known to
all its stakeholders”

O

ver the last year, CIMA has
been a member of the UKbased Tomorrow’s Good Governance Forum which was formed in
March 2010 in response to questions
raised about the effectiveness of corporate governance in the light of the
global financial crisis. The forum brings
together key companies, organisations
and individuals to explore what good
governance means and to make practical recommendations to company
boards and policy makers. At the heart
of the forum’s approach is recognition
that while regulation and governance
codes are extremely important and
form the essential framework in which
good governance can flourish, they
have their limitations. The governance
agenda is currently focussing on board
oversight of strategy and risk as well
as the dynamics within the boardroom
and behavioural factors. These are issues that cannot be pinned down too
tightly in codes and legislation and
there is consequently a need for the
development of best practice through
the work of such groups as the forum.

Gillian Lees: case studies are being
collected while some companies are
piloting the principles.

Tomorrow’s Corporate Governance –the case for the board mandate, launched in March 2011, represents the first output of the forum and
champions the concept of a ‘mandate’
which sets out the ‘essence’ of the
‘character’ and distinctiveness of the
company. It basically forms a ‘working
charter’ and has the potential to help
boards navigate their way through increasingly choppy waters by facilitating
more effective strategic engagement:
primarily between executive and nonexecutive directors to improve board
effectiveness, but with the associated
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How does a mandate fit with the
role of the board?
Beyond its legal and fiduciary duties, the purpose of a board is to create
value over the long term. In charting
the way forward, the board should be
constantly looking to ensure coherence
between the purpose and identity of
the business as it has evolved to date, its
current condition, strengths and weaknesses and the discontinuities it will experience in the future from changing
markets, technologies, political regulation and evolving expectations and
values. This means making continual
judgments about the direction of the
business, in particular making decisions
on potentially transformational actions
that will promote the long-term success of the business despite the inevitable pressures and cycles of disruption
the business will encounter.
A mandate assists in this process by
capturing the ‘essence’ of the ‘character’ and distinctiveness of the company
in terms of: its essential purpose; its aspirations; the values by which it intends
to operate; its attitude to integrity, risk,
safety and the environment; its culture;
its value proposition to investors; and
plans for development. It is a living
statement about what the company
stands for and how it wishes to be
known to all its stakeholders.

What is a mandate?
To create a mandate requires deep
and comprehensive discussion by the
board, and provides a lens through
which the board can probe the route
for creating value, sustaining performance and making tomorrow’s company emerge coherently and consistently out of today’s business.
Much of the information included
in a mandate may exist in other forms,
such as mission statements and strategic plans, but the mandate has a
different focus. The test of success is
that if each member of the board can
describe what is distinctive about the
company in broadly the same way,
then the mandate has been embedded
successfully.
How does a mandate add value?
Once the mandate has been developed, it can be used as a framework against which to judge transformational business decisions such as
whether to enter a new geographical
market or to make a major acquisition. A functioning mandate adds the
greatest value if it underpins all boardroom conversations, strategic choices,
operational and execution processes,
systems and people development, and
frames all external communications to
shareholders and stakeholders, as well
as also being a baseline for internal
communications. It should certainly
feature prominently in the board information pack.
Because it defines the broad principles and parameters of the future direction within which the board seeks to
operate, potential misalignment should
automatically trigger a requirement for
close inspection and constructive but
critical challenge. The mandate should
help the board be more effective by
providing ‘tramlines’ and reference
points so that the board understands
when it is going outside these tracks
when making a challenging decision.
It is important to emphasise that a
mandate cannot guarantee success.

“The mandate should help
the board be more effective
by providing ‘tramlines’
and reference points so
that the board understands
when it is going outside
these tracks when making a
challenging decision”

