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LETTER FROM THE PUBLISHER

T

7 Years of Corporate
Governance Asia

he screaming headlines on Bernard Madoff duping investors of billions of dollars and on the New York

hedge fund group Galleon involving insider trading show just how much work still needs to be done to bring good
governance into the corporate world.

S

It also shows that this is an issue that every regulator needs to tackle whether it is in the West or in this part of the
world. The even
globalyears
financial
has itbrought
into focustomany
shortcomings
thatdedicated
should betofixed,
though
ago, crisis
we took
upon ourselves
produce
a publication
improving
theat the same
time,standards
there are of
concerns
that
too
much
regulations
may
prove
to
be
hindrance
and
stifle
the
growth
of
industries.
corporate governance in Asia . At that point in time, the Sarbanes-Oxley Act had beenthe
minted
in response
to Securities
the spectacular
collapse
of Enron in(SFC)
2001has
that
resulted on
in losses
to investors of
more
thanofficials
In Hong
Kong, the
and Futures
Commission
embarked
close cooperation
with
justice
US$60
billion.
and use tough new legal powers to wage a battle against market misconducts. It also hired a new head of enforcement,Seven
who years
some on,
observers
givenof
credit
for the
he has
done
regulator.
today, have
the world
business
andwork
investing
still
facefor
thethe
same
problems about rogue
corporations
anddivided
managers
with the
devastating
results
of its
severe
losses
investors.call
Thisfor
comes
In India,
opinions are
whether
the same
Satyam
scandal has
served
purpose
asto
a wake-up
India to clean up
climate
of frequent
changes
in the
marketplace
where
cutthroat
competition
its actamid
and the
embrace
good
governance
the way
it should
be. There
areinnovation
those whoand
reckon
that this
episode has made
outpace
the regulators’
abilitygovernance
to police these
activities.
company
promoters
to alter their
practices
for the better, while others felt that nothing has changed and it
is still business as usual in the corporate landscape.
As history shows, financial crisis breeds corporate governance issues such as fraud that comes in all shapes
and thethough,
recent that
global
wasbrought
no exception.
Who
wouldaspects
forget such
the infamous
of
Thereand
areforms,
suggestions,
thedownturn
scandal has
changes
in some
as in the saga
way company
Bernard
Madoff with
headlines
of US$50
billion
of Sir
Texanauditors
billionaire
boards
are functioning.
Audit
committees
are said
to in
belosses
more and
careful
to Allen
ensureStanford,
that the the
external
perform their
accused
of running
a US$7
billion
Ponzi scheme.
role more
diligently.
There
are some
observations
that the behaviour of the independent directors on the boards has
improved in such a way that they are becoming more assertive and are now asking tough questions that they would
Galleon Group LLC co-founder Raj Rajaratnam, who along with several others, were criminally charged in the
not dare previously.
US in what the federal authorities called as the biggest prosecution of alleged hedge fund insider trading in
Elsewhere
in the region, ideas are being bounced around for an Asian blend of corporate governance. The Asian marthe country.
kets so far have been following the Anglo-Saxon model of governance, but perhaps this is the time that the region
You may point out that these were cases beyond our shores, but they create huge ripples that transcend any
should examine what is appropriate for its own good.
border and impact the markets as well as investors in this part of the world.
The CEO of Singapore Exchange Hsieh Fu Hua has suggested the establishment of an industry accreditation body. He
So our taskscan
and
ourindependent
mission are far
from over of
andtheir
the corporate
question isgovernance
what else needs
to beand
done
to encourage
says companies
seek
accreditation
processes
framework
and this
or approval
even impose
onbe
every
bigthat
andmany
small,Singapore
as well ascompanies
investmentpursue.
managers to play by the
seal of
would
akincorporate,
to the ISOwhether
standards
rules and uphold sound business ethics and integrity as they create value and maximize returns for their
Shareholders
can distinguish between companies with strong and weaker corporate governance standards, hopefully
shareholders.

with a premium attached to those with stronger practices. He says the attraction of this idea is the self-regulatory
Do we
further
than what
we already
have
to curbsense
market
abuses?
Everything
pointing and are
element
thatneed
comes
with regulations
it. It is voluntary
and investors
have
a greater
of the
strength
of eachiscompany
thatto
direction
and we can
only hopedecisions.
that when they do happen, they would make markets a much better
betterinable
make considered
investment
place to invest in.
MONSOD
ALDRINALDRIN
MONSOD
, Publisher
Publisher

Aldrin Monsod

Malou Paez

Jenny Wong

Ann Lau

F Santiago

Louis Maniquiz

Ted Arellano

Dante
Peralta
H
Jeremiah
H Jeremiah
Photographer

Publisher and
Managing Director
Deputy Editor

Editorial Consultant
Research

Head of Special Projects
and Administration
Marketing Services
Creative Director

Photographers

new
initiative
media
ltd. ltd.
No
Corporate Governance Asia
Asia Corporate
CorporateGovernance
GovernanceAsia
Asiaisispublished
publishedQuarterly
Quarterlybyby
new
initiative
media
reproduction
is permitted
in whole
or in
without
proper
written
consent
of the
publisher.
Please
address
all
No
reproduction
is permitted
in whole
orpart
in part
without
proper
written
consent
of the
publisher.
Please
address
correspondence
to:to:
New
Initiative
Media,
RmRm2301,
all
correspondence
New
Initiative
Media,
2301,23th
23thFloor,
Floor,World
WorldWide,
Wide,19
19Des
DesVoeux
Voeux Road,
Road, Central, Hong
Kong • Tel: (852) 3118 2902
www.corporategovernanceasia.com • editor@corporategovernanceasia.com
new initiative media
Rm 2301, 23th Floor, World Wide House, 19 Des Voeux Road, Central, Hong Kong
Editorial : Rm 7D, 7th Floor, Shing Hing Comml Bldg, 21-27 Wing Kut St, Central, Hong Kong
Tel: (852) 2231 9612 Fax : (852) 2169 6300 • Email: info@newinitiativemedia.com.hk
www.corporategovernanceasia.com / www.newinitiativemedia.com.hk
Printer: T's Production,
Rm 902,
Manly
Commercial
Building,
Queens
Road,
Central,
Hong
Kong
Project, Rm 902,
Manley
Commercial
Building,
367367
Queen's
Road,
Central,
Hong
Kong

G OV
A NBUA
/ME CAERMC BHE 2010
C OCROPROPROATR AT
E GEOV
E RENRANNACNECAESAI AS I A 1 2 O CJ TO
E RRY
/N/FOVE BE MR UA
B ERY
R /D
R 2009

EDITORIAL

State of
Corporate Governance
in Asia 2010

R

ecent initiatives across Asia illustrates that corporate governance remains an important undertaking
in this region. Amid the unraveling of fraud issues that
hurt the investors, efforts are continuing to improve
the corporate landscape and make Asia a better place
to conduct business. Regulators continue to strive for
fair, transparent and orderly market environment
through swift enforcement actions, while professional
firms and industry bodies continue to promote responsible corporate conduct and practices.
In Malaysia , KPMG, a leading global tax, audit
and advisory firm, launched in January this year its
fourth fraud survey report, providing insights into contemporary fraud issues faced by Malaysian companies.
The findings are quite striking. While on one hand it
shows that there is a relatively high degree of awareness and concern about fraud within the Malaysian
business community, the survey found that fraud is
very often the product of both poor governance and a
deficient corporate culture.
What is particularly alarming is that 61% of the
respondents expect the level of fraud to increase dur-

ing the next two years. About 89%
expect that the trend of fraud as
well as financial statement fraud will
increase markedly in the aftermath
of the economic downturn.
Indeed, while Malaysia has succeeded in improving its governance
framework in line with the global
best practices, there are still lingering concerns about the way it is
being implemented.
India also urgently needs to
strengthen its corporate governance
standards or suffer the consequences of a decline in foreign investor interest and
hurt the integrity of its capital markets. This warning
comes a year after the Satyam Computer Services
scandal erupted that shook the foundation of India ’s
corporate community.
A study by Asian Corporate Governance
Association (ACGA) published in January notes that
India needed to institute reforms in investor voting
processes, related-party transactions, corporate disclosure and the auditing profession. ACGA says the study
is the first initiative of its kind written with the collaboration of major investors and other market participants based both in India and around the world.
It says that while India has undertaken numerous
reforms in corporate governance during the past
decade, particularly in the areas of company boards,
independent directors and disclosure and accounting
standards, certain critical areas remain to be
addressed, especially relating to the accountability of
promoters – or controlling shareholders – the regulation of related-party transactions and the governance
of the audit profession.
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For instance, shareholder
meetings and proxy voting
processes in India , like in many
countries in Asia , lack efficiency
and accountability. India has
notably weak regime governing
related-party deals and so it needs
to overhaul its regulations to provide minority shareholders with
much greater protection.
The ACGA study also notes
that the scope for the misuse and
abuse of warrants is considerable
in India and the regulation of
their issuance to promoters needs to be tightened. It
points out that the scope, depth, timeliness, consistency and formatting of corporate financial disclosure
in the country could be greatly enhanced among listed
companies.
Finally, the study points out that the Indian auditing profession is highly fragmented and recommended
the need for consolidation and the appointment of an
independent audit regulator.
Party-related transactions is also one of the two
areas of concern – the other being the protection of
minority shareholder rights – of the Philippine Stock
Exchange (PSE) when it sent out an invitation on
January 29 this year to all concerned parties to give
their comments to the proposed corporate governance-related provisions in the PSE’s revised listing and
disclosure rules.
These issues were raised, among others, by
institutional investors and other market participants
during the stakeholder consultations conducted by the
PSE corporate governance office from April to
November 2009.
Under the proposed provisions, a listed company
shall promptly disclose related party transactions to
the exchange, which should include the following
information: the date of the transaction, the parties to
the transaction, the relationship between the parties,
a description of the transaction, the rationale for
entering into the transaction, the total consideration
and terms of the transaction and the extent to which
the related parties or company will benefit economically from the transaction.
The proposed provisions essentially underscore the

C O R P O R AT E G OV E R N A N C E A S I A

need for increased disclosure on the stated corporate
governance issues, as well as highlight the importance
of the role that independent directors play in addressing them.
Hong Kong demonstrated its vigilance on corporate governance issues in one of the highly publicized
deals last year when the Securities and Futures
Commission (SFC) scuttled the privatization of PCCW
in a transaction valued at almost HK$16 billion. The
High Court in April last year approved the deal, but
the SFC argued the shareholders’ vote had been
rigged and successfully appealed to the Court of
Appeal, which ruled that the privatization vote was a
clear manipulation and had hurt the interests of
minority shareholders.
Meanwhile, multilateral agencies, such as the
Asian Development Bank (ADB), are contributing on
their own way to improve the standards of corporate
governance in the region. In January this year, the
bank announced that it has implemented improvements to internal rules protecting those who report
integrity violations or misconduct in ADB or ADB-related activities. The ADB whistleblower and witness protection provisions improve access to information about
how both the ADB staff and those outside the ADB
can respond to retaliation that is due to their reports
of violations or misconduct.
Insisting that ADB does not condone corruption in
any form, the new internal regulations also specify the
measures that ADB will take to avoid or to counter
any threats to those who have provided information
on misconduct and require the ADB to keep the identity of the whistleblower confidential, unless the
whistleblower opts for a waiver. 
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BY PHILIP ARMSTRONG

Corporate Governance in Asia:

Some thoughts

T

he value of corporate governance is in question throughout
Asia, as it is worldwide, in the
wake of the worst global financial
crisis we have seen since the 1930s.
Traveling throughout the region, you
repeatedly hear one question: “why
should we follow the corporate standards of those whose actions led to
the collapse that severely damaged
our economy, through no fault of
our own?”1
My counter to this question is to
point out that, it was not the foundations of corporate governance that
one should question, but rather the
people who were put in charge to
ensure that their boards, and the
companies they oversaw, abided by
best practices. Directors and senior
management “failed to understand
and manage risk and tolerated perverse incentives,” as the International
Corporate Governance Network concluded.2 Those financial institutions
that took excessive risks seem to have
approached corporate governance
with a “check the box” mentality. To
be sure, institutional shareholders,
too, deserve some of the blame - and
there is much to go around - for having been insufficiently engaged and
timid in their demands.
As a consequence, poorly governed businesses have either collapsed or will likely be relegated to
the sidelines as the recovery, however
unsteady it is in 2010, gathers steam
and ushers in a new generation of
The author wishes to thank Jamie Allen, Secretary General
of the Asian Corporate Governance Association, for his
counsel and expert insights in preparing this article, and for
the assistance rendered by Forum consultant and advisor
James Spellman and Forum senior projects officer responsible for the Asia region, Eugene Spiro.

1

Philip Armstrong: We are still learning
how CG effectively works in practice

companies that will profit from being
well-governed.
The value of corporate governance lies in the transparency and
accountability it demands, and
through those requirements, the
necessity of aligning a company’s
interests with those of its stakeholders, including shareowners. Corporate
governance shapes and constrains
how companies deliver on their promises in their stewardship of their
shareowners’ capital and their relations with stakeholders. For boards,
there is legal accountability to shareowners who have invested capital in
2
International Corporate Governance Network, “Statement
on the Global Financial Crisis.” November 10, 2008. Available
at: http://www.iasplus.com/ resource/ 0811icgn.pdf.

International Finance Corporation, Organization for
Economic Co-operation and Development, Global Corporate

3
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the business and, more broadly,
responsibilities that derive from the
impact of their decisions on the legitimate interests of a wider group of
stakeholders.
Study after study shows that companies whose culture, management,
and mission are defined by corporate
governance principles and best practices, tend to outperform and endure
far longer than those that don’t.
For example, a comparison
between the 14 Companies Circle
members, which are regarded as corporate governance leaders in Latin
America, and a broad basket of 1,078
listed Latin American companies
(LAC) shows that the Companies
Circle group had an average return on
equity of 21.7%, compared to 16.7%
for the peer group of LAC companies.3 Furthermore, the study showed
that “Companies Circle members
destroyed less value when macroeconomic conditions in Latin America
were more turbulent until 2004 [and]
created more value when the region
became a more stable economic and
business environment during the
boom period of 2005-2007.” The
study also found that, on average,
shares of Companies Circle firms
trade at 21 times earnings per share
(EPS), compared to only 16 times EPS
for the LAC peer group.
For so-called developing countries
and emerging markets seeking to
eradicate poverty, the mounting evidence is clear: better companies lead
Governance Forum, Practical Guide to Corporate
Governance: Experiences from the Latin American
Companies Circle. October 2009. Available at:
http://www.oecd.org/document/18/0,3343,en_2649_34813
_43626450_1_1_1_37439,00.html .
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we have seen over the past decade or
carrying internationally branded franto better societies.
so.5 Poor corporate governance is typchises.
Another example of this evidence
Corporate governance as a means
is provided by Raj Thamotheram,
ically characterized by ineffective
of sustainable existence is a concludirector of responsible investment,
boards, weak internal controls and
sion particularly relevant for familyAXA Investment Managers. Exampoor risk management, unreliable
owned businesses, which dominate
ining company ratings data from
financial reporting, lack of adequate
Asia. (See box on ownership patterns
GovernanceMetrics
International
disclosures, lax enforcement, and
in East Asia.) Most are shuttered by
(GMI), his team found that GMI’s
poor audits even by accounting firms
the time that the third
research indicated that
generation assumes leadthere was “a positive relaOwnership Patterns in East Asia
ership. As an IFC study
tionship between their
points out, “only 5 to 15
scores and a number of
University of Texas Professor Mike W. Peng and California State University Professor Yi
percent continue into the
financial measures such
Jiang examined whether the role of concentrated family ownership and control in large
firms in Asia is “good,” “bad,” or “irrelevant” for firm performance. Their findings vary
third generation in the
as earnings growth and
by country, demonstrating the variances in culture, laws, and regulations that make it
hands of the descendents
return
on
equity.” 4
hard to draw out broad general trends and recommendations for the region.
of the founder(s).” 6 Aside
Further, “between 2003
Direct Effects of Family Ownership and Control Mechanisms on
and 2007, companies
from poor management,
Firm Performance
that were upgraded for
changes in demand, and
Good
Bad
Irrelevant
corporate
governance
shifts in macro-economic
Family CEO
Indonesia, Taiwan
Hong Kong
Malaysia, Philippines,
scores were more likely to
conditions, family-owned
Singapore, South Korea,
outperform the benchbusinesses tend to lack
Thailand, Pooled sample
mark index and vice
the formal structures
Pyramid structure
Hong Kong,
Indonesia,
Philippines, Taiwan,
versa. Companies with
needed for analysis and
Malaysia, Singapore South Korea Thailand, Pooled sample
higher corporate goverdecision-making, their futunance scores tended to
res harmed by informality
Moderating Effects of Family Ownership and Control Mechanisms on
outperform those with
and a lack of discipline
the Family Ownership-Firm Performance Relationship
lower scores when the
that leads to inadequate
Positive
Negative
Irrelevant
economic backdrop was
consideration of key
Family CEO x
Indonesia,
Hong Kong
Malaysia, Philippines,
more uncertain, with
strategic issues, including
family ownership
Taiwan
Singapore, South Korea,
lower scored companies
succession planning.
Thailand, Pooled sample
outperforming when ecoSince the financial criPyramid structure x Malaysia
Indonesia,
Hong Kong, Philippines,
nomic confidence was
sis in Asia, there has been
family ownership
South Korea Singapore, Taiwan,
improving.”
progress generally througThailand, Pooled sample
As revealed in the
hout the region, as Jamie
Source: Mike Peng and Yi Jiang, “Family Ownership and Control in Large Firms: The Good, The
Asian financial crisis of the
Allen, the secretary general
Bad, The Irrelevant - and Why,” William Davidson Institute Working Paper Number 840, October
late 90s, the role of weak
for the Asian Corporate
2006. Available at: http://www.wdi.umich.edu/files/Publications/WorkingPapers/wp840.pdf. For a
view of ownership patterns in East Asia in the late 1990s, see: Stijn Claessens, Simeon Djankov,
systems of corporate and
Governance Association
and Larry H. P. Lang, “The Separation of Ownership and Control in East Asian Corporations.”
financial governance can
(ACGA), summarizes in
November 23, 1999. Available at: http://ssrn.com/abstract=206448 .
significantly accentuate
the chart below (Progress
the sort of market crises
in Corporate Governance
Raj Thamotheram, “Money Saver,” Pensions World,
February 2008. Available at: http://www.gmiratings. com/
noteworthy/axa.pdf. Cited by Jamie Allen, secretary general,
Asia Corporate Governance Association, “Assessing
Corporate Governance in Asia, 1999-2009: What’s in Store
for the Next Decade?” Presentation at the Chubb-APEC
Seminar, Singapore, October 7, 2009. Available at:
http://www.acga-asia.org/public/files/ACGA%20
Presentation%20to%20Chubb,%20Oct%207,%202009.pdf.

