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LETTER FROM THE PUBLISHER

EDITORIAL

Governance reforms continue
amid economic recovery

Enhancing market integrity

M

ore than ever, the recent global financial crisis highlighted the critical importance of good

corporate governance. As the credit spreads widened when the liquidity dried up, the markets were shut
down that many corporates had difficulties raising their funding requirements. In several instances, they had
to pay high premium to access the capital markets.
But that was not the case for corporates and financial institutions practicing the highest standards of
corporate governance. The markets remained open for them, even generating substantial oversubscription
for their fund raising. It was, in fact, the investors who were willing to pay the premium to get hold of their
assets in such difficult market environment.
In the meantime, the regulators are in overdrive to restore the confidence in the global markets - ensuring
market stability and investor confidence. Across the region, from Hong Kong, to Singapore, to Malaysia, the
Philippines and India, various governance initiatives are underway to enhance market integrity. Undoubtedly,
the crisis represented a severe test of the robustness of the regulatory framework of many markets.
Among other things, the regulatory authorities across the region heightened their surveillance of the
markets and on the conduct of business of the various market participants. As the crisis deepened, there
were enormous amount of complaints from retail investors on selling practices, including difficulties in
assessing the risks of products.
The saga of the Lehman Brothers’ minibonds in Hong Kong demonstrated the need to update and
strengthens investor protection. At the same time, it is also important to highlight greater investor
understanding of how the markets work and acceptance of their own accountability and responsibility
for their investment decisions. It should not just getting the highest yield, but it should be about
responsible investing.
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s the global economy continues to thread the recovery
path from the worst financial crisis
ever, several jurisdictions in Asia are
conscientiously adopting new
measures to make their markets
more efficient and transparent.
After all, the opaque environment that was prevalent in the past
was being blamed for many of the
corporate failures that had happened as the credit crunch unravelled. As a result, there were erosions of confidence in the global
markets fuelling higher funding
costs. Simply said, poor governance
has played a significant role in most
financial crises.
But efforts are underway to restore investors’ confidence and make the markets across the region adhere
to the highest standards of corporate governance. For
instance, the Hong Kong government is proposing to
give regulators more power to punish companies that
fail to disclose information quickly that may influence
stock prices, including the imposition of fines of up to
HK$1 million.
The Securities and Futures Commission (SFC) on
March 29 this year announced a consultation document
seeking public comments on levying fines and banning
directors from company boards as possible civil sanctions
under a formal structure of compliance. It believes the
statutory requirements to disclose inside information are
central to the orderly operation and integrity of the market and underpin the maintenance of a fair and
informed market.
Under the government proposals, a listed company
is obliged to disclose to the public as soon as practicable
any ‘price-sensitive information’ that has come to the
knowledge of the listed company. To comply with the
obligations, the SFC says the companies should consider
their own circumstances when deciding whether any
inside information arises and how it should be disclosed

properly to the public.
It explains: “Disclosure should
be made in a manner that provides
for equal, timely and effective
access by the public to the information disclosed. For good corporate
governance, companies should aim
at disclosing appropriate and quality
information to the public on a timely and equal basis, and not at merely meeting the minimum regulatory
requirements. This also makes good
business sense as it has been
repeatedly shown that investors give
a premium rating to transparent
companies.
In Malaysia, the bill to establish
Audit Oversight Board (AOB) was passed by Parliament
in December 2009 and commenced operation in April.
This new governance structure highlights the auditors’
responsibilities in financial statement reporting and
comes following the collapse of large firms globally amid
allegations of fraud, which have raised concern regarding the credibility of the audit profession, audit oversight
and regulatory response.
The AOB is expected to provide independent audit
oversight over public-interest entities and to ensure that
the country’s regulatory framework for auditors is on par
with international standards.
In the wake of the financial crisis, the Securities
Commission (SC) of Malaysia, as its chairperson Tan Sri
Zarinah Anwar points out, focused its efforts on the core
areas of its mandate to ensure market stability and
investor confidence in the domestic capital market. It
widened its risk-based coverage of potential stress points
through heightened surveillance of systemic risks and
expanded cooperation with regulatory agencies and
market participants.
Last year, new provisions were added to the Capital
Markets and Services Act to broaden the SC’s scope of
enforcement to pursue corporate governance transgressions, which was previously limited to disclosure-type
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EDITORIAL
offences. SC can now take actions against those causing
wrongful loss to public limited companies and it is now
an offence to influence persons preparing or auditing
financial statements of listed companies.
One of the SC’s priorities in 2010 is to focus on
improving the quality of the board of directors of listed
companies as a means of strengthening the practice of
corporate governance. In doing so, the SC will undertake focused engagements with the boards of selected
publicly-listed companies to discuss its corporate governance concerns.
It will enlist Bursa Malaysia and interested organizations to participate in a more extensive engagement
exercise to get feedback and discern the views of the
companies’ boards and to identify the changes that are
necessary to increase the effectiveness of the boards in
leading their companies.
In the Philippines, the Philippine Stock Exchange was
seeking comments from all concerned parties on the
proposed corporate governance-related provisions in the
revised listing and disclosure rules. These provisions deal
with two of the most often cited corporate governance
issues on the Philippine listed companies: the protection
of minority shareholder rights and curbing of abusive
related-party transactions - issues that are raised by institutional investors and other market participants.
The provisions being proposed essentially underscores the 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.
Singapore is also doing its share in further enhancing
its standards of corporate governance practices by
recently establishing the Corporate Governance Council
(CGC), whose members are drawn from the business
community and stakeholder groups. This exemplifies
that good governance is central to Singapore’s competitiveness as a leading financial hub.
The CGC seeks to promote a high standard of corporate governance in companies listed in Singapore in
order to maintain investors’ confidence and enhance
Singapore’s reputation as a leading and trusted international financial centre. It will play an advisory role to the
Monetary Authority of Singapore, the Accounting and
Corporate Regulatory Authority and Singapore Exchange
on matters relating to corporate governance, such as
the Code of Corporate Governance and relevant rules
and regulations pertaining to companies listed in
Singapore.
The CGC will also identify opportunities for continuing professional development of directors and the development of practical guidance for board committees of