It will certainly not prevent bad judgment occurring or ‘irrational exuberance’ which underpin many corporate
failures, but it should represent a kind
of ‘pause’ button around which boards
can take stock, without being hostile
to innovation.
How is a mandate created and embedded?
As the mandate is the board’s
working charter, it must be created
and owned by the board as a whole.
The chairman of the board must be the
ultimate custodian of the process. The
chief executive is also vital to its creation and implementation. Significant
new directions of products/services or
geography or transformational acquisitions would merit new and intensive
discussion to ensure their fit with the
mandate and core capacity of the business, and may require a fundamental
revision of the mandate to give full recognition and communication of that
change. But significant change to the
substance of a mandate is likely to be
rare and the result of a widely developed new consensus.
It is also important for the contents
of the mandate to be reinforced at all
levels of the organisation. For example,
individual units of the company may
devise their own interpretation of the
mandate to ensure their particular
strategies, standards and behaviours
are consistent with it – which can then
be backed up by supporting material
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at different levels of detail for different
audiences.
The mandate can also help in providing a basis for board evaluation and
renewal. As a tool for new directors, it
can help achieve clarity from the outset
by facilitating discussion at the time of
recruitment by indicating, ‘This is who
we are – does that attract you?’ and it
can provide a basis for reviewing the
competencies of a board to ensure that
it is able to deliver on the mandate effectively.
Some board members may feel
that they already know what their
board stands for. They could be right.
The acid test is if each of the board
members can consistently articulate
all that a mandate would contain
without thinking about it and if it is
an active part of the decision-making
process, and shared with external parties, then the board does indeed have
a mandate. Evidence suggests though
that many boards do struggle in this
regard. One leading governance expert has claimed that he has never
been in a boardroom where the answers to such questions as ‘what is the
purpose of the company?’ and ‘what
are the three main values that drive
the business?’ are the same from each
respondent! Likewise, a chairman of a
number of UK and US companies has
indicated that in all his board appointments, he had never been provided
with a succinct overview of what the
company was about and was of the
view that it would make key board
tasks, such as recruiting new chief executives much more straightforward
and effective. In his view, it may well
be true that the mandate does already
exist, but you basically have to hunt
and find it!
The mandate toolkit
To help with the process of developing the mandate, the report includes a toolkit to provide an agenda
for board discussions. These are not
questions to create a mandate – rath-
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er, they are questions of the type that
the board should consider and discuss
from which a mandate might be created. Board conversations should include:
• Who are we and what do we stand
for?
• What values, reputation and culture
do we want?
• How do we create a successful and
sustainable organisation?
• What relationships do we have with
our stakeholders?
• How do we develop our business?
• What is our appetite for risk?
So, for example, the board may
need to articulate its core business
model in terms of its main products
and services. It should also consider
how it makes money from this business model. Another area to consider
is the value chain as a whole, including
which parts the company focuses on.
It might also consider whether growth
is to be achieved through organic
means or via acquisition. Its approach
to seeking and developing talent is another key area. There are many questions that the board can consider – the
toolkit provides a useful starting point.
But it is worth exploring one particular
topic in further detail.
Failures in risk governance have
been a dominant theme in the light of
the financial crisis and much attention
has been paid to improving practice in
this area, for example in the revised UK
Corporate Governance Code, boards
are now required to articulate the degree of risk that they are prepared to
take in pursuit of their strategic objectives. The mandate toolkit therefore
includes a number of questions to help
boards to understand their appetite for
risk, for example:
• What are the five major challenges
and/or opportunities that could
make or break the company?
• What is our distinctive approach to
risk and opportunity across the company compared to peers and competitors?