4

World Bank, East Asia: The Road to Recovery. Washington,
D.C.: World Bank, 1998. Available at: http://www-wds.
worldbank.org/external/default/ main? pagePK=64193027&
piPK=64187937&theSitePK=523679&menuPK=64187510&
searchMenuPK=64187283&siteName=WDS&entityID=0001
78830_98111703550666. See also: Juzzhong Zhuang,
“Corporate Governance in East Asia and Some Policy

5

Implications.” Asia Development Bank, Economics and
Development Resource Center Briefing Notes 14. Available
at: http://www.adb.org/Documents/ EDRC/Briefing_Notes/
BN014.pdf.
Raj Thamotheram, “Money Saver,” Pensions World,
February 2008. Available at: http://www.gmiratings. com/
noteworthy/axa.pdf. Cited by Jamie Allen, secretary general,
Asia Corporate Governance Association, “Assessing
Corporate Governance in Asia, 1999-2009: What’s in Store
for the Next Decade?” Presentation at the Chubb-APEC
Seminar, Singapore, October 7, 2009. Available at:
http://www.acga-asia.org/public/files/ACGA%20
Presentation%20to%20Chubb,%20Oct%207,%202009.pdf.
4

World Bank, East Asia: The Road to Recovery. Washington,
D.C.: World Bank, 1998. Available at: http://www-wds.
worldbank.org/external/default/ main? pagePK=64193027&
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piPK=64187937&theSitePK=523679&menuPK=64187510&
searchMenuPK=64187283&siteName=WDS&entityID=0001
78830_98111703550666. See also: Juzzhong Zhuang,
“Corporate Governance in East Asia and Some Policy
Implications.” Asia Development Bank, Economics and
Development Resource Center Briefing Notes 14. Available
at: http://www.adb.org/Documents/ EDRC/Briefing_Notes/
BN014.pdf.
6
IFC, IFC Family Business Governance Handbook. Available
at: http://www.ifc.org/ifcext/corporategovernance.nsf/
AttachmentsByTitle/Family+Business_Second_Edition_Engli
sh+/$FILE/Englilsh_Family_Business_Final_2008.pdf .
7
OECD, “Corporate Governance in Asia: 10 Years from
Now.” September 2009. Available at: ttp://www.
oecd.org/dataoecd/0/12/43868946.pdf
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governance so that they, in their
At the Global Corporate Governin Asia). That said, though, there are
roles as opinion leaders, can write
ance Forum, we have focused our
many challenges that Asia faces in
illuminating articles about the topic
efforts in the region in six areas:
advancing corporate governance, as
and investigate both good and
• Build awareness for the business
is made clear by the September 2009
poor practices to highlight the bencase for corporate governance;
report of the Asian Roundtable on
efits of good corporate gover• Help the countries in the region
Corporate Governance.7 “There is the
nance; and,
build capacity through the estabneed for more follow-up on imple• On a selective basis, provide modlishment and development of instimenting guidelines on fighting abuest support to research projects in
tutes of corporate governance and
sive related-party transactions, procases where such activity
tection of minority sharereinforces technical assisholder rights and enforceProgress in Corporate Governance in Asia
tance interventions, such
ment,” the report said.
asthrough the Emerging
Further, “there needs to
Area
Improvements
be more focus on controlMarkets Corporate GovernFinancial Reporting
More detailed disclosure rules; faster
ling shareholders; an
ance Research Network.
reporting; quarterly reporting; disclosure of
examination of different
One key step in a
“material” events, director pay, director
ownership models (e.g.
country’s
transition todealings.
family and state-owned
wards
improving
corpoBoard composition
Introduction of independent directors,
listed companies) and
rate
governance
is the
and function
board committees, director training;
how they impact board
completion
of
the
World
higher expectations placed on directors;
higher fees paid to directors.
oversight as well as a
Bank’s Reports on the
more effective regulatory
Observance of Standards
Shareholder rights
Formal rights strengthened; retail activist
groups formed; institutional investors
framework.” The ACGA
and Codes (ROSC). The
started voting their shares and taking
also cites corporate discloROSC process identifies
engagement more seriously.
sure as a priority area
weaknesses that may
Accounting/auditing
Local accounting standards brought more
requiring attention in the
contribute to a country’s
into line with international standards (ditto
region.
economic and financial
auditing standards); independent regulation
In the aftermath of the
vulnerability. The Forum
of audit profession in some markets
region’s 1998-1999 finanhas worked with the
Regulatory enforcement
Financial regulators still under-equipped,
cial crisis, corporate goverWorld Bank on follow-up
but there has been more focus on
nance was seen as
to its corporate goverenforcing listing rules and key securities
part of the fundamental
nance ROSCs in Indonesia
laws (e.g., insider trading)
responses needed to
and Bangladesh, for
Source: Jamie Allen, Secretary General, Asia Corporate Governance Association, “Assessing
rebuild the economies.
example.
Corporate Governance in Asia, 1999-2009: What’s in Store for the Next Decade?” Presentation
And, indeed, much of the
Much of the Forum’s
at the Chubb-APEC Seminar, Singapore, October 7, 2009. Available at: http://www.acgavariation in performance
work
in Asia and elseasia.org/public/files/ACGA%20Presentation%20to%20Chubb,%20Oct%207,%202009.pdf.
after the crisis “can be
where flows from, and is
explained by corporate
based on, a series of
governance problems.”8 Today, it is fair
toolkits that the Forum has produced
director training associations;
in recent years in response to the
• Work with regulators, stock exto suggest that that point remains true.
most pressing needs associated with
changes, institutes, business leadcorporate governance reform. For
ers
and
international
investors
to
The Role of the Global Corporate
example, establishing institutes of
build consensus around reforms
Governance Forum
corporate governance, or director
needed to enhance market integriIf Asia needs to continue improving its
training associations, is an important
ty and corporate performance;
companies’ adherence to corporate
early step for a country or region in
• Train board directors, helping them
governance best practices, what are
making progress and building capacito develop leadership skills necesthe priorities?
ty to train directors about their roles
sary to support these efforts, in
Masaharu Hanazaki and Qun Liu. “The Asian Crisis and
and responsibilities on boards. The
advancing corporate governance in
Corporate Governance_Ownership Structure, Debt
Forum has developed a “toolkit,”
the
companies
whose
boards
they
Financing and Corporate Diversification.” CEI Working
Paper Series, No. 2003-18. July 2003. Available at:
Building Director Training Organizasit on;
http://cei.ier.hit-u.ac.jp/working/2003/2003 Working Papers/
tions, to help in this area. The toolkit
•
Educate
journalists
about
corporate
wp2003-18.pdf .
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(available in English, French, and
Spanish) distills practical experience
from 17 developed and developing
countries and provides practical
advice on building organizations that
train corporate directors in sound corporate governance practices. While,
in Asia, institutes of directors have
largely been established earlier in
response to the crisis of the late
1990s, a number of the region’s institutes continue to benefit in terms of
capacity- and institution-building
from Forum intervention, particularly
in the case of the Institute of Directors
of East Asia (IDEA.net), with whom
the Forum is working on Board
Leadership Training Resources programs (see below).
Another toolkit has been very
helpful to countries developing corporate governance codes: Developing
Corporate Governance Codes of Best
Practice (available in English, French,
Spanish, Russian, and Arabic) sets out
a step-by-step approach that provides
guidance on how to develop, implement, and review a code that defines
the required boardroom standards
and practices in countries, beyond the
minimum legal requirements. As in
the case of director associations, in
Asia, codes are an area where the
Forum is supporting ongoing assistance through the provision of peer
review and commentary by the
Forum’s private sector advisors and
expert fraternity, as recently in The
Philippines.
In May 2008, the Forum rolled out
the Corporate Governance Board
Leadership Training Resources in the
Asia region through a series of training-of-trainer workshops, first in
Dhaka for a regional group of participants from five South Asian countries,
followed by similar workshops in India
and Indonesia (the latter for
IDEA.net). This unique product provides a comprehensive set of materials and learning tools aimed at
enhancing the role that directors play

“The Board Leadership
Training Resources is
unique in placing emphasis
on training which seeks to
maximize discussion and
debate through interactive
learning techniques that
enrich the training
experience for board
directors and management”

on their boards. It also provides
approaches that coach directors and
managers on internationally acknowledged good practices. The emphasis
throughout the training is on developing leadership and analytical skills,
drawn from director training materials
and experiences in both developed
and developing countries (e.g.
Australia, Brazil, Indonesia, The
Philippines, and South Africa).
The Board Leadership Training
Resources is unique in placing emphasis on training which seeks to maximize discussion and debate through
interactive learning techniques that
enrich the training experience for
board directors and management. By
encouraging participants to draw on
personal experiences, their development is reinforced by sharing knowledge and boardroom practices in a
way that addresses the practical challenges that many directors face. In
India, the Forum has actively supported its local partners (the National
Institute for Securities Markets and
the Confederation of Indian Industry)
in carrying this initiative to the next
phase. For example, we have helped
convene a series of Directors’
Colloquia in which directors and senior managers participate in leadership
and capacity-building activities based
on the Training Resources.
The Forum’s global Media Training
Program, in partnership with
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Thomson Reuters Foundation, has
been supporting the training of financial journalists in Asia to improve their
understanding of corporate governance and reporting. The program
comprises a series of workshops,
development of a Media Toolkit and a
Facebook-based outreach program to
engage journalists worldwide on the
topic of corporate governance. The
initiative covers different areas important for investigative reporting on corporate governance topics and
includes practical writing exercises as
part of the training workshops. The
program also weaves in perspectives
on corporate governance from industry leaders, capital markets professionals, regulators, and institutional
investors. Workshop coaching sessions help participants develop basic
technical skills needed to understand
financial reporting, the best ways to
“sell” stories to editors, and
approaches to investigative journalism based on other journalists’ experiences. In an effort to build interest in
the subject and to galvanize discussion among media professionals, the
Forum has created a Facebook-based
“Virtual Press Club” as a space for
communication among journalists
interested in corporate governance
reporting. This network also allows
training alumni to share experiences,
post stories they have had published,
and comment on the exchange of
opinions and news.
In some instances, the Forum has
deployed various elements of its suite
of products and assistance initiatives
simultaneously. In India, for example,
the Forum’s work has been supported
by ongoing research on company performance related to corporate governance practices at listed firms. The
India program, funded by a generous
grant from the Government of Japan,
also encompasses media training and
engaging local business leaders and
domestic and international investors
in providing the regulator with recom-

INSIGHTS
conducted by the Institute
mendations for reform, in
Issues Confronting Board Directors
itself. The broader plan
addition to the work menis to then launch the initioned
above.
Board
There are many issues that boards confront today in Asia, issues that are
tiative regionally, through
Leadership Training Resoursimilar in many ways to those before boards and their companies worldIDEA.net,
from
the
ces activities have also been
wide. As Jamie Allen, Secretary General of the Asia Corporate Governance
Indonesian platform.
deployed in China, and are
Association, outlined in his October 2009 presentation, “Assessing
On reflection, many
planned, alongside media
Corporate Governance in Asia, 1999-2009: What’s in Store for the Next
efforts are underway
training, for Mongolia and
Decade?”, these issues include:
throughout Asia led by
Vietnam. In Vietnam, the
• Are companies getting the most value from their boards?
the Forum and other
Forum will also deploy
• Board composition: More focus on linking board composition to strateinstitutions to advance
technical assistance in the
gic direction and needs.
corporate governance
area of corporate gover• Board committees: More thought will be given to the choice of combest practices, initiatives
nance dispute resolution
mittees, how they operate and what they should achieve.
that are seen as essential
(based on a forthcoming
• Independent directors: A growing recognition that, if selected well and
to sustainable economic
toolkit).
given “voice,” they can bring value.
development. The chalAssistance in prepara• Director expertise: The word “training” is despised by most directors.
lenges are particularly
tion and refinement of corYet a good director is an informed director. Knowledge needs to be
acute for the region as
porate governance codes
updated. 9
family-owned enterprises,
has been provided to
the dominant form of
Cambodia
and
The
companies, reach a crossroads
Philippines. In the case of the latter, the
between expansion and extinction. As
codes work has been in the context of
“The Financial Markets
an OECD study concluded in 2007: “In
a broader initiative, undertaken by the
Recovery Project draws
many cases, Asian rules now reflect the
Philippine Stock Exchange, to introon the latest thinking on
most developed thinking on estabduce mechanisms to encourage corpobank risk management
lished corporate governance systems.
rate governance reform among listed
following the 2007-2009
companies, in particular through
However, enforcement remains a signifglobal financial crisis”
establishment of a dedicated listing
icant challenge and ‘an unfinished
segment modeled on Brazil’s Novo
agenda.’“10 That observation remains
Mercado. The Forum is examining
true today, with the efforts to help
partner with the Indonesian Institute
other areas where it might lend supeconomies recover, driving advances in
for Corporate Directorship (IICD) on a
port in The Philippines to this worthcorporate governance. 
pilot program to unveil a new module
while initiative.
Philip Armstrong heads the Global Corporate Governance
for the Board Leadership Training
As noted above, in the interest of
Forum, based in Washington DC, United States. Donors to
the Forum include the IFC and the Governments of
Resources that is tailored to bank
implementing ROSC recommendaAustria, France, Luxembourg, the Netherlands, Norway,
directors. This material is intended to
tions, the Forum is preparing an
and Switzerland.
guide financial institutions to review
action plan for Bangladesh in partnerArmstrong is an internationally acknowledged expert on
existing corporate governance pracship with the Bangladesh Enterprise
corporate governance. He has had a distinguished and
varied career in executive and senior management in a
tices and policies, and put in place
Institute, focusing on a Board
number of South Africa's prominent listed companies.
reforms that will seek to safeguard
Leadership Training Resources proArmstrong has served with distinction on a number of
them from the sort of financial crises
gram, media training, and alternative
boards of companies, governing bodies of professional
that have plagued western economies
dispute resolution approaches for corinstitutions, and policy initiatives in South Africa and internationally.
more recently. The Financial Markets
porate governance disputes.
Recovery Project draws on the latest
In March 2010, the Forum will
In 2006, he was conferred with an honorary doctorate in
business administration from the Oxford Brookes
thinking on bank risk management
University in the UK in recognition of his contributions to
Jamie Allen, Secretary General, ACGA “Assessing
following
the
2007-2009
global
corporate governance internationally, with particular referCorporate Governance in Asia, 1999-2009: What’s in Store
ence to developing countries and in 2009 he was named
financial crisis.
for the Next Decade?”Presentation “Asia’s New Market
one of the Most Influential People in Corporate
Realities”Chubb-APEC Seminar, Singapore, October 7,
The
IICD
is
helping
to
contextualize
Governance by Directorship.
2009 Available at: http://www.acga-asia. org/public/files/
this project’s training module to cirACGA%20Presentation%20to%20Chubb,%20Oct%207,
Armstrong works extensively with governments, regula%202009.pdf.
cumstances in Indonesia, roll out the
tors and policy makers, institutions and organisations,
OECD, Enforcement of Corporate Governance in Asia:
companies and boards in the private and public sectors
initiative via training of trainers workThe Unfinished Agenda. Available at: http://www.oecd.
globally on issues of corporate governance policies, stanorg/dataoecd/43/15/42365100.pdf .
shops, and design a training program
dards, practices and implementation.
9
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EXPERT OPINION

• BY GREGG LI

Resilience-based corporate governance:

The new Asian corporate
governance standard?
“My aim here is to identify
what some companies
in Asia are doing in respond
to the Global Financial
Crisis may have implications
for other firms in and
outside Asia”

W

ith the continual push for
better governance in
2010, in Asia we should
see even tougher standards that will
mirror many of the practices in the
West. But my belief is this is not
going to happen. This year will be
the start of a reversal of thought
leadership and practices that will
mirror what some Asian companies
have been doing in corporate governance, having kick-started by a myriad of fine practices and standards
principally from the UK and the US.
This is going to be a threshold year in
Asia where new ideas with an Asian
origin will begin to bounce around,
fuelled by the Chinese and Indian
dynamos that have kept the region
afloat, despite the vagaries and
shocks from Global Financial Crisis.
In this article I shall try to illustrate
what some of these new practices
may be, and to suggest that we

The Science of Success:
Hamish McRae on what works - and why.
January 11, 2010. Monday. Independence.
http://www.independent.co.uk/news/business/
analysis-and-features/the-science-of-successhamish-mcrae-on-what-works-ndash-and-why1863727.html.
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Gregg Li: I am seeing a movement away
from stiff rules-based and systems-based
type of corporate governance.