listed companies.
The Indian authorities and regulators are also working diligently to remove the spectre of the Satyam fraud
in late 2008. The Securities and Exchange Board of India
introduced new rules in February 2009 requiring greater
disclosure by promoters or controlling shareholders of
their stakes and any pledging of shares to third parties.
In November 2009, it announced that it would be making some further changes to the listing agreement,
including requiring listed companies to produce semiannual balance sheets.
Then in December last year, the Ministry of
Corporate Affairs published a new set of Corporate
Governance Voluntary Guidelines 2009, which was
designed to encourage companies to adopt better practices in the running of the board of directors and board
committees, the appointment and rotation of external
auditors, and creating a whistle blowing mechanism.
But amid these initiatives and regulatory developments, the Asian Corporate Governance Association
(ACGA) laments the reform process has not effectively
addressed a key challenge at the heart of the governance problem, which is the accountability of promoters
to other shareholders.
The ACGA notes that even though most listed companies have large controlling shareholders, the regulation of related-party transactions in India is minimal.
Promoters, it adds, have considerable freedom of action
in undertaking such transactions and are subject only to
limited regulatory controls.
Indeed, as the OECD has pointed out, abusive related-party transactions - where a party in control of a
company enters into a transaction to the detriment of
non-controlling shareholders - are one of the biggest
corporate governance challenges facing the Asian business landscape.
A major contributing factor is that many Asian
enterprises are part of a large business group, or owned
by a controlling shareholder, such as family or state, with
a large network of personal interests. In the current
global economic environment, effective monitoring and
curbing of abusive related-party transactions remains
high on the agenda of corporate governance reform in
Asia, the OECD says.
While much progress has been achieved over the
past decade in developing an effective legal and regulatory framework in Asia, remaining challenges to
enforcement and inadequate board oversight have facilitated abusive related-party transactions. The challenge
of fighting abusive related-party transactions is as much
about implementation and enforcement as the policy
framework itself. 
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Striving for excellent corporate
governance to enhance values for
shareholders, customers and other
stakeholders.
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BY GILLIAN LEES

Enterprise governance:

Restoring boardroom
leadership
“CIMA argues that a key
practice is to ensure that
the board exercises its
responsibilities effectively
to ensure that the right
things are being done and done well”

R

ecent turbulent conditions in the
world’s economic and financial
markets have thrown the spotlight
on corporate governance again. Many
column inches have already been
devoted to understanding what went
wrong and what needs to be done to
prevent a recurrence. The global financial crisis represents the biggest and
most damaging failure of corporate
leadership of modern times. Because of
this, it seems that there is a genuine
willingness and openness to exploring
ways of improving governance practice. This article presents a boardroom leadership model to help all
organisations improve their governance practices.
While there are many contributory factors to the crisis, one key
theme seems to crop up time and
time again - that is, the ability of
boards or equivalent governing
bodies of organisations to oversee
strategy and risk effectively. For
example, the President of the
International Federation of Accountants
(IFAC) has pointed out that ‘regardless of
who is to blame, the crisis was unques-