Q Q& &A A mmA AL LA Ay ys si Ai A
“There are many questions
that the board can consider – the toolkit provides
a useful starting point.
But it is worth exploring
one particular topic in
further detail”
• In which areas does the company
seek to be a leader and/or undertake
innovative risky ventures and where
is it content to play safe?
• What technological, social and political changes and discontinuities
might the company face?
The mandate and external reporting
Companies are under increasing pressure to provide credible and
insightful disclosures in their annual
reports – particularly about their strategies and risks – in essence, to tell a
meaningful story about the company,
including its future prospects and not
just past financial performance. With
the growing challenges of sustainability and the need to take into account
the interests of a wider group of stakeholders such as employees, suppliers
and society at large, the move to integrated reporting that includes a strong
narrative component will continue to
progress unabated.
Companies that have a mandate
have a good basis on which to prepare
such external reports. It’s important
to clarify issues around confidentiality, however. In the same way that accounts are made public but the management information creating those
accounts is not, the broad frame of a
mandate could be made public and
elements included in the annual report although much of the information used in its construction should
remain private. What really matters is
that if the mandate and annual report
were put side by side, then it should
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be obvious that the two are consistent
and tell a coherent story about the
company. The approach could be described as ‘mandate-driven reporting’
with a strong focus on value creation
in comparison to ‘compliance-based
reporting’ which ticks all the boxes in
terms of supplying the basic facts and
not much else.
Next steps
It is important to emphasise that the
mandate concept is a work in progress,
but the Tomorrow’s Good Governance
Forum believes that it represents a major contribution to innovation in good
governance practice. Case studies are
being collected while some companies
are piloting the principles. The forum
has identified organisations in different
sectors which use frameworks broadly
comparable to a mandate and would
be interested to hear from companies
with insights to offer from their own
experience.
The mandate represents the first
in what is intended to be a series of
outputs to help achieve improvements
in governance practice. Another complementary workstream is looking at
the ‘boardroom conversation’ with a
view to providing practical guidance to
boards on how to identify and frame
the different conversations that they
need to have such as considering major strategic proposals as opposed to
ensuring effective oversight over financial reporting. Each ‘conversation’
requires a different mode of thinking
and approach. In parallel, the forum is
considering the different roles on the
board – starting with the chairman and
then considering the ‘ecosystem’ as a
whole and how members can interact
effectively. n
to read the mandate document,
see www.cimaglobal.com/thought-leadership/
tomorrows-value-lecture-series/tomorrowsgood-governance-forum/ or www.tomorrowscorporategovernance.com
comments can be sent to cimaknowledgeunit@cimaglobal.com
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Q&A mALAysiA
ment. The company’s compliance and
audit team takes a friendlier name as
“Internal Audit and Consulting Services” (IAC), in order to emphasize the
team’s openness for communication
and readiness to provide consultation
advice. Active dialogues are encouraged between IAC and the teams
that are being audited and checked
for compliance. The IAC is given full
independence and authority to check
departments across the entire operation of AirAsia. Investigation of alleged
non-compliance is strictly regulated to
ensure that all the necessary evidence
is collected in a fair manner.
How has corporate governance
worked in terms of enhancing
AirAsia’s competitiveness?
Our promise of “Now Everyone
Can Fly” is built on the basis that the
Airline can live up to the promise of
its high-quality delivery, good safety
record, extensive network on the foundation of its efficient operation. AirAsia’s thorough corporate governance
management is inseparable from the
company’s success since day one, i.e.
we ensure that all operations are performing in the most cost-effective
manner with all expenses properly and
legally accounted for; and revenues are
collected correctly and appropriately.
Our corporate governance framework
enables policies and processes that encourage all business units in executing
continuous improvement in their internal control to promote efficiency.
What lessons do you think AirAsia
has to offer to other companies in
terms of improving their respective corporate governance track
records?
Our management works closely
with our AllStars (As AirAsia employees
are called) and engages with them on
a regular basis on all matters related to
compliance. In addition to the regular
management meetings we have, AirAsia practises a flat reporting structure

Q & A m A L Ays i A
“Frequent dialogues of
the relevant authorities to
exchange industry best
practices would ensure
continuous progress in the
corporate governance framework within the region”

Aireen Omar, regional Head, corporate
Finance & treasury

which encourages all employees to
speak out to the top management if
they have any issues concerning compliance matters. We view that the best
ideas sometimes come from people
closest to the operation. By doing so,
the departments will feel more empowered and welcome in sharing their
ideas on how to improve compliance
procedure for the better.
How do you assess the state of
corporate governance in Malaysia
specifically, in Asia in general?
As a publicly listed company in
Malaysia, our reporting standards are
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fully compliant with the regulations set
down by Bursa Malaysia, the securities
exchange authority in Malaysia. We
have received numerous international
awards that recognised our excellence
in corporate governance which further
acted as a testament to the strengths
of the stringent corporate governance
framework set out by Bursa Malaysia. AirAsia has bagged the “2010
Asiamoney’s Best Managed Company
Award” in March 2011 and more recently, our CEO, Dato’ Sri Dr. Tony
Fernandes was named as one of the
winners in the “2nd Asian Corporate
Director Recognition Awards 2011” by
Corporate Governance Asia.

are deemed helpful and effective and
fine tune those that are not.

What reforms do you think have
to be implemented to enhance the
standards of corporate governance
in Malaysia and Asia?
The modern world is a fast changing place, very much like the aviation
industry we operate in today. In general, any regulations that are aimed
at making company operation more
transparent and information more
readily available for stakeholders are
going to be good for enhancing the
corporate governance standards in
Malaysia and Asia.