should keep an eye on these innovative practices, and if properly used,
can add to the rich repertoire at the
Board’s disposal.
Hamish McRae said recently in his
article in the Independence1, that the
winds of change are coming from
emerging economies....and that
“This shift is not just about economics; it is also about ideas. We are
moving from a period when most of
the ideas that have driven the world
economy have come from the West,
to one where many will come from
the East - and the rest of the emerging world.” With that as an introduction, my aim here is to identify
what some companies in Asia are
doing in respond to the Global

Financial Crisis may have implications
for other firms in and outside Asia.
Of course, none of these Asian
practices is a tale of perfection and
each practice has flaws. Each is like
an adolescent, trying and testing
assumptions and authority as it goes
along. But these are examples of collective human behaviors that I have
found both fascinating and inspiring
and which I believe have powerful
common messages for us armchair
experts. By learning to see their existence, we are adjusting our brains to
learn to read new possibilities.
Corporate governance is an art form
that evolves. It is never static. The
best form of Corporate Governance
to me is one that can adapt and
evolve, said Robert Tricker many
years ago.
Collectively these practices are
what I am calling “Resilience-based”
Corporate Governance. That is, I am
seeing innovative boards overlaying
several girdles of elastic CG practices
that can respond quickly and with
control, to crises, on top of their
existing Anglo-Saxon models. The
aim is to extend the board’s flexibility and resiliency. I am seeing a movement away from stiff rules-based and
systems-based type of corporate
governance, as I am reminded that
without the ability to bend with the
wind, towering structure will easily
collapse. I am reminded of the
capacity for human beings to stretch,
inspired by leaders who demand
more than they can deliver, and how
the system of governance quickly

C O R P O R AT E G OV E R N A N C E A S I A 12 J A N UA RY /F E B R UA RY /M A R C H 2010

EXPERT OPINION
embraces change as the organization stretches, and reorganizes itself
around the company that is constantly evolving.
Although difficult to generalize,
in Asian most companies never
delude themselves that they can plan
for the future, that any system is ever
sufficient in itself, as the future of
Asia for the last few centuries has
always been unpredictable. The East
Asian Financial Crisis in 1997 in retrospect has helped in that it hardened the strengths of the banks and
reserve ratios were dramatically
increased. And it gave a wake up call
to companies not to be too reliant on
bank financing. Being able to
respond rapidly, should situation
changes against plan, is more the
norm if there is such a thing.
Proximity of directors and concentration of talents within the same
time zone has been to Asia’s advantage. Centralized leadership in this
case with the right quantity will
speed up decision-making, (although
one can also argue too much of it
can lead to dangerous one-sided
decision making.) A suspicion that
no system is temper-proofed has
meant that some boards have rather
relied on being responsive than trying to make plans to cover all contingencies. Perhaps it is the turbulent
nature of the economies and surrounding economies in Asia that
have persuaded some Asian companies to be more principles-based and
now more “response-based”, then
being rules-based as practiced principally in the US, parts of Japan,
Singapore, and even China.
Extending Early Warning Further
Perhaps the Thailand Tsunami on 26
December 2004 gave a wake-up call
to Asian businesses that unexpected
events can have fatal and lasting
effects on any business. As a result of
the Tsunami, buoys and perimeter
signals have been installed in strate-

“Many good boards are
no longer accepting surprises
as a norm of business,
and are requesting more
communication to enhance
internal transparency,
not less”
gic and potentially dangerous waters
outside Thailand’s waters to raise
alarm bells. Support to the development of the national end-to-end
multi-hazard early warning system
became a reality with the assistance
of the United Nation.
The need for red flags is not new,
and many organizations outside Asia
have these systems in place. Someday
soon a few leading boards will even
have Governance Information System
that is linked to their iPhones, blackberries, or even Amazon’s Kindles carried by the directors, that would
update emergent risks within hours.
Red flags are not new; how being
adamant enough to spend the necessary resources and begin to recognize
the need, seems to carry more
urgency for an increasing number of
Asian boards.
The idea is that the sooner one
learns of impending doom, the more
time one can build up a series of
measures to respond. In a panic situation, time is of the essence. I am
seeing many Asian companies
extending their rings of protection
further out, relying on as many channels as possible. Many good boards
are no longer accepting surprises as
a norm of business, and are requesting more communication to enhance
internal transparency, not less.
Examples of how resilience-based
Corporate Governance may have
been working do vary in how this is
being done with an Asian twist. Key
is to enrich the amount of qualitative
as well as quantitative information
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and relying less on rigid system but
on many layers of informational network that builds on the culture, or
the interactive and diagnostic systems in place, and boundary systems
practiced elsewhere. Let me cite
some examples here:
a) Mandatory dining before next
day’s board meeting: Many boards in
Asia would have a mix of local and
international directors. Often the
international ones are not too familiar with the local culture or the business context. As a result, those flying
into a country would demand that
longer board meetings be held.
Board meetings running into several
days, given the directors are in town
anyway, can happen. In one of the
boards that we have worked with,
they instituted a mandatory dinner
where they will talk about the purpose and run-down of the board
meetings to come, rather putting
more sanity to the agenda items. Red
flags are screened for shades of red.
Building trust through shared eating
as an excuse is always an effective
weapon.
b) Informal health-checks: Board
review is a good feedback mechanism and many Western boards are
doing this and in the UK, such practice is mandatory. In Asia, instead of
having formal performance review of
the board, as this can often get to be
too robotic and face losing, a few
boards have started to set their first
board meeting of the year as a time
for reflection. They would simply ask
each director to identify ‘three highs’
or three good things or practices that
they should continue to do; and
‘three lows’ or three things that they
should do less of. Sometimes all one
needs is dialogue. Even today, many
leading Asian companies have not
implemented rigorous performance
management system that has
endorsed by the West, as giving
direct feedback is very much cultural.
Indirect is probably used as much as
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direct feedback.
c) Keeping family values and
extending those to employees: It is
not a surprise to learn that loyalty
means a lot when working for family
businesses. In Asia, when more than
60% of the listed vehicles are owned
by families, the culture of family firms
does permeate in many organizations
and the extent to how this is done,
can be a useful lesson. Family-owned
and run organizations are less prone
to firing staff when times are bad; or
giving huge incentives when time is

“High gearing and taking
on more risks can lead
to higher ROE, and in the
days of my MBA class
this was often preferred
holding cash”
good. Employees became loyal when
they realized that the family has kept
them on, despite losses and the
Global Financial Crisis. Families are
more long term. How trust is institutionalized is quite different for many
Asian companies. Instead of having
systems of control that need to be
continually calibrated, many leaders
have relied on understanding and
trusting their employees, using outdated IT and management systems
that are may not fit together, but
encouraging staff to be the cushion
and connectors to tie these systems
together. Of course, too much of
family style management and we run
into a whole series of nepotistic
behaviors that are counterproductive.
To overcome this, some Asian family
firms are very strict on how family
members can be brought into the
business, and thus far simple guidelines appear to be sufficient. Just a
smidgeon of family style management appears to be the right balance.
d) Prefer Cash: High gearing and
taking on more risks can lead to high-

er ROE, and in the days of my MBA
class this was often preferred over
holding cash. Asian firms in general
like to have a lot of cash, for those
just-in-case circumstances. As a result
of the Global Financial Crisis where
liquidity was difficult to come by, having excess cash made all the difference. The extra cash allowed those
with reserves to buy up the competitors and they did. A few families with
their deep pockets began to buy
under-valued companies in their supply chain during the Global Financial
Crisis and had the cash reserve to do
so. One can almost imagine the position that they would be after the
storm has settled.
e) Go for market share: Another
strange twist is that some Asian firms
in the past have been known to grab
market share in the expense of shortterm profit. We questioned their sanity.
During the Global Financial Crisis some
of the factories in Southern China also
came under new and tough personnel
policies, strong RMB, and expensive
supplies that reportedly more than
30,000 closed. Only the biggest ones
with the largest market share seem to
have the clout to hold the banks and
suppliers at bay. Being big now has its
advantages. And since they held the
largest market share, the buyers were
not as demanding on pulling in the
credit and basically left them alone as
these buyers wanted certainty as all the
other suppliers were folding. Some
buyers even gave these large factories
better terms, longer credit, and more
cushion, as they needed final products
to sell. In times of trouble, the one-eye
person becomes the king in the land of
the blind.
Moderation has always been a
virtue and well respected by Asians.
Going to extreme and be extreme
with any one position is something
that Asian, if we are to generalize,
often find abnormal and not respectful of others. The Chinese called this
being harmonious. A bit of cushion,
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favor bank with the society through
Corporate Social Responsibility, extra
cash reserve are all practices that have
been used by successful Asian companies. These practices are also being
used by many organizations with
much success outside Asia. Again,
this is nothing new. The difference lies
in how these are made to work.
I guess the one cultural trait that
many Asian firms have ascribed to, is
to be moderate, to be lean but not
too lean. To have a little fat to burn
just in case, as the future is never as
predicable, would appear to be more
acceptable. To be less reliant on
annual plans or annual budget that
suggest a certain degree of certainty
is more Asian. In practice, this means
the Asian boards will never give any
definite forecast or try to aim to
match results with quarterly forecasts. Reminds me of my Indian
friend who shakes his head sideways, not up and down, to tell me
that perhaps I am right, and perhaps
I am wrong.
As a board doctor, I would say
that looking ahead in 2010 some of
the biggest challenges are to identify
what the red flags are, how the standard scorecard are to be recognized
by all the directors (so when a fire is
called, everyone hears ‘fire’ and not
‘this is just a drill’), how to lay down
these red flags and tie those into the
communication network, and to
agree a common set of benchmarks
that are often very qualitative.
Implications for the Future
Most Asians have an unspoken
respect with time. In a crisis, even if
all the resources can be gathered
under one’s command, the single
impossible resource that is irreplaceable is time. The practices cited
above have started a trend. Based on
the type of work that we have been
asked to do, we are seeing a movement towards ways to enhance
resilience for the Boards, ways to
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give the Board more time to react.
Let me cite a few examples here.
One of the more innovative ones
is installing simple first aid kit that
the Board can use. The need for a set
of simple tools to placate organization’s pain, offering a fast and rapid
response, in cases of emergency
relief to some board level issues,
have worked for some, and may
work for your board. Timing to “contain” the spread is more critical and
once the bleeding stops, other plans
can kick into place. It’s that first few
hours that are critical and being able
to respond quickly is important. A
simple kit is not designed to handle a
major contingency but designed to
haul the problem from getting
overblown. The availability of the kit
also implies that board and company
secretary should know where the
first aid kit is and what it needs to
include. The best kit with crisis management plans is insufficient to
cover all contingencies. And eventually something will go wrong. Having
contingency plans with core issues
and guidelines in place, for the
rainy day, is quite useful. You want
something to hold onto before the
board goes into panic or shock
mode. The kit doesn’t need to get
too sophisticated.
The kit should contain band-aid
solutions sufficient to stop the bleeding is more critical than extensive
repair. Improving the organization’s
speed of response at the board level
is a good practice to emulate.
Other interesting practices that
are being adopted, other than
installing Early Warning System, shall
probably include these....
a) Contingency Policies: As an
example a board that has installed a
disciplinary policy that will only kick
in when there’s an issue of discipline,
allows the board to be better prepared than one that doesn’t have it.
And when there is a discipline issue,
the issue will be messy and emotion-

“When something does
go wrong, the Board must
learn to act as one and
to have one voice. Being
outspoken is not a trait
that directors should
have during such times”

al. It will be ugly and time for preparation is always insufficient. It’s
important that the board, management, and the employee be guided,
as there are legal minefields during a
dismissal process. Leading boards are
not wasting valuable time and are
putting more of these contingency
policies in place.
b) Handling the Press: no company can effectively be sustainable for
long without being able to manage
the Press. The more democratic the
society, the more powerful and
potentially independent Press can
destroy or reinforce any goodwill.
The Hong Kong Police Force deals
with the Press on a regular basis and
they enforce a line-to-take, which
essentially is the single message that
everyone dealing with the Press will
take. When something does go
wrong, the Board must learn to act
as one and to have one voice. Being
outspoken is not a trait that directors
should have during such times. Be on
the lookout for more boards to
require line to take policy.
c) Emergency Response Team:
having a pre-selected team of
experts and individuals whom the
Chair or Company Secretary can call
upon and get a prompt response
within an hour is critical. Handling
the media, flushing the board with
relevant information, command over
sensitive information, restructuring
of the board or establishment of an
emergency response team with both
directors and governance doctors on
the team, are the necessary actions.
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Surgical protocol needs to be established. Sometimes having an alternative director, whom one can call in, is
all the board would need.
Conclusion
The Asian markets so far have been
tracking the Anglo-Saxon model of
governance for many years. In fact,
the future growth and competitiveness of Asian companies have
depended, to a large extent, on how
they have been able to integrate
global standards of corporate governance into their businesses without
sacrificing unique Asian values and
practices. Starting this year, new
insights and new practices along the
line of “resilience-based” governance will begin to be more noticeable. 2010 is the year the region
shall begin to see more of these elastic practices coming out from innovative and strong corporate governance organizations.
A twist that I see is that for the
non-Asian companies to continue to
be successful, it is now a race to take
some of the good Asian values and
integrate them into creating a new
blend of Corporate Governance.
There are increasing new and pioneering practices that many institutional investors and corporate governance experts have NOT be been
able to recognize; and failing so,
many of us will miss golden opportunities to be a part of the transformation process. The ability to stretch
those tensions in a corporate governance system as and when needed,
then quickly move back to original
position, ready for another stretch, is
how I would define resilience-based
governance. I believe we shall be
able to define this phenomenon
even better if we know what we are
looking for; as Asia is evolving too
fast for the unaware. 
Dr. Gregg Li
Principal, CG Practice AON Global Risk Consulting
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CHINA AGRI:

Setting a new standard in
corporate governance
China Agri-Industries Holdings

an

Limited (“China Agri” or the

mechanism for every aspect of

“Company”; SEHK stock code:

its business operations. In order

00606) is a subsidiary of

to raise its standards, the

COFCO Group, a Fortune 500

Company has taken a number

company. The Company is one

of initiatives to achieve interna-

of China’s foremost producers

tional best practice in corporate

of processed agricultural and

governance.

agricultural-related products.

establishing a corporate gover-

Listed in Hong Kong in March

nance framework that deter-

2007, China Agri is a well-rec-

mines the management struc-

ognized name in oilseed pro-

ture, organization and process-

cessing, rice trading and pro-

es within the Company. The

cessing, wheat processing, bio-

framework supports the cre-

fuel and biochemicals, and
brewing materials.

A

Mr. Ning Gaoning, Chairman &
Non-executive Director of China
Agri-Industries Holdings Limited

two-time winner of

effective

accountability

These

include

ation of long-term value for
shareholders, with the aim of
delivering profitable growth,
aligning the interests of China

Corporate Governance Asia’s “Annual

Agri’s management and shareholders and allow-

Recognition Awards” in 2008 and 2009,

ing for efficient decision-making focused on the

China Agri has not rested on its laurels but continues to prove itself as a company committed to
the highest standards of corporate governance.

Company’s success.
The Board of China Agri comprises high-caliber members with expertise in a wide variety of

Since listing on the Hong Kong Stock

fields. Every director contributes to steering the

Exchange just three years ago, China Agri has

company’s development. As a strong advocate of

focused on maintaining and improving the quali-

corporate governance, the Board takes the lead

ty of its corporate governance in order to ensure

in pursuing progressive corporate governance

greater transparency and protect shareholders’

practices, including the early implementation of

interests. The Company believes that good cor-

vote by poll at shareholders meetings, the forma-

porate governance practices are vital for promot-

tion of a nomination committee and the adop-

ing investor confidence and the stable growth of

tion of a code of securities transactions by rele-

the Company.

vant employees. Other than the Executive

China Agri has a high standard of ethics and
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Committee, the majority of the Board and all of
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Oilseed processing plant in Zhangjiagang, Jiangsu Province, China.

its committees are made up by the Non-executive

training following changes in domestic and inter-

Directors (including the Chairman and the

national legal, regulatory and compliance mat-

Independent Non-executive Directors) of the

ters. The Company is particularly sensitive to

Company. This structure provides a platform for

environmental, product safety and packaging

the incorporation of independent view in the dis-

requirements.

cussion and decision making process of the Board

That the Company has been able to maintain

and its committees (except for the Executive

a high reputation for corporate governance, both

Committee) for significant matters.

domestically and internationally, is testament to

Maintaining high standards of business ethics

the efficacy of its internal controls and risk man-

and corporate governance has always been one

agement as well as the oversight exercised by the

of the Board’s primary objectives. The directors

Board.

believe that conducting business in an open and

China Agri ensures transparency in its deal-

responsible manner and following good corpo-

ings with shareholders and investors through the

rate governance practices serve the Company’s

timely release of information. This commitment

long-term interests and help maximize returns for

to prompt disclosure of relevant corporate infor-

shareholders.

mation includes annual and interim reports, press

China Agri has developed a strong reputation

releases and periodic updates on the Company’s

for its internal controls and risk management

website (www.chinaagri.com). Moreover, the

policies, which pay special attention to director

Company has a dedicated team of investor rela-
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China Agri
donated to the
victims of the
Wenchuan
earthquake.

tions and public relations professionals, who disseminate information to analysts, investors and
the media and respond to their queries.

dles and oil.
In addition, China Agri purchased RMB7 million worth of quality tapioca seedlings after the

In an initiative to further enhance disclosure

2008 snowstorm disaster and donated them to

in its financial reports, China Agri set up a team

local farmers in order to solve their immediate

of department representatives from across the

production needs. The Company also distributed

Company in 2009. This taskforce publishes time-

240 tonnes of parboiled rice to the victims of the

ly, accurate and clearly-presented information in

snowstorm. For the victims of the Wenchuan

its annual reports for shareholders, stakeholders,

earthquake, China Agri provided aid of more

employees and others who may have an interest

than RMB10 million in cash and materials and

in the performance and activities of China Agri.

supported blood donation activities in the

The 2008 Annual Report published by the

provinces where it operates.

taskforce presented a more structured reporting

The year 2009 was a truly productive year for

framework with more detailed content. The

China Agri. Several organizations recognized

report received awards in several international

China Agri for its commitment to improving its

competitions, namely, the “Gold award” in the

own corporate governance standards and setting

2009

Awards

a good example in Hong Kong as a model of

Competition, an “Honors Award” in the 2009

good corporate governance. Local and regional

International ARC Awards Competition, and a

awards received by the Company included the

“Silver Award” in the Vision Awards Annual

“Hong Kong Corporate Governance Excellence

Report Competition by the League of American

Awards” co-organized by the Chamber of Hong

Communications Professionals LLC (LACP).