tionably exacerbated by corporate governance failures’. He mentions specifically a
lack of proper risk management processes as well as failings in the systems of
governance that ‘do not seem to provide
adequately for challenging management’s risky strategies’. In a similar vein,
the OECD has highlighted the importance of qualified board oversight and
robust risk management.
The Walker review of governance in
the banking industry in the UK - which
has also been keenly examined across
the world -similarly emphasises the
board of director’s role in overseeing corporate strategy and risk. Published in
November 2009, it concludes that,
when a board discusses major strategic
and risk issues, there must be a disciplined process of challenge from directors. The review demands that ‘board-
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level engagement in the high-level risk
process should be materially increased’
with particular focus on the organisation’s risk appetite and tolerance. It also
argues for corporate stress testing,
where boards should ensure that they
‘understand the circumstances under
which the entity would fail and be satisfied with the level of risk mitigation that
is built in’. While the Walker Review is
aimed at the banking sector, these specific recommendations are good advice
for any organisation.
These conclusions are consistent
with CIMA’s enterprise governance philosophy which it has promoted in recent
years and is based on the goal of running a company so that long-term sustainable performance is paramount. The
fundamental question it asks is: what
practices can organisations adopt
throughout the business cycle to deliver
sustainable performance? CIMA argues
that a key practice is to ensure that the
board exercises its responsibilities effectively to ensure that the right things
are being done - and done well.
Following our original enterprise
governance case study research
in the light of earlier corporate
failures such as Enron and
WorldCom, we too identified
that board oversight of strategy
and risk were key areas that
required attention. It seems a
shame that these lessons were not
taken on board fully and that it has
taken further major corporate crises to
reinforce the need to improve practice in
these areas.

So what is a board to do? How can
directors become more effective particularly in the way that they oversee strategy and risk? What we do know is that
board structures and governance codes
on their own are not sufficient. It is how
these codes are applied in practice that
matters - and for that, you need the right
organisational culture and behaviours.
The key ingredients towards restoring boardroom leadership can be illustrated in the following diagram on the
first page.
The boardroom leadership model is
divided into eight segments which fall
under one of two sets of priorities and
responsibilities:
• People and behaviours;
• Frameworks, processes and structures.
Each segment is connected to all the
others - so for example, the right
approach to reward or remuneration
requires a high degree of risk awareness.
Similarly, it is very difficult to have an
effective challenge culture without the
underpinnings of an ethical culture built
on mutual respect, backed by high quality management information that provides the basis for such a challenge.
Many previous official reviews of
corporate governance have led to the
codification of the roles and responsibilities of boards, and those of their sub
committees such as the audit committee. What we are seeing now in the light
of recent events is an acceptance that
structures and processes, while useful,
will only get an organisation so far behavioural issues are of fundamental
importance. That said, it can be hard to
draw a line between structural and cultural factors. For example, codifying
good practice can provide a catalyst in
setting cultural change in motion.
Structure and culture can, and indeed
should, reinforce each other. A board
director recently told us at a CIMA round
table discussion, ‘Good structures and
processes can, and often do, drive
behaviour’. Weak processes can lead to
complacency and ‘box-ticking’. So

Gillian Lees The board needs to set the right
tone from the top

“The board needs to set
the right tone from the top
by behaving in a wholly
professional manner. It should
model ethical behaviour by
articulating and living out the
organisation’s values.”
processes may need to change in order
to bring about a culture of effective challenge. But let’s now have a brief look at
what we believe are the key components of board effectiveness.
People and behaviours
• Board composition - to start with,
a good board should have the right people on it. And they should work together as an effective team. There is often
debate as to whether corporate governance codes should specify minimum
time commitments for board members.
We would say that this is not necessary.
It is quite acceptable, for example, to
have a board member who is time poor
but experience rich, for example - but
taken as a whole, the board is appropriate for the business.
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Another important consideration is
the independence of the non-executive
directors. Many corporate governance
codes have specified that a significant
proportion of non-executive directors
should be independent. But recent
events suggest that this is only one factor to be weighed against others - experience and technical knowledge are also
important.
• Professional behaviour - individual
members must behave in the correct
way towards each other and the executive management team. The board
needs to set the right tone from the top
by behaving in a wholly professional
manner. It should model ethical behaviour by articulating and living out the
organisation’s values. The board and
executive management need to treat
each other with respect and appreciate
the contribution that each seeks to
make. Interestingly enough, our own
experience in talking to senior CIMA
members who are CFOs or CEOs of
major companies is that they will
emphasise cultural, leadership and
behavioural issues over any other.
It is instructive to see how personality issues can impact on the way companies are run. There is a temptation to
overlook what may be termed ‘soft’
leadership issues or to see human idiosyncrasies as ‘just the way things are’.
But lessons should be learnt from the
corporate crisis, in which such behaviour
has played a decisive role.
• Supportive challenge culture - A
recurrent theme in addressing the evident shortcomings in corporate leadership is the need for board directors to
create a culture of ‘effective challenge’.
Better decisions are reached when they
have been thoroughly debated and subjected to proper scrutiny. A board can
fall into ‘group think’ - the situation
whereby all members think the same
way. Members can become closed to
new ideas and unable to incorporate a
range of diverse factors into their
thought processes. A fixed way of viewing things may not be so damaging once