How do you view the state of corporate governance in the businesses and areas where AirAsia operates in?
As an airline, we do operate in a
diverse business environment as we
have 12 hubs across Malaysia, Thailand
and Indonesia. By strictly adhering to
the regulations and actively opening
ourselves for improvement suggestions
in enhancing our existing internal con-

In terms of structure, what measures have you implemented to
enhance the company’s corporate
governance?
Structure is compliant to the requirements of Bursa Malaysia but we
are trying to keep ourselves ahead in
our internal controls by sending our
Board of Directors to relevant training
programmes, seminars and briefings to
ensure that the Board is updated with
the development of the latest corporate governance guidelines or regulations for effective implementation.

“AirAsia is a dynamic
company that will
always look at ways to
improve our existing
operation and policies to
ultimately enhance our
shareholders’ value”

trols, AirAsia strives to maintain its best
practices across the Group.
On the issue of family-owned companies, some are saying that family
owned companies and corporate
governance are not really compatible. What are the benefits/rewards
of good corporate governance?
Simply put, well run companies
produce better results. Companies
with good corporate governance practice will enjoy the set of well-defined
processes, policies and culture of strict
adherence that will help maximise on
shareholders’ value. Therefore, the
interests of family-owned businesses

What is the underlying philosophy
behind the AirAsia track record on
corporate governance?
“Now Everyone Can Fly!” is what
we are striving to achieve here at AirAsia. Anything that helps us in running
the operation in the most cost-efficient
manner or enables us in expanding our
network will all play a part to ensure
we are getting one step closer towards
our dream! At the end of the day, adhering to strict corporate governance
standards and promoting transparency
in the company will let us achieve the
operational efficiency that will enhance
shareholders’ value. Therefore, we are
always on the move to keep on refining our corporate governance regime:
we will keep governance practices that
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and companies owned by external
shareholders are essentially the same,
if maximising returns is the major objective of the businesses.
What are measures can the company implement to further improve
its corporate governance?
Be actively involved with any initiatives on the improvement of corporate
governance by Bursa Malaysia. Improvement to the framework is twoway responsibilities, very much like
AirAsia’s belief in allowing everyone to
have a say in all company matters because the best decision may come from
other levels outside the management.
Going forward, how do you see the
direction of corporate governance
in Asia?
It goes hand in hand with education. By instilling the virtue of accountability and integrity to our next generation through quality and affordable
education, they will grow up to shape
a world that will have better corporate
governance framework in place, in the
future. n
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Compliance:
Why ‘by the book’ is good
for the books
“United States prosecutors
have successfully pursued
non-US companies
for alleged offenses
committed outside that
country when they have
been able to show some
US nexus or interest”

A

year ago, the Global Fraud Report highlighted the return of
the active regulation of businesses. The past twelve months have
brought not only tougher regulation,
including the Dodd-Frank Act in the
United States and the Bribery Act in
the United Kingdom, but also more active enforcement – notably increased
resources devoted to corruption investigations in the United States at the
Department of Justice and the Securities and Exchange Commission as
well as a similar business crime focus
in Britain at the Serious Fraud Office.
Meanwhile, storied magistrates elsewhere in Europe – Joly in France, Garzon in Spain, DiPietro in Italy – have
been succeeded by a new generation
of officials keen to make their names.
Prosecutors in Germany, often in cooperation with their counterparts in
the United States and elsewhere, have
successfully targeted a series of major

Tommy Helsby: a well-run business
should engage in forward-planning to
make sure that the necessary resources
and relationships are in place before a
problem emerges.

domestic businesses.
In emerging markets, institutional
developments may be slower, but public attention to fraud issues, especially
corruption, is intense. Looking only at
the BRIC countries in just the last few
months: in Brazil, both Vivendi and
Credit Suisse paid multi-million dollar
settlements – without acknowledging
wrongdoing – in relation to allegations
of investment fraud and insider trading, respectively; in Russia, President
Medvedev has proposed that fines in
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corruption cases should equal up to
100 times the size of the bribe; in India,
the Prime Minister, Manmohan Singh,
recently bowed to demands to initiate
an investigation of corruption in the
award of third-generation mobile telecom licenses; and in China, the two top
executives of the country’s largest ecommerce firm, Alibaba.com, resigned
after acknowledging that the company
had failed to respond to external fraud
issues. Further afield in Asia, 28 governments have now signed up to the
Anti-Corruption Action Plan for Asia
and the Pacific, overseen by the OECD
and the Asian Development Bank.
The exposure for companies operating in emerging markets is not just
to local regulators but also to their
home regulators acting extraterritorially: corrupt operators cannot rely on
lax or venal local prosecutors to turn
a blind eye. Indeed, United States
prosecutors have successfully pursued
non-US companies for alleged offenses
committed outside that country when
they have been able to show some US
nexus or interest. Law enforcement
agencies elsewhere have told Kroll that
they intend to follow the same path
and cross-border cooperation between
prosecutors is now the norm rather
than the exception.
Inevitably there has been a backlash from the regulated. Most visible,
from where I sit, is the response to the
new UK Bribery Act, which will take
effect on July 1. The objections seem
to me either ill-informed or inappropri-