Kong Listed Companies and the Centre for

International

GALAXY

In line with its core value of providing healthy,

Corporate Governance & Financial Policy of Hong

high quality food products, the Company strives

Kong Baptist University; the “Directors Of The

to behave as a socially responsible corporate citi-

Year Awards” by The Hong Kong Institute of

zen by promoting social welfare, culture, aca-

Directors; the “Annual Recognition Awards” by

demics and education, environmental protection

Corporate Governance Asia; and The Asset’s

and volunteer community service.

“Triple A Corporate Governance Awards”.

The Company recognizes the right to educa-

With the objective of maximizing shareholder

tion for children and offers full support for eco-

value, China Agri will continue to enhance its

nomically deprived students in China by subsidiz-

standards of corporate governance and account-

ing their high school and university education

ability in order to safeguard the interests of all

and providing basic necessities such as rice, noo-

shareholders.
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• B Y R AY M O N D C H A N

Should code of corporate
covernance be followed by all
companies indiscriminately?

“Managers of at least some
listed issuers in Hong Kong
do not seem to follow
all the code provisions
without considering their
costs and benefits”

C

orporate governance (CG) is
among the most popular topics addressed by major stock
markets around the world in recent
years. As one of the financial centers
in the world, Hong Kong has been
following the latest development in
CG closely. Similar to the United
Kingdom, Hong Kong adopts the
principles-based model for CG. The
new Code of CG effective from 2005
earmarked the efforts of the Hong

Kong Stock Exchange (Exchange) to
narrow down the gaps between the
CG standards in Hong Kong and
those adopted by other western
developed financial markets. The
Code is divided into two categories:
the code provisions and the recommended best practices.
Code provisions are considered
by the Exchange as those basic good
CG principles to be followed by all
issuers in Hong Kong, while the recommended best practices are used
to further strengthen the CG standards of issuers on top of the basic
principles. Issuers are expected to
comply with the code provisions, but
they may choose to deviate from
them. Issuers must state whether
they have complied with the provisions in their interims reports and
annual reports. If issuers elect not to

C O R P O R AT E G OV E R N A N C E A S I A

follow the provisions, they are
required to explain the reasons.
Recommended best practices are for
guidance only, and hence it is voluntary for issuers to give reasons for
any deviation. This CG model is
called the “comply or explain”
approach.
The “Comply or Explain”
Corporate Governance Model
The “comply or explain” approach is
widely adopted by most jurisdictions
which follow the principles-based
CG model for at least two major reasons. First, as widely cited, implementation of CG Codes has the
advantage of being adaptable to
changes in legal and business practices. As CG is evolutionary in nature
and its research is ongoing, we are
still learning how CG actually works

19 J A N UA RY /F E B R UA RY /M A R C H 2010

VIEWS
in practice. Implementation of CG
mechanisms may need to follow a
trial and error approach. Under this
situation, it is much easier to revise
CG Codes than laws after we have
accumulated more experience on
how these mechanisms work.
Another reason why this model
is widely accepted is that there is no
“correct” CG structure for all
issuers. In other words, the most
appropriate CG structure for a particular company depends on its
characteristics and business environments. Armed with the in-depth
knowledge of their company, managers are in the best position to
determine what kind of CG structure should be adopted for their
company. In addition, when managers are required under the Listing
Rules to disclose non-compliance of
any specific code provision and to
justify their decisions, they will

“The high compliance rates
suggest a consensus among
almost all Hong Kong
issuers that most of these
provisions are good CG
principles for all of them”
review these provisions very carefully and weigh the costs against the
benefits in making their decisions of
whether to adopt them.
However, some scholars consider
this “comply or explain” approach is
equivalent to a regulatory mandate to
ask managers to follow all the code
provisions, even though some of
these provisions are not beneficial to
their firms. The labeling effect of noncompliance can even discourage
managers from adopting governance
mechanisms contradictory to the
code provisions but would otherwise
be beneficial to their companies.1 To
eliminate this adverse effect, they
suggest that firms should not be

Raymond Chan: The surveys cover the
compliance of both code provisions and
recommended best practices.

required to highlight the provisions in
a CG Code that they have not implemented, so that there will have no
illusion of the best CG list for all publicly listed companies.
Based on the discussions of the
impact of implementing the Code of
CG on managers’ behavior, I come
up with an interesting research
question: Whether managers of
Hong Kong issuers would indiscriminately follow all code provisions
even though some of them may not
be beneficial to their companies? Let
us answer this question by referring
to the situation of CG Code compliance in Hong Kong.
Compliance of Code Provisions
in Hong Kong
Hong Kong Stock Exchange has conducted annual surveys on the CG
practices disclosure in issuers’ annuBhagat, S., B. Bolton and R. Romano (2008). "The
promise and peril of corporate governance indices",
Columbia Law Review 108(8): 1803-1882.

1
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al reports over the last three consecutive years. The analyses of these
surveys are documented in three
publications.2 The surveys cover the
compliance of both code provisions
and recommended best practices.
My focus is on the compliance of
code provisions in the last two surveys. 3 In general, the compliance
rates are very high. For instance, in
the latest survey on 2007 annual
reports published in 2009, 34 out of
the 45 provisions have been complied by over 99% of all Hong Kong
listed companies, and 41 out of the
45 provisions have been complied by
96.5% or above of these companies. The high compliance rates suggest a consensus among almost all
Hong Kong issuers that most of
these provisions are good CG principles for all of them. The survey also
reveals that companies had different
views on a handful of these provisions. Although I observe some
improvement in most of the provisions with high non-compliance,
one of them stands out clearly with
little improvement in the last two
surveys. It is the code provision
A.2.1 dealing with separation of the
roles of chairman and chief executive officer (CEO), with 37.0% and
36.8% of all the listed companies
not complying this code provision in
2006 and 2007, respectively. Thus,
these results provide an answer to
the research question stated earlier
and indicate that managers of at
least some of these companies did
not consider the labeling of non2
Hong Kong Exchanges and Clearings Limited (2007).
Analysis of Corporate Governance Practices Disclosure in
2005 Annual Reports, Hong Kong Exchanges and
Clearings Limited. Hong Kong Exchanges and Clearings
Limited (2008). Analysis of Corporate Governance
Practices Disclosure in 2006 Annual Reports, Hong Kong
Exchanges and Clearings Limited. Hong Kong Exchanges
and Clearings Limited (2009). Analysis of Corporate
Governance Practices Disclosure in 2007 Annual Reports,
Hong Kong Exchanges and Clearings Limited.

3
I focus on the comparisons of the code provision compliance in the last two surveys because the disclosure for
this compliance is mandatory for all issuers and the sample of the first survey is smaller than those of the last two.
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in view of their limited financial
resources. In fact, all these reasons
describe the situations in many family businesses.

“When the founder
remains as Chairman but is
succeeded by a descendant
in the role of CEO, the
resulting value is the lowest and even worse off
than non-family firms”
compliance would scare them away
from not blindly adopting this provision. These results also give support
for the earlier statement that there is
no “correct” CG structure for all
publicly listed companies. Issuers
need to identify the most appropriate CG structure for themselves.
Let us look at three of the major
reasons stated by issuers for not following this code provision that I
consider as logical.4 The most popular reason is that the same people to
serve as CEO and Chairman can provide strong and consistent leadership, and allows for more effective
planning and implementation of
long-term business strategies. I
agree with this explanation which is
particularly applicable to those companies operating in a volatile business environment.
Another reason is that the person appointed to both positions is
knowledgeable, well known and/or
has a good understanding of the
operations of the issuer. It is particularly relevant to family businesses
when the founder is still actively
involved in managing the company.
The third one is due to the size,
scope and/or nature of business
and/or a practical reasons relating to
the corporate operating structure.
This reason is relevant to those
smaller issuers for which compliance
with this provision will be too costly
Hong Kong Exchanges and Clearings Limited (2009).
Analysis of Corporate Governance Practices Disclosure in
2007 Annual Reports, Hong Kong Exchanges and
Clearings Limited.

Family Businesses and
Performance
A logical question thus followed is
how would the appointments of
these positions in family businesses
affect the value of their firms?
Although family businesses have
higher costs associated with the
agency problems between controlling and minority shareholders,
research in CG has in general come
to a consensus that family businesses perform better and have higher
firm value than non-family ones subject to certain conditions. 5 I am not
aware of any in-depth study on this
topic for Hong Kong listed companies. Let me cite an empirical study
using a sample of firms listed on the
Fortune 500 to illustrate this point. 6
Villalonga and Amit (2006) find
that family ownership creates value
for all the firm’s shareholders only
when the founder is still active in
running the firm. Firms with a
founder holding both the positions
of CEO and Chairman have the
highest value, followed by firms in
which the founder remains as
Chairman but hires an outside CEO.
When the founder remains as
Chairman but is succeeded by a
descendant in the role of CEO, the
resulting value is the lowest and
even worse off than non-family
firms. Their finding on the highest
value for those family firms with the
founder serving both CEO and
Chairman is interesting and can be
Anderson, R.C. and D.M. Reeb (2003). “Founding-family ownership and firm performance: Evidence from the
S&P 500”, Journal of Finance LVIII(3): 1301-1328.
Villalonga, B. and R. Amit (2006). “How do family ownership, control and management affect firm value?”,
Journal of Financial Economics 80: 385-417.

used to explain why some Hong
Kong issuers do not follow code
provision A.2.1 as many listed family businesses are still being run by
their founders.
Conclusion
The paper provides some evidence for
reducing the concern of the adverse
impact of CG Codes on managers’
behavior. Managers of at least some
listed issuers in Hong Kong do not
seem to follow all the code provisions
without considering their costs and
benefits, indicating that they are making right decisions in adopting only
those appropriate code provisions
that will benefit their shareholders. I
use the results of an empirical study
on American family businesses as
illustration to explain why Hong Kong
issuers choose not to follow code provision A.2.1 dealing with separation
of the roles of chairman and CEO.
The discussion in this paper also
indicates that there is no “correct”
CG structure for all companies. As an
organizer of a CG award and a judge
panel member of another CG award
last year, I observe a common mistake
in the evaluation criteria adopted by
many CG award panels in Hong
Kong. They assume that there is only
one best CG structure for all companies and apply the prescribed list in
determining which companies should
receive awards. The benchmark list
usually follows the Code of CG as
published by the Exchange which
however does not assume the code
needed to be followed by all companies indiscriminately. I share my concern with those who are involved in
organizing these awards and those
who serve in their judge panels. 

5

4

Villalonga, B. and R. Amit (2006). “How do family ownership, control and management affect firm value?”,
Journal of Financial Economics 80: 385-417.
6
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By Raymond Chan, Director, Master of
Science in Corporate Governance and
Directorship program; Acting Director,
Centre for Corporate Governance and
Financial Policy, School of Business,
Hong Kong Baptist University
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CRE - More than a market leader
Excellent corporate governance and investor relations facilitate its evolution into China’s largest consumer company

C

hina
Resources
Enterprise,
Limited (CRE) has become a
leader in China’s fast-growing consumer market following a period of
transformative growth. By drawing on
its strengths embedded in a solid
foundation, the Company continues
its drive to focus on core consumer
businesses in pursuit of long-term
development and better returns for its
shareholders.

STRONG SUPPORT FOR
FOCUSED STRATEGY

The Company’s recent announcement
on an asset swap agreement with its
parent company, China Resources
(Holdings) Company Limited, valued
at some HK$10 billion, was met with
overwhelming support from its independent shareholders who voted in
favor of the resolution 99.99% in
shareholders meeting. The agreement
also serves to highlight the full support of our parent company for our
business portfolio and divest non-core
operations. Through the deal, we
have proactively reinforced our foundation to benefit from China’s booming consumer market following the
gradual recovery in the economy.
CORE BUSINESSES
GATHERING MOMENTUM

CRE has forged new grounds and
made value-accretive advancement to
become the leading consumer company in China. We enjoy market dominance in three core businesses,
namely retail, beverage and food processing & distribution.
As the No. 1 supermarket chain in
China, CRE boasts an extensive network of 2,770 stores across 16
provinces*. Operating under the

CRE's asset swap agreement with its parent company was met with overwhelming support from
Lai, CRE's CFO; Mr Chen Lang, CRE's Managing Director).

brands of “CR Vanguard” and
“Suguo”, we serve the community in
multiple store formats such as hypermarkets, supermarkets and convenience stores and are a trusted name in
the regions we serve including
Northern, Southern and Eastern
China, as well as Hong Kong. We also
run other successful retail stores oper-
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ations, namely “Chinese Arts and
Crafts” and “CR Care”, which distribute high quality arts and health products in the Chinese Mainland and
Hong Kong.
China’s beer market is another
market in which we are actively
involved. We have become the largest
brewer by volume in the Chinese
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Mainland through acquisition and
organic growth. Our national brand
“SNOW”, is the single largest beer
brand in the Chinese Mainland and is
the world’s largest beer brand by volume. Our purified water operation

with stringent food safety standard
serves as a competitive advantage in
our expansion in the Chinese
Mainland. During the 2008 Beijing
Olympics, we were designated by the
Shanghai
Food
and
Drug
Administration as the sole supplier of pork in the competition
area in Shanghai. In recent
years, we have invested in the
mainland market with a view to
bringing the premium food
products of our “Ng Fung”
brand into every household in
China.
PUTTING SHAREHOLERS
AND SOCIETY FIRST

It is our firm belief that a comprehensive and solid corporate
governance framework is
essential to the sustainable
growth of the Company as well
as safeguarding the interests of
shareholders. We are committed to attaining and maintaining high standards of corporate
governance an in particular we
emphasize the importance of a
quality board, accountability to
all stakeholders, open communication and fair disclosure. As
part of this commitment we
consider investor relations to be
of great importance. We implement a tripartite communication system that actively
engages investors, senior management and operational management to ensure transparency and an effective two-way
its independent shareholders. (From left to right: Mr Frank
flow of accurate, timely and
helpful information with the
investment community. CRE is a pioalso has a leading position in
neer in promoting transparency as it is
Guangdong
Province.
Branded
the first conglomerate company
“C’estbon”, it ranked the fourth in
among the constituent stocks in the
the industry in 2008.
Hang Seng Index to voluntarily release
Our food processing and distribuquarterly financial and operational
tion business Ng Fung Hong is the
review. While maximizing shareholder
largest supplier of Chinese foodstuff
return, CRE takes its responsibility for
in Hong Kong. Our impressive track
other stakeholders and the society at
record in food quality and compliance
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large very seriously. We have actively
participated in various community
service and environment protection
activities in Hong Kong and the
Chinese Mainland. It is our honour
that our dedication in corporate governance, investor relations and social
responsibility has commanded a great
deal of respect and commendations.
MARKET RECOGNITION

CRE has been named as one of the
best companies for corporate governance in Asia by Corporate
Governance Asia for four consecutive
years since 2006. It has also won a
number of awards in 2009, namely
“Best Overall for Corporate Governance”, “Best for Disclosure and
Transparency”, “Best for Responsibilities of Management and the Board
of Directors”, “Best for Shareholders’
Rights and Equitable Treatment”,
“Best for Investor Relations” and
“Best Investor Relations Officer Vincent Tse” in Hong Kong, from
Asiamoney. It has been voted as The
Asset Triple A Corporate Awards Platinum Award for All-Round
Excellence in Financial Performance,
Management, Corporate Governance,
Social Responsibility and Investor
Relations in Conglomerates. These
awards have reaffirmed our corporate
governance and investor relations
practices have reached international
standards.
Managing Director of CRE Mr.
Chen Lang said, “CRE has devoted
itself to becoming the largest retailer
in China. With the support of both
our shareholders and stakeholders
paving the way for our growth, we
have taken onboard the best practices in all aspects including corporate governance and investor relations. CRE will continue to pursue
higher standards of all-round performance.”
*Including provinces, municipalities and special
administrative regions
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• BY DR. BOB TRICKER

Rediscovering trust in
corporate governance
The words ‘corporate governance’
were first used twenty-five years ago.
Since then, corporate governance
practices have always been led from
the West. The Cadbury Report, the
world’s first corporate governance
code, came from the UK. The socalled ‘Anglo-American approach’
to corporate governance, with
unitary boards, independent outside
directors, and audit committees,
became the basis for governance
codes around the world.