ate. They are generally some variation
ate. They are generally some variation
of, “I could be arrested for taking my
of, “I could be arrested for taking my
client to a football game” – that won’t
client to a football game” – that won’t
really happen unless you bribe the refreally happen unless you bribe the referee to get your client’s preferred reeree to get your client’s preferred result. People also still insist to me that
sult. People also still insist to me that
paying bribes is the only way business
paying bribes is the only way business
gets done in some parts of the world,
gets done in some parts of the world,
so aggressive extraterritorial policing of
so aggressive extraterritorial policing of
corruption will be a serious disadvancorruption will be a serious disadvantage to British companies operating
tage to British companies operating
there. The same argument was voiced
there. The same argument was voiced
by American businesses when the Forby American businesses when the Foreign Corrupt Practices Act (FCPA) was
eign Corrupt Practices Act (FCPA) was
passed forty years ago, yet US compapassed forty years ago, yet US companies have remained effective competinies have remained effective competitors in all those difficult markets.
tors in all those difficult markets.
Good business – meaning fully
Good business – meaning fully
compliant – turns out to mean good
compliant – turns out to mean good
business in terms of commercial and fibusiness in terms of commercial and financial performance. Siemens, follownancial performance. Siemens, following a massive bribery scandal several
ing a massive bribery scandal several
years ago, changed its culture (along
years ago, changed its culture (along
with many of its senior management),
with many of its senior management),
established a dynamic compliance opestablished a dynamic compliance operation, and has been more commereration, and has been more commercially successful ever since. Even in the
cially successful ever since. Even in the
most challenging markets, business
most challenging markets, business
can be conducted legitimately, and
can be conducted legitimately, and
both the deal and the market will be
both the deal and the market will be
better for it.
better for it.
There is a broader conclusion to
There is a broader conclusion to
draw from this. Procedures for ensurdraw from this. Procedures for ensuring that business practices are compliing that business practices are compliant with the UK Bribery Act or the FCPA
ant with the UK Bribery Act or the FCPA
should already be in place: a good,
should already be in place: a good,
well-run business is already operating
well-run business is already operating
comfortably within the requirements
comfortably within the requirements
of these laws and the only additional
of these laws and the only additional
requirement the laws bring may be the
requirement the laws bring may be the

“The UN’s initiatives have
“The UN’s initiatives have
been taken up by the OECD,
been taken up by the OECD,
and it may be recalled
and it may be recalled
that the OECD’s initiatives
that the OECD’s initiatives
on anti-corruption
on anti-corruption
measures have spurred
measures have spurred
much of the new legislation
much of the new legislation
on bribery”
on bribery”

need to document that fact. The enterneed to document that fact. The enterprise should operate that way because
prise should operate that way because
it is better for the business, not just
it is better for the business, not just
because the law requires it: opportunibecause the law requires it: opportunities won without corruption are more
ties won without corruption are more
secure and competitive, and likely to
secure and competitive, and likely to
lead to more of the same; corrupt deals
lead to more of the same; corrupt deals
are risky, expensive, and vulnerable to
are risky, expensive, and vulnerable to
further bribe demands or a change of
further bribe demands or a change of
regime.
regime.
For the past few years, bribery isFor the past few years, bribery issues have dominated seminar and
sues have dominated seminar and
conference agendas, in the way that
conference agendas, in the way that
money laundering concerns did for the
money laundering concerns did for the
five years before that. If you measure
five years before that. If you measure
by the size of the fines, though, comby the size of the fines, though, competition issues need to be on the list of
petition issues need to be on the list of
a company’s compliance concerns. If
a company’s compliance concerns. If
you consider overall cost, in terms of
you consider overall cost, in terms of
both money and reputation, then enboth money and reputation, then environmental regulation remains paravironmental regulation remains paramount; trade sanctions have emerged
mount; trade sanctions have emerged
as an issue in an increasingly complias an issue in an increasingly complicated world; and you could add plenty
cated world; and you could add plenty
more to the agenda.
more to the agenda.
Although I prefer to leave forecastAlthough I prefer to leave forecast-

ing to economists and astrologers, I see
ing to economists and astrologers, I see
two other specific issues that should be
two other specific issues that should be
added to the list. Globalization and
added to the list. Globalization and
communication technology have tocommunication technology have together changed the game for privacy
gether changed the game for privacy
issues. Regulation, though, is still very
issues. Regulation, though, is still very
inconsistent and local, and compliance
inconsistent and local, and compliance
is similarly variable. After all, why comis similarly variable. After all, why comply with laws that don’t exist? But senply with laws that don’t exist? But sensitive data may relate to individuals in
sitive data may relate to individuals in
one country, be controlled in a second,
one country, be controlled in a second,
and accessible in a third: prudence dicand accessible in a third: prudence dictates that the highest regulatory stantates that the highest regulatory standard should apply.
dard should apply.
The second issue may be a surThe second issue may be a surprise: human rights governance. This
prise: human rights governance. This
generally sits in the corporate social
generally sits in the corporate social
responsibility agenda, if anywhere, and
responsibility agenda, if anywhere, and
is often viewed as important but not
is often viewed as important but not
business-critical. There are, however,
business-critical. There are, however,
movements towards making corporamovements towards making corporations legally responsible for direct and
tions legally responsible for direct and
indirect violations of human rights,
indirect violations of human rights,
such as use of child labor, tacit support
such as use of child labor, tacit support
for unsavory regimes through trade or
for unsavory regimes through trade or
investment, or sale of equipment used
investment, or sale of equipment used
in repression. The UN’s initiatives have
in repression. The UN’s initiatives have
been taken up by the OECD, and it
been taken up by the OECD, and it
may be recalled that the OECD’s initiamay be recalled that the OECD’s initiatives on anti-corruption measures have
tives on anti-corruption measures have
spurred much of the new legislation on
spurred much of the new legislation on
bribery.
bribery.
A well-run business should engage
A well-run business should engage
in forward-planning to make sure that
in forward-planning to make sure that
the necessary resources and relationthe necessary resources and relationships are in place before a problem
ships are in place before a problem
emerges. By doing so, companies will
emerges. By doing so, companies will
be less likely to allow current preoccube less likely to allow current preoccupations to distract them from the wide
pations to distract them from the wide
range of regulatory risks. n
range of regulatory risks. n
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Corporate governance
performance and insights
Introduction
The Institute of Chartered Accountants
in Australia (the Institute) commissioned
Beaton Research & Consulting (a firm
with specialist expertise in the profession) to conduct its cFo survey 2011:
corporate governance performance
and insights.
This is the first in a series of surveys the Institute will conduct to gauge
business sentiment of Chief Financial
Officers (CFOs) and Financial Directors
across Australia and the Asia region. In
this 2011 survey, we focused on three
key areas: financial reporting, the role of
audit and managing the impacts of the
global financial crisis.

Purpose and objectives
The purpose of this paper is to provide
a succinct summary of the key findings generated from the survey. Not
all graphs or findings are included but
these can be provided upon request.
The key objectives of the study
were to:
> Determine how business reporting
impacts the business community
> Assess business commitment to
non-financial reporting, such as corporate governance, social responsibility
and sustainability
> Analyse the role of external audit
– does it add value to financial reports
and do external auditors meet CFO ex-
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ed in Australia; 51 participated in Singapore; 50 participated in Malaysia and 50
participated in Hong Kong.
Those interviewed were senior financial executives, including CFOs and
Financial Directors, who are responsible

for financial reporting in their company.
Only the top companies listed on the local stock exchange were included in the
research. The survey sample reflected
the top companies in each country by
revenue. n

pectations
> Clarify how the global financial crisis impacted businesses and determine
how governments could assist business
during these economic times.
Interview method
Beaton Research & Consulting, partnering with Radar Global (a market research agency based in Hong Kong and
ESOMAR member) interviewed 253 of
the most senior financial decision makers in some of the top companies in the
Asia region. Each interview lasted 10
minutes and took place from 31 January
to 23 February 2011.
In total, 102 respondents participat-
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Note: Some respondents were Chartered Accountants but this was not part of the sampling
criteria. All percentage results shown in this report have been rounded to one decimal point.
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Forum to help
Philippine
companies
with higher
corporate
governance T
standards
“Most investors want to
focus on the fundamentals
of the business, but
corporate governance,
in a sense, is a health
check for a business”