I

ndeed, in the United States it was
widely assumed that the rest of the
world would eventually converge
with American corporate governance
norms and reporting requirements,
simply because it was thought the
rest of the world needed access to
American capital. Indeed, some
American institutional investors, such
as CalPers the Californian State
Employees’ Pension Fund, published
reports showing other countries,
including Germany and Japan, how to
improve their corporate governance
standards.
How times change
The US had to enact an administratively expensive Sarbanes Oxley Act
(SOX) in response to the collapses of
Enron, WorldCom and big-five auditor Andersens. The UK has proposed
piecemeal additions to its Corporate
Governance Code following the global financial crisis. These changes
included new principles on the leadership of the chairman, the roles, skills

Bob Tricker: we are still learning how CG
actually works in practice

and independence of non-executive
directors, external board evaluation
reviews every three years, and on the
board’s responsibility for risk management.
Moreover, a schism has emerged
in the ‘Anglo-American approach’. In
the United States, SOX mandated corporate governance by the rule of law.
But in the United Kingdom compliance is still based on voluntary reporting by companies that they have complied with the corporate governance
code or explained why they have not.
In those jurisdictions, whose company
law has been influenced over the
years by UK common law, including
Australia, New Zealand, South Africa,
India, Singapore, and Hong Kong, listed companies still follow the ‘comply
or explain’ approach.
Today, interest in corporate governance has swung eastwards. The crucial question now is: what can the
Anglo-Saxons learn from Asia? The
time is ripe to revisit the Asian
approach to corporate governance.
Corporate governance is con-

cerned with the way power is exercised over corporate entities. In
China, the link between state, at the
national, provincial and local levels,
and companies relies on a network of
relationships, and policies can be pursued in the interests of the people as
perceived by the Party. The activities
of SASAC (the State-owned Assets
Supervision and Administration Commission), overseeing those enterprises
in which the state still owns a dominant share, provides an interesting
model for the US and the UK, which
have had to nationalize or take part
ownership of some of their financial
institutions. The CSRC (China Securities Regulatory Commission) has
succeeded in taking ideas from the
western unitary and two-tier board
models, and adapting them to the
cultural situation in China, to create a
regulatory model for supervising
China’s listed companies.
The way Japanese keiretsu organizational networks spread power
around a group of inter-connected
companies can also provide insights
for complex western group organizations. The view that business involves
relationships with all those involved employees, customers, suppliers, as
well as shareholders, has only recently been recognized in the West under
the umbrella of ‘corporate social
responsibility’.
The governance of Chinese family businesses throughout East Asia
may also provide some valuable
insights: for example, the emphasis
on top-level leadership, the view that
the independence of outside directors is less important that their char-

C O R P O R AT E G OV E R N A N C E A S I A 24 J A N UA RY /F E B R UA RY /M A R C H 2010

EXPERT OPINION
acter and business ability, and the
way that the Chinese family business
sees business more as a succession of
trades rather than the building of
empires.
Of course there are problems with
Asian approaches: corruption, insider
trading, unfair treatment of minority
shareholders, and domination by
company leaders, to name a few. But
these are not uniquely eastern attributes, as the case-studies of US and UK
company failures show.
The eastern experience suggests
that board leadership and board-level

culture, in other words people and
the way they behave, are more important than board structures and strictures, rules and regulations.
But perhaps the most significant
message for the West is the importance of trust in corporate affairs. In
the 19th century, trust was at the
heart of business in the west. It was
the underpinning of the idea of the
limited liability company, which was
invented in Britain. But, with the
passage of time, the west has
replaced trust with contract and litigation. It is time for the West to

rediscover that essential business
truth from the East. 
1 1 Professor R I (Bob) Tricker, author Corporate
Governance - principles, policies and practices,
Oxford University Press, 2009 and Directors, the
fifth edition of the Economist Pocket Director,
Profile, 2009. Founding editor of the research
journal. Corporate Governance - an international
review. Previously professor at the University
of Hong Kong and now visiting /honorary
professor at three universities.
Educated at Oxford and Harvard, Bob Tricker
wrote the first book to use the words ‘corporate
governance’ in 1984.
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Melco - Multiple Award-Winning
Company Recognized for High
Standards of Corporate Governance
Received Corporate Governance Asia Annual Recognition Award for Four Consecutive Years;
First-ever entertainment company given the CHKLC Corporate Governance Excellence Award

Samuel Tsang, Group Legal Counsel & Company Secretary of Melco, received the Hong Kong Corporate
Governance Excellence Award from Eddy Fong, Chairman of The Securities and Futures Commission.

M

elco International Development
Limited (HKEx: 0200) has
always believed that good ethical
standards and integrity bring success.
Its continuous efforts in striving for
the highest corporate governance
standards, business ethics and board
leadership have paid off - besides
receiving the Corporate Governance
Asia Annual Recognition Award four
years in a row, the Group was recently given the Corporate Governance

Excellence Award by the Chamber of
Hong Kong Listed Companies.
“The award couldn’t have come at
a better time,” said Mr. Lawrence Ho,
Group Chairman and CEO of Melco.
“We are honored to be the first-ever
entertainment company to receive the
award. For us, this award represents
recognition from the business community for our efforts and commitment in
up-keeping the highest standards of
corporate governance at all times, as
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well as contributing to the social sustainability and stability in both Hong
Kong and Macau “
Melco prides itself in its sound
corporate governance practices, solid
business foundation and prudent
financial management, which have
won accolade from the investment
community.
In 2009, it was awarded the
“Corporate Governance Asia Annual
Recognition Award” by Corporate
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Melco volunteer team actively participated in community activities.

Governance Asia magazine for the
fourth consecutive year. The renowned FinanceAsia magazine has also
selected Melco as one of “Hong
Kong’s Best Managed Companies” for
three years in a row, bagging awards
including “Best in Corporate Governance”; “Best in Investor Relations”;
and “Best CSR” over the years.
These awards are all testament of
its track record in responsible decision-making, management of risk,
structural and operational transparency, efficiency enhancement,
appropriate disclosure of information
to shareholders and continuance of
respect for the rights of shareholders.
Mr. Ho speaks of the essentials of
good corporate governance: “We
always put the interests of our shareholders and stakeholders first. We are
also a strong believer in employee
communication - our employees
understand our dedication in running
an ethically-correct business, and we
have successfully fostered a corporate
culture that emphasizes integrity.”
Melco is supervised by seven

board committees, namely Executive
Committee, Regulatory Compliance
Committee, Audit Committee, Nomination Committee, Remuneration
Committee, Finance Committee and
Corporate Social Responsibility
Committee - four more than the minimum three recommended in the
Code of Best Practice issued by the
Hong Kong Stock Exchange. All these
committees have members with
extensive relevant experience and
professional knowledge to oversee
Melco’s operation and practices.
These committees play a vital role
in maintaining good relationships
with different stakeholders by representing the interests of shareholders
and enhancing stakeholder value. Via
different channels, they respond to
various stakeholders’ needs and concerns, showing respects for ethical,
economic, social, environmental and
human values in the business process.
Melco is committed to being a
responsible corporation and considers
corporate social responsibility as an
integral part of its corporate mission.
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The Group has three charity focuses,
namely, youth development, education and environmental protection,
which pertain to the Group’s concern
for the sustainable growth and wellbeing of the community it is rooted
in. To increase environmental sustainability, Melco conducted a green
audit of the cooperate office,
enrolled in Hong Kong Clean Air
Charter and encouraged recycling in
the corporate office. The Group also
arranged educational tours with
WWF for its staff members. In 2008,
Melco sponsored over 30 charity
projects and donated over HK$4 million to charities, tripling the amount
in 2007, with the number of beneficiaries reaching round 9,000.
“Melco is a major player in Asia’s
leisure and entertainment sector, and
as such, we feel that we have a duty to
lead by example through our CSR
activities,” shares Mr. Ho. “As a good
corporate citizen, we are committed to
serve the communities in which we
operate through troubled times, which
is when the need is greatest.” 
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Spotlight on Ping An and its
corporate governance principles
China is one of the largest economies in the world. After years
of development, Chinese listed companies have basically achieved
a consensus about the objective and importance of corporate
governance. As China opens up its investment markets to the
world, the corporate governance standards of China’s domestically
listed companies are expected to move towards that of internationally accepted standards where appropriate, a move that will
help Chinese companies better serve the community that they
operate in while maximizing shareholder value.

Ma Mingzhe, Chairman and Chief Executive Officer, Ping An.
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What are the principal features or
characteristics of Ping An 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
Ping An’s involvement in corporate
governance reforms?
At the helm of Ping An are a dedicated, professional and accountable
Board of Directors and a senior management team with extensive international experience.
The Company has established a
system of checks and balances that
comprises the General Meeting of
Shareholders, a Board of Directors, a
Supervisory Board and the Senior
Management in accordance with the
“Company Law”. The responsibilities
of each constituent unit are set out
clearly to ensure consistency in maintaining effective internal control.
The Company’s corporate governance is implemented via a structured
hierarchy, which includes the Board of
Directors, the supervisory committee
and three committees established
under the Board of Directors, namely
the audit committee, the remuneration
committee and the nomination committee. In addition, the Company has
also established a number of management committees including, among
others, an investment management
committee, a budget committee, an
investor-relations management committee and a risk management com-
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mittee under the executive committee
established under the Board of
Directors.
In terms of the Board’s structure,
independent non-executive directors
make up over one-third (seven out of
19) of the Board of Ping An. Over
two-third of the members of the
three Board committees are independent non-executive directors,
who also chair the committees. They
play an active role in committee and
Board meetings through participation
and the provision of their professional advice, which assists in the
improvement in corporate governance practice.
Under the Board of Directors’ remit
is an Audit Committee. The Committee is authorized by the Board of
Directors to examine, among other
things, the effectiveness of the
Company’s internal control, the financial reporting process, operations, regulatory compliance and risk management. The Committee also reviews the
Company’s internal audit plan with
reference to internationally accepted
standards and submits relevant reports
and recommendations to the Board on
a regular basis.
Internal control and regulatory
compliance are paramount at the
Company. Apart from having an
accountable Board of Directors, a
quality senior management team and
a number of committees, the Company has also incorporated a system
into the organization’s daily operation
that demands standardized procedures be carried out to enforce compliance and to provide internal control
through checks and balances.
On the operational level, the
Company has established an
Executive Committee which oversees the organization’s internal business process through a matrix system that is managed by the Decision
Making Management Committee
which reviews and manages business decisions throughout the orga-

“Ping An believes a sound
corporate governance
framework is essential to
any companies that seek to
establish trust with the
community they operate in”

nizational structure.
As the highest decision making
body, the Executive Committee is
responsible for making collective decisions on key matters and whose members include the Chief Executive
Officer of the Company as well as the
head of each subsidiary. Under the
Executive Committee there are four
sub-committees: Budget Committee,
Investment Management Committee,
Investor Relations Committee and Risk
Management. Each of the four subcommittees is responsible for business
decisions in their respective areas.
Members of the Decision Making
Management Committee include a
Director, a Deputy Director and
Committee Members. The Director
position is to be filled by a member of
the Senior Management Team apart
from the Chairman. The Committee is
tasked with making collective decisions under the remit of the Director.
How has corporate governance
worked in terms of Ping An competitiveness?
Ping An believes a sound corporate
governance framework is essential to
any companies that seek to establish
trust with the community they operate
in and to achieve a high level of
accountability with its stakeholding,
both of which are key to maintaining
sustained growth for the long term.
The company’s corporate governance framework includes a comprehensive monitoring system that
ensures transparency of operations,
under which the Directors and senior
management of Ping An discharge
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their responsibilities and exercise their
power within a framework of effective
accountability. It also serves as an
effective tool for monitoring all activities and operations of the organization
and preventing malpractices. This
helps ensure transparent management
and operation and enhance the
Company’s competitiveness in the
marketplace.
What lessons do you think Ping An
has to offer to other companies in
terms of improving their respective corporate governance track
records?
Good corporate governance requires long-term commitment from
top to bottom of the organization. The
Company should instill a culture of
accountability throughout the organization. Where the awareness level of
corporate governance among all staff
is heightened the Company will be
able to carry out initiatives and policies
in that regard more effectively.
How do you assess the state of corporate governance in Hong Kong
specifically, in Asia in general?
Hong Kong is among the most
established financial centers in the
region where the awareness of the
importance of good corporate governance is high among companies
and investors. This increased awareness is commensurate with the
growing importance of Asia as a
major financial powerhouse and
which deserves the continued support of all market participants.
How does your company evaluate
and measure the effectiveness and
performance of the board and its
members?
Ping An has set up a supervisory
committee comprising 9 supervisors, 3
of whom are independent supervisors.
The primary functions and powers of
the supervisory committee include,
among others,
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- verifying financial reports and
other financial information which
have been prepared by the Board
of Directors and which are proposed
to be presented at shareholders
meetings;
– examining the Company’s financial affairs; and
– monitoring compliance of
Directors, CEO and other members of
senior management of the Company
with applicable laws, administrative
regulations and the Articles of
Association.
Also, in the day-to-day operation
of the Company, Ping An has in place
an established management system
and structure, and has appointed various roles and committees such as
the President, Executive Committee
and other professional committees.
Decisions on all material matters will
be subject to complete and stringent
deliberation and decision making
procedures.

“Ping An was honored a
number of times in the
arena of corporate social
responsibility”
What reforms do you think have
to be implemented to enhance the
standards of corporate governance in China and Asia?
In addition to having a comprehensive legal and regulatory framework, it’s important to foster a culture
of corporate governance in the community. This can be done through
investor education, professional development programs for the professionals, engagement of corporate governance leaders and institutional
investors, promotion of research into
corporate governance and so on. Its
success in a large part depends on the
efforts of stakeholders including regulatory authorities, enforcement agencies, professional bodies, business

Ping An Headquarters in Shenzhen

organizations, the academia and
research bodies. Enhancing collaboration within the community is therefore
vital for raising corporate governance
standards.
What is the underlying philosophy
behind Ping An track record on
corporate governance?
Ping An believes that a quality
management team, a committed
workforce who shares the Company’s
concerns in the community, and a
board of directors that ensures compliance are the cornerstones of good corporate governance.
For that reason, the Company’s
directors, executives and senior management receive professional training on corporate governance from
time to time, to keep abreast of new
developments in the area.
How do you view the state of corporate governance in the businesses and areas where Ping An
operates in?
Ping An is committed to maintaining high standards in corporate governance. Its practices and policies in the
area are widely recognized in the
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industry and by the capital market.
Being the first financial institution
with an internationalized capital structure in China, Ping An has been striving to optimize its shareholding structure. Since 1994, the Company has
been able to attract a number of overseas institutions including Morgan
Stanley, Goldman Sachs and HSBC as
shareholders. The Company offered its
shares publicly in Hong Kong and
Shanghai in 2004 and 2007, respectively. The shares of the Company are
widely held by foreign investors, the
State, private enterprises and employees with no controlling shareholders.
All shareholders can exercise their
rights under a balanced shareholding
structure.
As a dual-listed company in
Shanghai and Hong Kong, Ping An
complies with the Code of Corporate
Governance Practices issued by the
Hong Kong Stock Exchange, China
Companies Law, as well as regulations set forth by the China
Insurance Regulatory Commission.
Ping An also strives to improve its
corporate governance standards by
applying best practices over and
above statutory requirements.
Moreover, Ping An has developed
and adopted a number of standards
and codes in order to ensure that its
corporate governance policies and
practices conform to industry and
international best practice. Since its
listing, Ping An has been recognized
for its high standards in corporate governance at home and overseas. In
December 2009, Ping An’s effort in
investor relations work was recognized
by the authoritative IR Magazine, winning three awards including “Grand
prix for best overall investor relations non-SOE”, “Best corporate governance” and “Best investor relations by
a CFO”. In the same month, Ping An
received a prestigious award from The
Asset Magazine - “The Asset Platinum
Award” of Excellence in Management
and Corporate Governance Awards
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009. In June 2009, the Company
was named a winner of “Corporate
Governance Asia Recognition Awards
2009” by this magazine. In May
2009, Ping An was ranked eighth in
FinanceAsia magazine’s “Asia Best
Managed Companies” and was the
only Chinese insurance company
receiving the ecognition. In April
2009, Ping An won the honor of
“The Best Board of Directors” by
Directors & Boards Magazine. Ping
An is also the title holder of The
Asset magazine’s Triple A Awards.

“Ping An actively fulfils its
responsibility as a corporate
citizen in contributing to
the community where it
operates”
Can you describe in brief your firm
CSR, Environmental Practices and
Community Partnership and how it
has made an impact to the community you operate with.
Ping An attaches great importance
to fulfilling its corporate citizen
through initiatives in the areas of education, charity, and disaster relief.
Ping An actively fulfils its responsibilities as a corporate citizen and
makes contribution to the community where it operates, especially in
regard to the development of education in China. Over the years, the
Company has established 54 Hope
Primary Schools in China. Other
related initiatives include “Golden
Seed Hope Primary School maintenance program”, “Ping An Hope
Primary School Scholarship”, “New
village, New Hope” Ping An Hope
Primary School support action,
“Xiaojiding village library project”
and “Ping An Charity Fund”. The
company has established a broad
and comprehensive network to support the development of education
in rural China.