Maharlika Board would provide a clear
signal from the philippine market of
its commitment to improved corporate
governance in the business sector.
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the proposed Maharlika Board, the first of its kind in asia, draws
inspiration from the highly successful novo Mercado, which was
launched in 2000 by Bovespa, Brazil’s stock exchange.

he Global Corporate Governance Forum, in partnership with the Philippine
Stock Exchange (PSE), Institute of Corporate Directors (ICD), and IFC Manila Office,
convened a Business-Investor Dialogue in
Manila on March 22, 2011.
The focus of the Dialogue was on
the Maharlika Board, a special listing
segment for companies that voluntarily
commit to higher corporate governance
standards, beyond those required by
law. In exchange, companies that qualify will receive discounts on listing and
maintenance fees paid to the PSE. It is
part of the government’s program to
promote the Philippines as a prime investment destination.
The proposed Maharlika Board, the
first of its kind in Asia, draws inspiration
from the highly successful Novo Mercado,
which was launched in 2000 by BOVESPA,
Brazil’s stock exchange. The Novo Mercado is credited with transforming Brazil’s
previously laggard stock market into one
of the most robust markets in the world.
The Forum has been cooperating with the
PSE to provide technical assistance in the
design and launch of the project.
The event was attended by the Securities and Exchange Commission, local pension funds, and international investors, as
well as senior business leaders of the largest publicly listed companies in the Philippines, industry associations, academia and
underwriters.
The initial target for prospective listings will be mid-sized companies seeking
an IPO with the recognition that the migration of existing listed companies would
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likely follow over time as the Maharlika
Board becomes more established.
As with the Novo Mercado in Brazil,
no listings on the Maharlika Board are expected at the launch in September 2011,
but the objective would be to have obtained a firm commitment of at least 5
companies to list on the Maharlika Board.
The public sector pension funds indicated that as the number of companies
listing on the Maharlika Board grows,
this would likely become a key criteria for
portfolio investment decisions. Maharlika
Board would provide a clear signal from
the Philippine market of its commitment
to improved corporate governance in the
business sector.
Forum’s Head Philip Armstrong was
invited by ABS-CBN News Channel for a
7-minute live interview during their prime
time Business Nightly segment. While
the Philippines has laws that aim to address governance issues, Armstrong said
foreign investors have raised concerns
about the enforcement of these laws,
particularly in areas related to conflict of
interest, related party transactions, minority shareholder rights.
“Most investors want to focus on
the fundamentals of the business, but
corporate governance, in a sense, is a
health check for a business. If corporate
governance is in good shape, then the
investors will then start looking at what
really matters, which is the fundamentals of the business,” he said. See the
video interview.
The Maharlika Board project is supported by the Government of Japan. n
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Hong Kong company
boards will benefit from
gender diversity
H

ong Kong continues to fall behind on the uptake
of women in the boardroom. While the Hong
Kong Stock Exchange (“the Exchange”) recently completed a public consultation on its reform proposals,
tellingly gender diversity was not on the agenda.
This is in contrast to other major markets which
have already implemented, or are in the process of implementing corporate governance reforms to include
gender balance in the boardroom.
In fact, the gender gap in Hong Kong is at its
widest in the boardroom. The numbers speak for
themselves: 54 percent of university graduates in
Hong Kong last year were women; they also make up
around half of the labour force. This is in sharp contrast to the number of men holding seats on boards
of companies listed on the Hang Seng Index (over
90 percent). Additionally, in Hong Kong, women
constitute around 50 percent of the consumer base,
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which means that having experienced
female professionals on boards can
help companies better understand
the needs of their customers.
Getting the boardroom composition right is crucial from a business
perspective. The fact remains that
boardrooms need to have a diversity
of backgrounds, skills and professional experience. Women tend to be
more holistic in their approach, and
increasingly aspire to professional careers instead of jobs; they also tend to
exhibit different leadership attributes
by which they can add value to corporate boards.
Extensive studies on this topic all
point to the same conclusion: the fact
that a higher percentage of women
on corporate boards will directly benefit all parties – customers, employers and shareholders. This is directly
borne out in a recent study by Catalyst Research, which found that the returns of Fortune 500 companies with
the highest representation of women
on their boards outperformed their
competitors by 42 percent on sales,
66 percent on invested capital and 53
percent on equity.
Different measures are being used
globally to detect the importance of
gender diversity on corporate boards.
For example, Finland, Iceland, Norway
and Spain have adopted a quota approach whereby boards are required
by law to appoint at least 40 percent women. France and the Netherlands are considering similar quota
legislation. Other countries such as
Denmark, Germany, and Sweden are
using a business-led approach but
their governments have reserved the
right to legislate if there is insufficient
progress. The Australian Securities Exchange and the US Securities and Exchange Commission have introduced
disclosure guidelines on the selection
and the proportion of women on the
boards of listed companies.
In the UK too, the momentum for
change is fast gathering pace. In light