Company wide, Ping An’s employees have donated over 23 million
cubic centimeters of blood in the
past three years in support of the
Red Cross Society of China.
China was struck by a string of
natural disasters in 2008. Ping An not
only actively fulfilled its obligations in
insurance claims, but also participated
in disaster relief efforts. During the
severe snowstorms in early 2008, the
company donated materials and funds
worth RMB12 million and insurance
policies valued at RMB26.2 billion. The
Company was also quick to lend support to the Sichuan earthquake relief
efforts and donated more than RMB80
million in total.
After releasing its Corporate
Citizenship Report each year for 5 consecutive years, Ping An officially published its first Corporate Social
Responsibility (CSR) Report in April
2009, along with the 2008 Annual
Report. The Company has also laid a
5-year plan which for the first time
included CSR development. As the first
year of CSR development, 2009 was
themed “the year of commitment”
and gain the trust of customers with
its innovative products and quality
services.
Amid the financial crisis, the company saw rapid and healthy growth in
its insurance, banking, and investment businesses. Meanwhile, Ping
An also actively participated in
Wenchuan earthquake disaster relief
work, and increased investments in
Hope Primary School, “Golden Seed
Hope primary School program”, and
“Ping An Hope Primary School
Scholarship”. Ping An also started a
new business planning competition
for university graduates.
Ping An has garnered numerous
honors in the area of corporate social
responsibility. They include: “China’s
Most Respected Companies” title for
the 8th consecutive year, “China’s Best
Corporate Citizen” award for the 5th
time, and “2009 CBN China Corporate
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Social Responsibility Outstanding
Business Award - Social Contribution
Award”. Besides, Ping An was recently
awarded “China’s most competitive
listed companies and harmonious”,
“Best Corporate Social Responsibility
Report Award”, and was ranked No.
10 in “China Corporate Social Responsibility Development Index” in 2009.
The awards reflect the community’s
recognitions for Ping An’s efforts in
achieving social cohesion and sustainable growth.
What are the benefits/rewards of
good corporate governance?
Ping An believes good corporate
governance enhances the credibility of
the Company and allow it to make
business decisions more in tune with
community standards, which are
essential for the Company to maximize shareholders’ value.
To the economy at large, corporate
governance is the foundation of the
capital market and a key element in
maintaining investor confidence.
Markets that attach great value to
good corporate governance are more
likely to attract quality companies and
therefore investors.
What are measures can the company implement to further improve
its corporate governance?
Ping An will continue its business
operations in accordance with relevant
PRC and international guidelines. At
the same time, the Company will
strictly monitor every aspect of its
corporate governance such as adhering to relevant regulations, enhancing
corporate governance management
and operation systems; strengthening
risk control measures, boosting operational management standards and
competitiveness, so as to sustain
healthy and stable growth for the
Company, laying a solid foundation
for Ping An’s development as a world
leading integrated financial services
group. 
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Regulatory changes
are on their way

Regulatory reforms
It has been very succinctly stated at the
G-20 (Group of Twenty) Leaders
Summit earlier this year, that the way
to battle the financial crisis is to do it on
three fronts: firstly, stabilising and
ensuring the continued functioning of
financial markets; secondly, stimulating
the economy to counter the recession
and thirdly (which is where we are at
now), fixing the regulation of the financial system.
“Fixing” the regulation does not
mean over-regulation or overzealous
regulation. While too little regulation is
not necessarily a good thing, nor is too
much regulation. The operative words
are “sensible regulation”. That is and
has always been my view, before, during and after the crisis. The voice of dissent in the face of new regulations has
always been about increased compliance burden, in terms of costs, time
and resources and hence, stifling business innovations.

I personally think such a view is too
short-sighted. Any firm which is structurally sound, and with enough foresight, will remember that history tends
to repeat itself. The economy is cyclical
and the waves of financial turbulence,
although having ebbed, I dare say, will
come in again in future. When that
happens, if we have a robust regulatory regime in place globally, the disruptions to the financial markets would be
kept to a minimum and the firms will
be less affected.
As for stifling business, that is an
argument which is not sustainable at
the best of times. What most people
fail to realise is that regulations are
often enablers rather than show-stoppers. More often than not, regulations
“legitimise” conduct or business models which are otherwise traversing
grey areas or uncharted territories,
and basically operating under a web
of uncertainty or a cloak of darkness.
And we know that the compliance
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and risk management folks in firms
hate uncertainty, more so now than
before. Any form of uncertainty spells
risk to them and they will throw out a
risky business proposition even before
you get started.
There is always a psychological barrier and inertia to change. Therefore,
getting the stakeholders’ buy-in from
the outset is crucial to the successful
implementation of any new regulatory
initiatives. If the teething issues are
properly managed, I have no doubt
that fresh business opportunities can
be identified and created in an environment where the regulatory structure is
sensible and transparent.
At the G-20 Summit in Pittsburgh
(held on 24-25 September 2009), the
world leaders promised harmonisation
of standards to ensure a level playing
field and avoid fragmentation of markets and regulatory arbitrage. Is regulatory harmonisation something that regulators should work towards in all areas
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have explored the prospects of setting
up similar operations in the major markets in Asia, including Hong Kong. In
Hong Kong, we have seen the number
of dark pools, mainly brokers’ internalisation pools, increased from just a
handful several years ago to more than
10 currently.

of regulation? Is it practical and/or
desirable?
I would like to talk more about
what regulators are doing in terms of
“fixing” the regulation of the financial
system and also share with you my
views on cross-border harmonisation of
regulations. I will be talking in the context of three areas which, not only have
significant implications for the Asian
markets but are also currently in the full
glare of international floodlights: the
regulation of dark pools and short selling. I will then talk about the G-20
developments before concluding.
Dark pools
I was very pleased to learn that during
the course of the conference several
speakers1 have already spoken about
this topic and it was also put up as a
debate topic during the break-out sessions. Although I have not had the benefit of those sessions, I am sure a starting point of the discussions would have
been that dark pools (despite the
alarming sounding name) are really
nothing new. Whatever term is used to
describe them, be it dark pools or alternative trading venues, they are really
just facilities that allow dealing activities outside traditional exchanges without prices being disclosed publicly.
Statistics
The proliferation of dark pools has
been phenomenal during the last few
years but the pace of development
varies across the regions. According
to the U.S. Securities Exchange
Commission (“SEC”), the number of
active dark pools transacting in stocks
that are traded on major U.S. stock
1
(a) John Lowrey, CEO of Chi-X Global (Trading The New
Global Liquidity Landscape in 2009) (b) Lee Porter,
Managing Director of Liquidnet (One Year On : Re-evaluating the Trading Proposition in Asia of Alternative Trading
Venues/Dark Pools in Light of Lower Trading Volumes and
Regulation) (c) Tony Brooker, Head of Electronic Trading at
Mizuho Securities, TK Yap, Executive Director of OCBC and
Kyle Stewart, Head of Asian Institutional Equities at Knight
Capital (panel members on The Big Debate That The Full
Service Broker Business Model Will Be Increasingly Replaced
By The Rise of Agency Only and Dark Pool Service Offerings)

Martin Wheatley: Chief Executive
Officer, Securities and Furures
Commission

“How can we obtain or
access information about
fair market prices if most
transactions are executed
on non-displayed markets? ”

markets has increased from approximately 10 in 2002 to approximately 29
in 2009.
Across the Atlantic, the Markets in
Financial
Instruments
Directive
(“MiFID”), which came into effect in
late 2007 brought a new type of trading venues to the European market,
commonly known as “multilateral trading facilities” (“MTFs”), which include
dark pools. It has been reported that at
the moment there are at least 15 MTFs
operating in Europe.
In Asia, dark pools are still at an
infancy stage. While they are already
making their presence felt in the Asian
markets, it is hardly close to the domination of their counterparts in the U.S.
and Europe. Some of the more prominent American and European firms
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Concerns with dark pools and reactions from regulators
As regulators, we acknowledge the
benefits dark pools have brought to
the market over the years (anonymity,
speed etc). But all that glitters is not
gold. We are mindful of the implications that dark pools may have on the
market if they are not properly regulated.
Firstly, there have been discussions
about the implication of dark pools for
the integrity of the market. The main
issue being debated is that a lack of
transparency in dark pool operations
deprives the public of fair access to
information about the best available
prices to some market participants and
thus results in a two-tiered market. As
we all know, the dark pool is an institutional market. Regulators should
carefully study the pros and cons of
integrating this institutional trading
venue and the trading venue offered by
stock exchanges before making any
policy changes. I think the primary
focus here should be whether the twotiered market has created difficulties
for regulators to conduct market surveillance. If the presence of dark pools
has affected the ability of regulators to
supervise the market, regulators should
work together with the industry to
identify ways to address this.
Another unintended consequence
of dark pools is the fragmentation of
pricing data, thus making it difficult for
investors to know where they are likely
to get the best price for their orders. In
some markets, there are rules requiring
an exchange to route an order to
another exchange or liquidity pool if
there is a better price. But such order
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routing usually incurs costs to investors.
The growth of dark pools calls for a
review of the best execution policy.
Thirdly, price discovery, as we
know, is a major function of an
exchange market and the efficiency
with which it is carried out depends on
whether orders from a diverse set of
participants are properly integrated so
as to achieve reasonably accurate price
discovery and reasonably complete
quantity discovery. Most of the dark
pools determine execution prices with
reference to exchange produced prices.
If dark pools continue to grow and
account for a significant portion of
market share, it will affect the price discovery function currently performed by
the exchange market. How can we
obtain or access information about fair
market prices if most transactions are
executed on non-displayed markets?
While regulators do not have comprehensive answers to the above issues
currently, regulatory reforms have been
initiated. In Europe, the Committee of
European
Securities
Regulators
(“CESR”) is due to commence a review
of the operation of the MiFID at the
end of this year. Given that there
appears to have been a significant
migration of liquidity from the traditional exchanges to the MTFs, including dark pools, this gives rise to questions as to whether there are unfair
commercial advantages for the operators of this new type of trading venues
and whether the trend undermines
price discovery, market integrity and
efficiency for the market as a whole.
The MiFID review will address these
issues. Earlier this year, the UK Financial
Services Authority has launched a study
of the way the UK equity markets are
being used, including how alternative
trading platform and dark pools function. I understand that the study is still
on-going. To bring about greater market transparency and fairness, the U.S.
SEC has recently mooted three changes
to enhance the transparency of dark
pools:-

“It is arguable that dark
pools are not competing
with the exchanges, they
are in fact offering a
different type of service
or servicing a different
segment of the market.”

(a) dark pools in the U.S. are currently required to publicly display stock
quotes if their trading volume exceeds
5% of the volume of a particular stock.
But the new plan would reduce the
threshold to 0.25%;
(b) the second change would
require actionable indications of interests (“IOI”) to be displayed in the public quotation system; and
(c) the third proposal requires real
time reporting from dark pools for their
executed trades, making the dark
pools’ identity visible to the public.
The SEC is still awaiting feedback
from the public on these proposals.
However, as you will agree with me,
the changes proposed by the U.S. SEC
are dramatic and will basically require
dark pools to operate like lit pools. In
my view, these proposals have farreaching implications and require careful study and thorough discussions
with the industry before they are
finalised.
Harmonising the regulation of dark
pools?
In view of the proliferation of dark
pools, International Organization of
Securities Commission (“IOSCO”) has
also commenced a new project to
examine potential regulatory issues.
These issues include price discovery,
market fragmentation, fair access,
2Off-exchange transactions include share placements and
cross trades for client facilitation or other trading facilities
such as dark pools, cross-trading platforms or crossing
engines. These trades are supposed to be reported back to
the HKEx. 3It is estimated that the crossed trades in general
is less than 5% of the firm’s turnover.
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leaking of information about orders
that are placed as dark, etc. The SFC is
a member of this project team.
Do I expect IOSCO to roll out a
regime that will harmonise the regulation of dark pools? It may be premature
to comment at this stage. What I can
say for certain is that regulators worldwide appear to be ratcheting upwards
the scale and level of dark pools regulations and I cannot foresee any jurisdiction bucking this trend. But my
guess is it would not be done using a
cookie-cutter to achieve harmonisation
across the regions.
This is mainly because despite its
allure, dark pools seem to have a different appeal to different jurisdictions.
And if this is the starting point, naturally the corresponding regulatory regime
will be quite different. As to why the
appeal of dark pools varies amongst
the jurisdictions, this is due to a multitude of reasons. In Asia, the growth of
dark pools appears to be slower due to
resistance from various fronts. In particular, unlike in the U.S. and in Europe,
Asian exchanges are generally considered as national interests. Hence, it
should not come as a surprise that
there are domestic forces at play and
these exchanges tend to be accorded
an almost exclusive franchise to operate a stock market domestically. This
has impeded the growth of dark pools
in this region.
Nonetheless, it is possible to make
out a case for dark pools to operate in
jurisdictions which consider their
domestic exchanges to be national
interests. The argument is founded on
the fact that dark pools are really not
exchanges. They are two very different
creatures. We are basically going back
to the basics of marketing theory i.e.
product differentiation. Dark pools can
offer something exchanges cannot,
e.g. a wide range of order types including algorithmic trading tools. Thus, it is
arguable that dark pools are not competing with the exchanges, they are in
fact offering a different type of service
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or servicing a different segment of the
market. I always believe that the pie is
big enough for everyone to have a
slice, the question is how big is the slice
you get. In fact, dark pools and
exchanges have complementary roles
and together they may actually
increase the size of the pie.
In Hong Kong, off-exchange transactions2 reported to the exchange
account for only about 3% of total
market turnover on most trading days.
This figure has already included transactions conducted on the dark pools
operated by brokers. However, on days
when there is an index rebalancing
exercise, we estimate that on average
off-exchange transactions could
exceed 10% of total market turnover
but we have seen it go up to as high as
24% of total market turnover. We
understand that this is mainly because
it is easier for market participants to
execute transactions off-exchange at
the closing price for the purpose of
rebalancing the index portfolios. This
further illustrates that dark pools and
other alternative trading pools can
offer something to market participants
which may not be offered by traditional exchanges. In any event, as some of
you in the audience may be aware, we
are currently studying the market structure and dark liquidity, including dark
pools and internalisation systems. We
have engaged with major firms which
have dark pool operations in Hong
Kong and note that the volume of
trades currently executed via these dark
pools is relatively small3. Our study will
help us identify the appropriate ways
for alternative trading venues to develop in Hong Kong.
Direct Market Access
Any discussion on dark pools will not
be complete without talking about
direct market access (“DMA”). So I will
touch on DMA briefly before I move on
to discuss short selling.
Along with the emergence of dark
pools or alternative trading pools, we

have also seen a rapid development of
advanced trading tools, in particular
algorithmic trading or DMA in general.
As most of you are very familiar with
these, I will go straight into a discussion
of the regulatory challenges that DMA
presents.
DMA allows institutional investors
to trade faster and to have direct control of their order execution. The
increase in trading speed can amplify
any unintentional errors in the execution process. DMA also enables institutional investors to send a large amount
of order flow to the market within a
very short period of time, which may
have a systemic impact on the market.

“It is therefore important
that brokers who provide
DMA services ensure that
there is sufficient pre-trade
monitoring and control of
orders using DMA”

For example, the use of DMA facilitates
the automatic generation of time-sensitive orders based on the changing
market conditions. In the past, we have
seen a number of occasions when
DMA users sent large orders to the
exchanges merely based on the pre-set
algorithmic formula without giving sufficient consideration to the prevailing
liquidity level in the market. As a result,
the stock prices fluctuated wildly triggered by the arrival of these large
orders. It is therefore important that
brokers who provide DMA services
ensure that there is sufficient pre-trade
monitoring and control of orders using
DMA.
However, broker-sponsored access
has raised more challenges for us to
monitor DMA orders. As we know,
some brokers have offered their institutional clients direct access to the market without going through the brokers’
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trading systems. This kind of DMA provides market participants unfiltered
access to the market and makes it difficult for brokers to conduct any meaningful pre-trade monitoring. The term
“naked access”, which was coined by
some market participants, can better
describe this type of trading activity.
Some regulators have been looking
into this issue. I expect that some jurisdictions may be looking at establishing
more specific rules to deal with the
risks arising from sponsored DMA. In
Asia, electronic trading is still developing and evolving and so we do not yet
have specific regulations on the use of
DMA or algorithmic trading. It is however an area that we are closely monitoring.
Short Selling
And moving on to the next topic: short
selling. One main effect of short selling
is that it depresses stock prices down to
the level that is consistent with its fair
or fundamental value. While this may
be viewed as the normal cause and
effect of a particular type of a trading
activity when the economy is functioning normally, in the midst of a loss in
market confidence, short selling in conjunction with other trading strategies
will cause the market to tailspin.
This was what happened in
September 2008. Short selling was
viewed as that “diabolically evil” activity responsible for the stock market carnage. However, there is no empirical
evidence to show that short selling was
the culprit in sending global markets
on a downward tailspin as there were
many other factors at play during that
critical period. Nevertheless, the role of
short selling in exacerbating the rapid
decline of the market remains.
Towards the end of 2008, global
regulators were forced to take proactive actions to prevent any further precipitous fall in the markets. Regulators
in Australia, the U.S., the UK and some
Asian markets including Japan and
Korea imposed temporary measures to
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ban or restrict short selling. Temporary
measures were also introduced to
enhance transparency of short
sales/positions which would give
investors more information (on overpricing) as well as provide information
to regulators so that they can act more
effectively and appropriately during
times of financial disruption.
In any event, as the markets
regained some stability, the temporary
measures were either allowed to lapse
or extended (with variations), depending on domestic market conditions. In
some jurisdictions, the temporary
measures were replaced with permanent rules. But to be fair to all the regulators which had reacted in the heat
of the meltdown in 2008, it is easy for
the pundits to criticise the regulators’
actions when the dust has settled. Like
they say, there is no better sight like
hindsight.
As you are all probably aware, Hong
Kong did not take any similar drastic
measures in banning or restricting short
selling activities back when market
volatilities and uncertainties were surging. This was partly because Hong Kong
already had a very robust short selling
regime in place, including the tick rule
and other pre-borrowing requirements.
We already tightened the nuts and bolts
of short selling when the Asian financial
crisis (in 1997-1998) exposed the regulatory deficiencies in our short selling
regulations at that time and as it turned
out our improved short selling regime
was sturdy enough to withstand the
financial crisis last year.
Harmonising the regulation
of short selling?
Although short selling did not cause
the financial crisis, it did become evident during the crisis that there were
weaknesses or insufficiencies in the
regulation of short selling in many jurisdictions. Another issue which the crisis
highlighted was that the regulation of
short selling varied substantially across
markets in different jurisdictions. The

Technical Committee of IOSCO saw
merits in having a more common
approach to the regulation of short
selling which would help to simplify the
compliance process for market participants that operate in different markets
and to minimise any potential regulatory arbitrage.
The Technical Committee of IOSCO
believes that short selling plays an
important role in the market for a variety of reasons, such as providing more
efficient price discovery, mitigating
market bubbles, increasing market liquidity, facilitating hedging and other
risk management activities. The Task
Force on Short Selling that I chair was
tasked to develop high-level principles
for the effective regulation of short selling to foster a more consistent interna-

“The lesson learned last
year was that in times of
crisis when snap decisions
have to be made, it is helpful to have a holistic picture
of the short selling market
including both turnover
and outstanding positions”
tional regulatory approach toward
short selling. The Task Force recommended four high-level principles in
this regard. The first three principles
relate to the importance of having a
strict settlement discipline; the merits
of enhancing transparency on short
selling and the significance of having
an effective compliance and enforcement system. The fourth principle is
that short selling regulation should not
stifle certain types of market activities
that are critical for efficient market
functioning and development.
The general consensus is that now
we need to have something closer to a
global standard and that is something
we are working on within IOSCO, trying to establish a model that will work
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across all major markets in the world.
As IOSCO is not a rule-making body, it
merely requires the member jurisdictions to agree on a consensus and each
individual jurisdiction can work out
how to adopt each standard.
A recent survey shows that by and
large, among the Task Force members
that consist of 14 different jurisdictions,
these four principles either have been
implemented or implementation is still
work-in-progress. For example, in
Europe, the CESR is also consulting on
its pan-European short selling disclosures regime. In the U.S., the SEC has
also held a roundtable to discuss securities lending and short sale issues.
On the domestic front, the SFC has
just recently completed its public consultation on increasing short position
transparency. I would like to take this
opportunity to talk a bit more about the
consultation. I would like to make two
points. Firstly, we find that the information the SFC currently has on short selling is not sufficient at times of high
market volatility. We only have data on
short sale turnover (on a daily basis) and
this does not reveal the outstanding
short positions in the market. The lesson learned last year was that in times
of crisis when snap decisions have to be
made, it is helpful to have a holistic picture of the short selling market including both turnover and outstanding
positions. Secondly, any reporting made
to the SFC will obviously be on a confidential basis. We have received pages
and pages of literature in response to
our consultation paper opposing the
public disclosure of clients’ short positions. If we do decide to publish the
data we receive, please be assured that
we will be doing it on an aggregated,
no-name and delayed basis.
Having an insight on short positions would help the SFC in making
more informed decisions in times of
market disruptions. In fact, the knee
jerk reactions from some of the regulators last year were triggered by the lack
of information on short selling in their
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domestic markets. Very often, in the
absence of information, the safest
route to take is to pull the plug so that
everything grinds to a halt to allow ourselves time to reflect on things.
G-20 Developments
Moving on to the final area before I
conclude: G-20 developments. I have
mentioned at the outset that keeping
abreast of regulatory reforms is crucial
for a firm in determining the way forward for its business. You will probably
ask who sets the scene for regulators?
On occasions, regulators take reactionary measures but by and large we
try to be proactive. As a result of this
financial crisis, the world leaders have
taken a lead in the regulatory reforms.
As such, we should all keep our ears
close to the ground insofar as the G-20
developments and commitments are
concerned.
At the Pittsburgh Summit in
September, the message that came
through was that the leaders recognised
that the process of recovery and repair
was still underway and they pledged to
sustain strong policy responses until a
durable recovery was secured.
At this forum, I shall focus only on
one of the policies the G-20 leaders
agreed upon at the Pittsburgh Summit
i.e. to ensure that the regulatory system for banks and financial firms rein in
the excesses that had led to the crisis
and in particular, the areas the SFC
(together with the other regulators in
Hong Kong) is working on.
Reforming compensation practices
to support financial stability
It is recognised that an inappropriate
remuneration system creates an incentive for excessive risk-taking which is
damaging for firms, their shareholders
and also the stability of the financial
market as a whole. The banking regulator in Hong Kong, the Hong Kong
Monetary Authority (HKMA), has
issued a consultation paper on its proposed “Guideline on a Sound

“You have read in the papers
about what the regulators
are doing or going to do,
they are not only for
international posturing,
they will actually happen”
Remuneration System” at the end of
last month on this matter. The proposals in HKMA’s paper are essentially
along the lines of linking bonus of
bankers to the creation of long term
value. The final Guideline is expected to
be issued by the end of 2009 and
banks in Hong Kong are expected to
take prompt action to implement the
Guideline. The SFC is also closely monitoring developments in reforming
compensation practices.
Improving OTC derivatives markets
The G-20 leaders agreed that the OTC
derivatives market should be improved
according to the following principles:(a) all standardized OTC derivative
contracts should be traded on
exchanges or electronic trading platforms, where appropriate, and cleared
through central counterparties by the
end of 2012 at the latest ;
(b) OTC derivative contracts should
be reported to trade repositories;
(c) and non-centrally cleared contracts should be subject to higher capital requirements.
Suffice to say that the regulation of
OTC derivatives is a big topic and may
re-shape the current market structure.
Hong Kong is monitoring the global
developments and we are prepared to
listen to suggestions and to engage
with the industry to achieve win-win
solutions on the way forward.
Regulation and registration of
credit rating agencies (“CRAs”)
The G-20 leaders also recommended
that all CRAs whose ratings are used for
regulatory purposes should be subject to
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a regulatory oversight regime that
includes registration by the end of 2009.
This recommendation attempts to
enhance integrity of credit ratings which
was found to be one of the factors contributing to the financial turmoil.
In tandem with the G-20 leaders’
recommendation to introduce more
effective oversight of CRAs, the SFC will
continue to monitor international initiatives on the regulation of CRAs and participate in the relevant discussions.
Conclusion
If there is only one message that you
take away with you from this, that
message should be that regulatory
changes are on their way (and I mean a
LOT of changes). The regulators are
putting the final touches to what they
have in store for the market and you
will see things happening soon. You
have read in the papers about what the
regulators are doing or going to do,
they are not only for international posturing, they will actually happen.
Some people find changes challenging. I do not think that they have
to be if the changes are properly managed. The SFC has a practice of consulting extensively on all our proposals.
Market participants are briefed time
and again and rule changes are properly articulated. We try to give ample
notice before changes are rolled out.
It is advisable for you to look at
your resources and infrastructure to
manage the imminent regulatory
reforms to see whether they are nimble
enough to respond to the changing
environment, especially if the changes
have to be executed globally.
Understandably, there may be cost
implications especially if your firm operates across different jurisdictions. I will
not argue with that. Suffice to say that
sometimes it is worthwhile to endure
short term pain for long term gain. 
Keynote Regulatory Address at Trade Tech Asia
2009November 2009 Mr. Martin Wheatley CEO
Securities and Futures Commission Hong Kong
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Corporate governance culture:

Decade of progress in
Thai capital market

A

nyone who has lived through
the Asian financial crisis of 1997
must have witnessed the rising
trend of good corporate governance on
a national and corporate level. This is
understandable, and in fact indispensable, because weak corporate governance had accelerated the economic
turmoil of the past decade. To prevent
history from repeating itself, the SEC set
out on a mission to improve corporate
governance practices in the capital market and regain confidence of local and
international investors.
Now a decade has passed and,
thanks to collective efforts of all parties
concerned, Thailand has covered a lot
of mileages in its drive towards international standard corporate governance.
For starters, an SEC corporate governance working group set up in 1998
proposed a strategic outline for corporate governance practices of listed firms
covering five key areas in need of
improvement. They are:
(1) Regulatory Reform with special
emphasis on protection of investors’
rights;
(2) Checks and balances across the
company board for the best interest
of stakeholders;
(3) Information disclosure with more
transparency, accuracy and sufficiency;
(4) Market mechanism such as shareholder activities, corporate governance rating and educational programs for both company directors
and investors; and
(5) Effective enforcement.

Vijit Supinit: Thailand has covered a lot of mileages in its drive towards international
standard corporate governance.

On the national level, the government announced 2002 the Year of
Good Corporate Governance and the
Cabinet appointed the National
Corporate Governance Committee
(NCGC) chaired by Prime Minister and
consisted of representatives from government and private sectors. The committee’s role is to head the overall effort
to strengthen investors’ confidence in
listed firms and market intermediaries,
synchronize corporate governance
development plans and monitor performance of relevant agencies.
In 2005, Thailand underwent corporate governance assessment by the
World Bank under the Corporate
Governance Report on the Observance
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of Standards and Codes (CG-ROSC).
The CG-ROSC results indicate that
Thailand’s observance of international
practices of corporate governance is
approximately 69%. Since then the
SEC has taken steps to address those
areas of weakness identified by the
assessment. This includes convergence
of Thai accounting standards with the
International Financial Reporting
Standards (IFRS) and enactment of laws
to provide more protection for minority
shareholders.
Triangle of success
Key success factors for corporate governance development in the capital
market are:

J A N UA RY /F E B R UA RY /M A R C H 2010

CG THAILAND
1. Regulatory discipline
Many steps have been taken to improve
the regulatory framework of the Thai
capital market which is based on the
Securities and Exchange Act (SEA), the
Public Limited Companies Act (PCA)
and regulations under the SEC and the
Stock Exchange of Thailand (SET). In
2008, the amendments to the SEA
came into force, providing clearer scope
of fiduciary duties, stipulating sanctions
for breaches of those duties, and
strengthening the rules governing related party transactions including stronger
protection for investors’ interests. The
Ministry of Commerce’s proposed
amendment to the PCA is being
reviewed by the Council of State while
the draft bill amending the PCA would
put in place additional mechanisms to
protect investors’ rights.
The SEC also proposed a class
action bill which would enable shareholders and investors to pursue lawsuits
against directors for breaches of duties
more conveniently and cost-effectively.
The draft bill is being reviewed by the
Council of State.
In addition, to enhance corporate
governance of listed companies, the
SEC and the SET issued several regulations. For example,
• All listed companies are required
to have independent directors composing of at least one-third of board size
and audit committee composing of at
least 3 members, which included all
independent directors. Duties of the
committee are to review the reliability
of financial statement, comment
whether the proposed connected transactions are fair and in the best interest
of the company, review the sufficiency
of internal control system, etc.
• Connected substantial transactions must be approved by shareholders
and disclosed in the annual report.
• All listed companies have to submit quarterly financial statements and
the annual statement has to be audited
by accredited auditors while the quarterly statements have to be reviewed.

• To put the IFRS convergence in
place, the Federation of Accounting
Professions (FAP) has revised the Thai
accounting standards so that they comply with IFRS.
• To encourage companies to follow CG guidelines, listed companies are
required to disclose in their annual
reports whether they comply with the
Principles of Good Corporate Governance for Listed Companies. Any noncompliance has to be thoroughly
explained (“comply or explain”).
2. Market discipline
Investor activism is another main factor
in encouraging listed companies to
comply with good corporate governance practices. The measures that
have been undertaken are as follows:
• As institutional investors (i.e.
mutual funds, private funds, and provident funds) are considered a catalyst for
fortifying good corporate governance
practices among listed companies, the
SEC issued rules requiring asset management companies to exercise their
voting rights on all agendas that may
affect shareholders or share value at the
shareholder meetings of listed companies. Consequently, asset management
companies must disclose guidelines of
their proxy voting for investors’ review.
In addition, the voting record must also
be disclosed in their web sites annually;
• On the retail investor side, the
Thai Investors Association (TIA) is the
representative of investors, with one
board lot shares in every listed company to gain access to shareholders meetings. If TIA sees inappropriate proposals, it may solicit proxy from investors to
counter vote the major shareholders. In
addition, since 2006, the SEC, in cooperation with the TIA and the Thai Listed
Companies Association (TLCA), has
conducted an assessment of the
Annual General Meeting (AGM) to
increase awareness of listed companies
about the importance of AGM and to
encourage shareholders’ active participation. The SEC also provided an AGM
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checklist as a best practice guideline for
listed companies. Over the last four
years, most listed firms have made continuous progress as seen from the number of companies achieving good or
higher score increasing from 52% in
2006 to 81% in 2009.
• Since 2001, the Thai Institution of
Directors’ Association (IOD) has conducted corporate governance surveys
of Thai listed companies, which are
based on the Principles of Corporate
Governance of the OECD. The objective of this survey is to date of the governance practices employed by Thai
firms. The overall survey results were
published in a report entitled “Corporate Governance Report of Thai Listed
Companies (CGR)” and publicised to all
listed companies and parties concerned
in the capital market. The reports have
helped Thai listed companies to significantly improve their corporate governance practices over the years, as can
be seen from the overall average score,
which increased from 50% in 2001 to
75% in 2008. In 2009, the IOD conducted a survey of 290 listed companies and the results showed an average
score of 82.
• Since 2008, the SEC has taken the
further step of requesting every securities company to include each company
corporate governance performance
according to this CGR in their securities
analysis reports. This has made the
report more valuable and widely used
by the parties concerned. At the international level, several institutes of directors in the region also adopted the Thai
IOD criteria in conducting surveys in
their countries. In the future, the CGR
will be developed to be a CG rating,
which will enable investors to differentiate the good governance companies
from the rest and can then attach higher value to those firms.
3. Self discipline
Self discipline is another important driver of good corporate governance. The
SEC, the SET and other institutions have
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provided guiding principles and
codes of best practice for listed
companies to enhance their corporate governance practices.
The Principles of Good
Corporate Governance is an example of a guiding principle. In 2006,
the SET launched the Principles of
Good Corporate Governance,
which was an updated version of
the previous 15 Principles of
Corporate Governance announced
in May 2002. More principles have
been added so that it is comparable to the Principles of Corporate
Governance of the OECD. The
2006 version included recommendations made by the World Bank
in its CG-ROSC. All listed companies must disclose their implementation regarding the principles in
their annual registration statement
and annual report.
The SEC, the SET and other
professional institutions have pro- SEC Thailand: The SEC believes that investors’
vided many guidelines and codes confidence in corporate governance of Thai listed
of best practice for good corpo- companies will significantly increase.
rate governance. For example:
Program. To date, at least 3,500 direcDirector’s Handbook; Financial Advisor
tors of listed companies have attendDue Diligence; Nomination Committee
ed one or more IOD classes.
Guidelines; Remuneration Committee
Guidelines; Corporate Governance
Corporate governance developSelf Assessment; Best Practice of
ment in financial institutions
Shareholders; Code of Best Practice for
Realising the possibility of adverse
Directors of Listed Companies; Audit
effects that financial institutions may
Committee Checklist, Director Comhave on the economy and general
pensation Best Practices, Director
public, the Bank of Thailand (BOT) has
Nomination Best Practices; Internal
continued to enhance high standard
Control Checklist; Q&A: Risk Manageof corporate governance to the finanment, etc..
cial institutions.
Since the educational programs
The Financial Institutions Business
are substantial mechanisms to create
Act of 2008, provides the BOT authoriawareness and understanding of
ty to define the appropriate structure of
directors’ and other parties duties and
the board of directors and sub-commitcorporate governance, the IOD offers
tees of the financial institutions to
various training programs for direcestablish checks and balances. Further,
tors, audit committees, chairmen and
the appointment of directors and top
other key people in listed companies,
executives and management of finansuch as Director Certification Progcial institutions must receive approval
ram, Audit Committee Certification
from the BOT. According to the BOT
Program, Financial Statement for
regulations, to gain approval the execuDirectors, and Company Secretary
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tives and management must hold
fit and proper qualifications in
three aspects including (1) honesty, integrity, and reputation (2)
competence, capability, and experience (3) financial soundness.
Additionally, the board of
directors of financial institutions
must have main duties in four
major areas including risk management, monitoring the capital
adequacy, rules and regulations
compliance and overseeing the
good corporate governance.
The next steps
The Thai capital market corporate
governance development has
progressed significantly as can be
seen from several reports such as
those conducted by the Asian
Corporate Governance Association. However, there are still
areas for improvement. For
example: the legislation on civil
penalties and the class action law,
which would help make enforcement of the Securities and
Exchange Act more efficient, are in
progress; the effectiveness of independent directors and internal control,
which would be a substantial factor of
check and balance system; and active
roles of investors to promote good
corporate governance among listed
companies.
Conclusion
Corporate governance takes time to
evolve and the target keeps moving
with the increasing new demands from
investors. However, with the strong
support from the government and the
high level of commitment from the relevant parties, the SEC believes that
investors’ confidence in corporate governance of Thai listed companies will
significantly increase. 
Vijit Supinit
Chairman of the Securities and Exchange
Commission, Thailand
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Insight into
Hong Kong
corporate
governance

Hong Kong: The Code’s objectives are similar to those in other markets throughout Asia and the rest of the world.

E

vidence throughout the global
marketplace shows that the business world is attempting to recover from the recession. Asia is at the
forefront of this effort. During this period of recovery, and as a result of the
recession, awareness about the importance of corporate governance and its
role in public and private companies
have grown continuously. It has also
become increasingly clearer that corporate governance can make valuable
contributions to addressing risk,
increasing accountability, safeguarding
the interests of stakeholders and
strengthening market regulation.

Holding a leadership position within
these companies at this time provides
for a unique ability to impact the evolution of corporate governance. That is
especially true where publicly-listed
companies are concerned.
While the push towards recovery
builds strength, and with the advantage of hindsight, we can now examine how lapses in corporate governance contributed to the failures and
losses of many global companies. It is
important to learn from these experiences and reassess the components of
corporate governance frameworks in
operation. Organisations are now in a

C O R P O R AT E G OV E R N A N C E A S I A

good position to take pre-emptive
actions and reassess existing governance practices, with a view to identifying where any weaknesses exist and
what improvements are necessary as
they look towards a redefined competitive environment.
Despite varying degrees of regulation over corporate governance
throughout Asia, many best practices
have been identified with a common
theme towards improved transparency,
accountability and risk management.
To help gauge the overall state of corporate governance in Hong Kong’s
leading businesses, Grant Thornton
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publishes an annual Corporate
Governance Review (the Review). Best
practices, along with the recommendations outlined in the Hong Kong Code
on Corporate Governance Practices
(the Code), serve as a basis for that
review. This analysis provides a useful
snapshot of how one of Asia’s strong
economic centres has progressed in
establishing a positive culture for corporate governance.
The most recent version of the
report was published towards the end
of last year. Its approach was to measure the progress that all the public
companies listed in the Hang Seng
Composite Index (HSCI) made in
addressing the recommendations and
best practices outlined in the Code
during the previous year.
The Code’s objectives are similar to
those in other markets throughout
Asia and the rest of the world. It provides a good framework by outlining
all of the basic principles of corporate
governance. These are critical methods
for avoiding potential dangers and
enhancing accountability, transparency
and - ultimately - competiveness in the
marketplace. Furthermore, the Code
has been developed in a principlesbased (or “comply-and-explain”) format, and it strongly urges companies
to attain full compliance. This common
regulatory approach is frequently an
alternative to the prescriptive, or rulesbased, model used in other markets.
Regardless of the regulatory
approach it is important to note that
the basic provisions outlined in the
Code and regulatory requirements in
other markets are similarly shared.
These provisions are the most essential
elements of a governance framework
and should be viewed as such. They are
merely the foundation for building a
truly world-class corporate governance
structure that allows companies to further improve and refine upon them to
address the unique needs of the organisation and the environment in which
they operate.