Ayesha M Lau: a board with too few
women on it risks a weakness in at least
one of these respects.

of the slow rate of increase of women
appointed to corporate boards (women made up 12.5 percent of corporate boards of FTSE 100 companies in
2010, compared with 9.4 percent in
2004), there is a growing consensus
that more needs to be done to ensure
boardroom gender diversity.
The revised UK Corporate Governance Code which came into effect in
June 2010 included for the first time
a principle recognising the value of diversity in the boardroom. In February
2011, Lord Davies completed his review on gender diversity on the boards
of listed companies and published a
report entitled “Women on Boards”.
This report recommended several actions including a recommendation for
all FTSE 100 companies to aim for a
minimum of 25 percent female representation by 2015.
In May 2011, the UK Financial
Reporting Council launched a consultation on whether the UK Corporate
Governance Code should be revised to
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require listed companies in the UK to
publish their policy on gender diversity
in the boardroom and report against
it annually. In her introduction of
the consultation (which closes end of
July 2011), FRC Chairperson Baroness
Hogg said:
“Board diversity and effectiveness
are closely linked. Diversity widens the
perspectives brought to bear on decision-making, avoids too great a similarity of attitude and helps companies
understand their customers and workforces. A board with too few women
on it risks a weakness in at least one of
these respects.”
Current low representation of
women in Hong Kong boardrooms is
attributed to a number of reasons, including a male dominant society and
traditional values that place family obligations on women. Women who run
companies should help to promote the
case for women in senior roles and on
boards. A current low number of female board directors do not help the
issue, as a lack of role models to aspire
to can compound these stereotypes.
Another commonly cited reason
is the lack of available candidates,
however this is debatable. If we look
at Hong Kong’s experience when appointing women to Government advisory and statutory bodies, we see a
different picture, i.e., an ample pool of
female talent willing to take on senior
roles and fill board seats.
The Chinese proverb that “women
hold up half the sky” is still an aspiration rather than reality in the Hong
Kong boardroom. Companies are
missing out on business opportunities
by excluding a significant pool of talented and experienced professionals
on their boards. The time has come for
companies to include more than just a
token number of women in senior positions. Furthermore, institutions such
as the Hong Kong stock exchange
play an important role in encouraging
companies to take a step in the right
direction. n

2nd Asian Corporate Director
Recognition 2011
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ehind a well-managed and a transparent company is a group of men and women that made it

happens. It is not by accident that our awardees this year met our criteria to be considered for this prestigious award. These men and women have spent considerable time and effort to promote high standards
of business ethics, while meeting the expectations of their shareholders in growing their business.
In the aftermath of the Asian financial crisis in 1997, the boards of directors have experienced growing
pressure and scrutiny from their shareholders following the high profile bankruptcies and collapses of
several companies. This was again highlighted in the recent global financial turmoil as the actual time
spent in the boardroom has increased significantly to look into every detail of the company operations.
One of the changes we are seeing in the boardroom is the premium being placed in the quality of their
composition amid the changing marketplace. While directors ideally would like to spend more time on
strategic planning, now an equally significant portion of their time is being spent, among others, on
reviewing risk management and compliance to ensure that they conform with the highest standards
of corporate governance. They have to work harder than ever to keep abreast of the new regulatory
requirements and new expectations.
These are the men and women we are honouring as the recipients of the 2nd Asian Corporate Director Recognition Awards 2011. The awards recognize the outstanding corporate directors from boards
of public and private companies in Asia and have been leaders in guiding their boards and executive
management in growing their companies, and maintaining the ethics and conscience of their boards.
This industry leadership award is a fundamental part of our continuing mission to enhance the corporate
governance standards in Asia. We salute our winners recognize by their peers, investors, academicians
as outstanding leaders and contributors in a public or private company boardroom. They help in steering a company through a period of extraordinary growth, financial/economic crisis and other events. In
doing so, they have significantly protected and enhanced shareholder value and guide their companies in
pursuing significant business opportunities.

Congratulations to our winners.
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