The Review showed that while
many Hong Kong companies have
demonstrated this understanding and
made noticeable progress in compliance, a lot of them still need to step
up their efforts. The companies were
surveyed to track how well they had

Eric Zegarra: Companies were surveyed
to track how well they had done in
adopting the Code ever since it took
effect in January 2005.

done in adopting the Code ever since
it took effect in January 2005 as well
as other world-wide best practices. It
was revealed that there was a steady
increase in overall compliance during
the first three years. This is due in
large part to the aggressive adoption
seen in many key critical components
during that time.
Such adoption is seen in areas such
as the use of an internal audit function,
increasing by 22% since the first year
of compliance to 85%. Also a strong
contributor is the presence of an individual with the recommended financial
experience on the board at 91% of
companies, an increase of 24% from
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the first year of compliance. Such
improvements help illustrate how
Hong Kong companies made quick
changes to step-up their efforts to
enhance corporate governance and in
addressing the recommendations and
best practices of the Code. This strongly indicates that the market has generally grasped the value and benefits that
can result from a strong corporate
structure.
However - perhaps as a result of
companies trying to cope with a
changing economic landscape - the
Review notes a surprising decline in the
overall compliance level reported by
HSCI companies to only 51%. This is
still an improvement over the 41%
reported in the first year of the Code,
but is a decrease of 5% from the previous year and the first time in which a
decline has been noted.
Several companies fell just short of
full compliance with the Code’s provisions because they were unable to satisfy only one or two of them. That is
still a good sign as it suggests they
have made efforts to adopt most of the
basic components of an effective
framework. These companies, and others who are similarly positioned with
their regulatory requirements, should
now make it their interim goal to eliminate the exceptions in order to either
regain or attain full compliance. Then
they should start taking steps to determine how they can improve further by
determining where enhanced measures are required.
Most companies that did not fully
comply with the Code reported various deficiencies. These mainly reflected either an inability to let go of longstanding practices, or the incorrect
belief that certain risks were not relevant to their organisation. This rationale is common among many companies and can create dangerous gaps in
an organisation’s corporate governance framework. Whereas the Code
gives companies the option to explain
why they are not adopting certain
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principles, it is imperative for them to
regard such instances as rare exceptions and work to include all principles
into their corporate governance
framework.
For example, the provisions concerning independence at the board
and senior management levels, effective internal controls, and the division
of responsibilities among board committees are all fundamental elements.
They are not unique to Hong Kong. In
fact, they are integral parts of the corporate governance regulations of
many well-run global organisations.
Of the companies reviewed, 25%
report the same individual operating in
both the Chairman and Chief Executive
roles. Further, of the remaining companies that segregate these roles
between different individuals, 13%
report familial relationships between
them. A similar facet of objectivity is
the presence of sufficient independent
directors on the board. The Code recommends one-third of the board be
comprised of independent non-executive directors, however, the Review
notes only 69% of the companies
meet this recommendation while only
8% report that the majority of the
board is comprised of independent
non-executive directors.
These results raise doubt about the
ability for these companies to have the
appropriate levels of independence
needed to objectively address business
matters. In those cases with the additional issue of a lack of segregating the
Chairman and Chief Executive roles,
the problem is further compounded
and the need for increased objectivity
is even clearer.
The Review notes that companies
often failed to meet the Code’s principles in these and other similar vital
areas. Instead, these companies elected to provide brief explanations that
do not sufficiently demonstrate they
are managing the underlying risks
effectively, and, consequently not
addressing the spirit of the Code’s

“Companies in the position
of not meeting such
regulatory principles or
other recommendations
need to reconsider their
current framework. Such an
assessment would review
all aspects to properly
identify gaps and potential
areas for improvement”

“comply-and-explain” approach. The
effectiveness of this approach is largely
based on companies’ willingness to
either implement the principles outlined or provide a valid and detailed
explanation as to why recommendations are not followed.
Of the companies reviewed only
42% provided information about their
risk management process. This area
has showed continual improvement in
compliance since the first year of the
Code. However, given the various
threats that organisations are exposed
to both internally and externally, the
ability for organisations to disclose the
process to evaluate and navigate
through these risks is key to remaining
transparent and demonstrating a commitment to accountability.
Another critical area where companies can improve relates to the
annual assessment on the effectiveness of internal controls over financial
reporting. The Review notes a slight
decline from the previous year with
58% of companies providing a conclusion on the effectiveness of their
internal control environment. Most of
those that did not comply note to
have performed some level of assessment but do not provide details surrounding the outcome. This best
practice to disclose the results of that
assessment, along with an explanation of any planned actions steps to
address any identified weaknesses,
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provides a higher degree of transparency and ensures that appropriate
monitoring is taking place.
Companies in the position of not
meeting such regulatory principles or
other recommendations need to reconsider their current framework. Such an
assessment would review all aspects to
properly identify gaps and potential
areas for improvement. This in turn will
help determine if the elements they
have in place properly address the issue
of risk and whether they have positioned themselves to be as competitive
as possible in the new business environment that now prevails. The results
of this assessment should lead to a prioritised implementation plan that will
allow progress to be measured and
tracked, with the intention of full compliance or the implementation of alternative methods to manage risk.
Slightly more than half the companies surveyed have already reached full
compliance. They serve as outstanding
examples that every other company
throughout Hong Kong and Asia
should measure itself against. The true
leaders are those which look beyond
regulatory requirements or recommendations and periodically benchmark
their practices against their peers and
best practices from around the world.
The same companies continuously
reassess their framework in order to
determine whether they are as effective as possible. They also identify
where they can make further improvements, and they react quickly to internal or external changes that have an
impact on their governance framework. This proactive approach to
improving corporate governance
allows them to position themselves to
minimise potential threats more efficiently, and it will surely give them the
ability to remain relevant in the new
competitive environment. 
Eric Zegarra
Manager, Business Risk Services
Grant Thornton
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B Y H E N G S W E E K E AT

Corporate governance
in Singapore

G

ood corporate governance
is a key pillar underpinning
Singapore’s reputation as a
trusted financial and business hub.
Over the years, we have sought to
continually improve corporate governance in Singapore. This includes
a review of the Code of Corporate
Governance in 2005 by the former
Council for Corporate Disclosure
and Governance [“CCDG”], chaired by Mr. JY Pillay.
In the last two years, following
the transfer of oversight of corporate governance of listed companies to MAS and the Singapore
Exchange, we have focused on
strengthening the practices of corporate governance in Singapore. In
2007, Professor Mak Yuen Teen of
the National University of Singapore
was commissioned by MAS to
undertake a study aimed at assessing the current state of corporate Singapore: Financial institutions have generally
governance practices in Singapore, been prudent in their business, and have weathered
identifying gaps and proposing the crisis well.
measures for improvement.
months and completed its work in
Professor Mak highlighted, among
October 2008. The Committee’s output,
others, the need to enhance the effec“Guidebook for Audit Committees in
tiveness of Audit Committees through
Singapore”, has become a practical and
training, practical guidance and sharing
valuable reference for directors who
of experience among Audit Committee
serve on the Audit Committees.
members.
We have also been supportive of
Arising from this, the MAS, the
efforts by the Singapore Institute of
Accounting and Corporate Regulatory
Directors to review its structure and
Authority [“ACRA”] and the Singapore
strengthen the delivery of its director
Exchange established a private sector
training program, so that it may betcommittee to develop practical guidance
ter meet the increased demands
to assist Audit Committees to better
appreciate their responsibilities and
enhance their effectiveness in performKirkpatrick, Grant (February 2009), “The
Corporate Governance Lessons from the Financial
ing their role. The Committee, led by Mr.
Crisis”, OECD
Bobby Chin, worked intensely over 9
[1]
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placed on directors in this current environment.
The continual efforts by industry practitioners, investors and regulators to improve corporate governance have enabled Singapore to
stay ahead of the field.
The World Economic Forum’s
Global Competitiveness Report
2009, for instance, ranked
Singapore first in corporate governance standards in Asia.
Lessons from the crisis
In the aftermath of crises, corporate governance standards and
practices often come under scrutiny. For instance, after the Enron/
Worldcom failures, critics pointed
to the lack of independence of
auditors and Audit Committees,
and to deficiencies in accounting
standards. After the bursting of the
dot.com bubble, attention was
drawn to the severe conflicts of
interest by brokers and analysts.
The recent financial crisis has
been no different. Indeed, reviews by
international bodies and national agencies have found that weak corporate
governance played a role in this crisis.
For instance, the OECD report on “The
Corporate Governance Lessons from
the Financial Crisis”[1] noted that “the
financial crisis can be, to an important
extent, attributed to failures and weaknesses in corporate governance
arrangements which did not serve their
purpose to safeguard against excessive
risk taking in a number of financial services companies.”
While many of the corporate governance failures that have been uncovered
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so far affected financial companies,
many of the structural weaknesses may
also be common to large and complex
listed firms. It is therefore relevant for
Boards ofother companies to reflect on
these findings. Let me briefly highlight a
few common themes.
The first relates to the quality and
composition of Boards. Research shows
that although having a good balance of
directors with a range of skills and experience that are relevant to the business
of the firm is an essential foundation for
good corporate governance, this was
also often the most neglected.
A number of reports[2] also found
weaknesses in the implementation of
effective risk management. In many
cases, risk was not managed on an
enterprise-wide basis and Boards were
not fully apprised of the level of risk facing the company. Overseas regulators
are now reviewing the role of Boards in
providing guidance on the alignment of
corporate strategy with risk-appetite, as
well as on appropriate internal structures
in risk management.
Not surprisingly, remuneration practices have attracted the most public
attention. The alignment of executive
and Board remuneration with the longer
term interests of the company and its
shareholders is a widely accepted corporate governance principle. Nonetheless,
compensation practices that rewarded
staff handsomely for short-term gains,
without any corresponding penalties for
longer-term losses, have been blamed
for encouraging excessive risk taking in
some institutions. A number of jurisdic[2]
Walker, David (July 2009), “A Review of
Corporate Governance in UK Banks and Other
Financial Industry Entities”, Her Majesty’s Treasury;
G20 Working Group 1 (March 2009), “Enhancing
Sound Regulation and Strengthening Transpa–
rency”, G20; OECD Steering Group on Corporate
Governance (May 2009), “Corporate Governance
and the Financial Crisis - Key Findings and Main
Messages”, OECD [3] William Rutledge et al.
(March 2008), “Observations on Risk Management
Practices during the Recent Market Turbulence”,
Senior Supervisors Group

tions, such as Australia and the US, are
considering legislation that will address
this by empowering shareholders to
have a more direct role in setting remuneration.
Creation of the Corporate
Governance Council
Financial institutions in Singapore have
generally been prudent in their business,
and have weathered the crisis well.
Listed companies in Singapore that have
maintained high standards of governance have similarly withstood the crisis.
Nevertheless, we must not be complacent. We must not let up in our efforts to
improve our regulations and codes, as
well as in the actual practices and governance culture.
As part of this effort, I am pleased to
announce that we will be establishing a
Corporate Governance Council, comprising members from the private and
public sectors.
The objective of the Council will be
to promote a high standard of corporate
governance in companies listed in
Singapore so as to maintain and
enhance investors’ confidence. In turn,
this will enhance Singapore’s reputation
as a leading and trusted financial centre,
and benefit all players involved.
In conceptualising the Corporate
Governance Council, the CCDG serves
as a useful reference. Unlike the CCDG,
which also had responsibility for promulgating accounting standards and
improving disclosure practices, the
Corporate Governance Council’s focus
will be squarely on corporate governance matters.
Among the Council’s roles will be
the identification of opportunities for
continuing professional development of
directors and the development of practical guidance for Board committees. By
taking into account perspectives of relevant stakeholders, the Council can
develop initiatives that are robust and
balanced, and achieve broad support
and alignment of all parties.
MAS will announce members of the
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Corporate Governance Council, and its
terms of reference, early next year.
Review of the Code of Corporate
Governance [“the Code”]
An important and immediate task for
the Council once it is set up will be to
conduct a review of Singapore’s Code of
Corporate Governance.
The Code was last reviewed in 2005
and took effect for all AGMs held on or
after 1 January 2007. The Code has
served us well. However, this financial
crisis has thrown up valuable lessons on
corporate governance. Members of our
media, academia and the corporate and
financial sector have also been suggesting possible improvements, and several
overseas jurisdictions have also completed or are in the process of updating their
own Codes. It is therefore timely for us
to embark on another review. In determining the scope of the review, the
Council could consider the suggestions
for improvements from stakeholders,
and developments in other jurisdictions,
taking into account the local context
where relevant.
Higher standards for banks
& insurance companies
This financial crisis has shown that the
failures of financial institutions with significant operations can destabilise the
entire financial system, and severely disrupt economic activities. MAS’ approach
has been to require high regulatory and
prudential standards for locally incorporated banks and life insurance companies as well as standards of corporate
governance that are more stringent than
what they have to observe as listed companies. Locally incorporated banks and
significant life insurers are required to
comply with the Corporate Governance
Regulations which are mandatory as
opposed to the Code which is applied
on a “comply or explain” basis. The
Corporate Governance Regulations also
impose more stringent requirements
regarding the composition of Boards
and Board committees.
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MAS is in the midst of reviewing the
Corporate Governance Framework for
locally incorporated banks and insurers.
The review will focus on the effectiveness of risk management at the Board
level, including the role played by Boards
in safeguarding the safety and soundness of their institutions and in addressing market conduct risks. This would
include a review of the Board’s role in
setting remuneration policies to manage
risks effectively and the need for the
Board to comprise members with relevant expertise and experience in the
technical, financial and operational
aspects of risk management of the various lines of business of the financial
institution. MAS will also review the
need to further tighten the definition of
independence by requiring the Nominating Committee to consider the
length of service on the Board as an
additional criterion in determining the
independence of a director.
With regards to remuneration practices, MAS has done an initial assessment of the practices of our local banks
against the Principles for Sound
Compensation Practices issued by the
Financial Stability Board. We support the
idea of aligning compensation with
appropriate risk-taking. As the core issue
is the holistic management of risks
across the institution, MAS will, in our
implementation of these Principles,
incorporate these into the Corporate
Governance Framework. That way, the
various governance elements pertaining
to risk management can function in a
balanced and coherent manner.
Role of advocacy bodies
So far I have spoken mainly on the role
of regulators in setting out good corporate governance Codes and practices. However, the quality of corporate
governance depends critically on people and values.
Industry groups such as SIAS have an
important role in formulating and implementing higher standards of corporate
governance practices. I would like to

Reporting Centre, as well as the
Singapore Management University Sim
Kee Boon Institute for Financial
Economics both publish useful indices
that assess the standards of corporate
governance in Singapore.
Professional associations such as
ICPAS, IIA, SAICSA and SID have also
been playing their roles in this area.

Heng Swee Keat: Better governance
per se does not guarantee that there will
never be a crisis, but it can minimise its
probability and its impact if it does occur.

take this opportunity to applaud SIAS for
being a tireless advocate of investor
rights. Mr. David Gerald, in particular,
has contributed significantly in this area.
SIAS has played its part in empowering
securities investors through education
and information, most recently with
regard to structured products. It has also
played a role as a “corporate integrity
watchdog” by actively engaging corporations that have fallen short of good
corporate governance practices.
The effort to promote good corporate governance practices and to cultivate ethical corporate culture and
behaviour is also supported by advocates
in the media, academia and professional
associations.
Our local media have highlighted
good and bad practices. Several journalists have written thoughtful pieces. It is
useful to have discerning commentary
that points to deficiencies in specific
firms without over-generalising.
The National University of
Singapore Corporate Governance
and Financial

C O R P O R AT E G OV E R N A N C E A S I A

48

Conclusion
In closing, let me reiterate the point that
good corporate governance pays - if not
in immediate share prices, at least in the
resilience of the firm in a crisis. Indeed,
one key conclusion from the study by
the Senior Supervisors Group[3] is that
financial firms that best rode out the
recent crisis were ones with good corporate governance standards, demonstrating “a comprehensive approach to viewing firm-wide exposures and risk, sharing quantitative and qualitative information more effectively across the firm and
engaging in more effective dialogue
across the management team.”
Better governance per se does not
guarantee that there will never be a crisis, but it can minimise its probability and
its impact if it does occur. Singapore has
made good progress over the years in
our corporate governance practices, but
we must press on with continual
improvements. As regulators, professional bodies, investors, academics and
the media, we each have a role - let us
work closely together in this journey.
Finally, while my comments have
focused mainly on Singapore, it is heartening that we have such a deep and
diverse group of investors and practitioners from around the region. I am
sure there will be much that we can
learn from each other, and I hope that
deep and frequent interactions like this
catalyse new ideas and spur us all to do
better. I wish you a fruitful conference. 
Keynote Address by Mr. Heng Swee Keat,
Managing Director, Monetary Authority of
Singapore at the 2009 Asian Investors’
Corporate Governance Conference
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