A IS SI NA NA B O A R D S
decisions are being implemented and
total commitment to action is needed,
but it can be disastrous at the decision
making stages. One prime example of
where failure to challenge effectively is
thought to have been a problem is the
decision of the UK-based Royal Bank of
Scotland (RBS) to acquire the Dutch
bank, ABN Amro. The outcome was disastrous - RBS came perilously close to
total collapse owing to the financial
storms that raged in late 2008 and had
to be rescued by the UK government.
But it is important for all parties to
feel that the challenge process is constructive and worthwhile. CIMA’s boardroom leadership model (see above) suggests key ingredients to create a climate
in which challenge is possible.
- high quality management information.
- diversity in skills, perspectives and
experience.
- mutual respect among players.
There needs to be an understanding and
acceptance on all sides that constructive
challenge is vital.
- robust processes and frameworks
to support strategic development. It is
difficult to challenge strategy if the
board agenda does not allocate enough
time to discuss strategy. Boards may find
other devices useful, such as designating
someone to play ‘devil’s advocate’ for a
particular discussion to deliberately
argue for the opposing view.
Although there may be acceptance
that a challenge culture is supportive, it
is not easy to define, create or maintain.
The following questions need to be considered:
- what does a constructive challenge
look like in practice?
- how can a company assess its
effectiveness?
- how much time should the company spend on challenging proposals?
- when does the process become
counterproductive?
- and how can a company demonstrate to its stakeholders that it has an
effective challenge culture?

“There is plenty of evidence
to suggest that many boards
do not believe that they
spend enough time on
strategy and risk and that
they have to spend too much
time on compliance issues”
• Talent development and reward much attention has been devoted to
executive remuneration and bonuses.
Less attention has been paid to the nurturing of long-term talent and succession planning, both at board and executive management level. We have found
that companies that practise good succession planning tend to be effective
generally. It is therefore a critical function of the board that can significantly
affect the continuing success of the
organisation.
Frameworks, processes and
structures
• Roles and responsibilities - there
must be clear definitions of the roles of
all the key players such as the chairman
and the non-executive directors, along
with appropriate structures such as
boards and board committees. This is an
area that is well covered in corporate
governance codes of best practice.
• Agendas and tools - boards must
use their time in a constructive and disciplined way so that they can consider
strategic issues sufficiently. There is plenty of evidence to suggest that many
boards do not believe that they spend
enough time on strategy and risk and
that they have to spend too much time
on compliance issues. However, boards
can use strategic frameworks and tools
to facilitate discussions. One example of
such a framework is the CIMA Strategic
ScorecardTM which enables boards to
focus on all the key areas of strategy
effectively - in particular, the organisation’s strategic position, possible strategic options, strategic implementation
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and strategic risks - to ensure that they
receive the necessary information and to
ask the searching questions.
• Information and reporting - what
information does the board need and
how does effective reporting drive good
governance? Here is where the chief
financial officer has a crucial role to play.
• Risk awareness - boards must
properly understand risk, integrating it
into strategic thinking and demonstrating a rigorous and consistent
approach throughout the business
cycle. The crucial point here is the
quality of conversation that the board
has about risk - it’s not about ticking
the boxes in a risk framework.
Organisations need to manage risks
reliably throughout the business cycle
to deliver sustainable performance.
The recent crisis clearly demonstrated
that the attitude to risk became too
lax in the boom years. On the other
hand, there is a tendency for organisations to adopt an excessively cautious
approach during the bad times.
Recent turbulent events have put
boards under even greater scrutiny. They
are going to have to improve their governance practices significantly by demonstrating consistently strong leadership
and high ethical standards. The boardroom leadership model provides a useful
starting point from which any board can
assess areas where they need to improve.
So the model could provide a useful
input to the board evaluation process
which is an increasingly important aspect
of good governance practice.
By focussing on its own effectiveness and contributions to the long-term
sustainability of the organisation, a
board will go a long way towards serving its major stakeholders, particularly
shareholders. 
Gillian Lees, Governance Specialist, Chartered
Institute of Management Accountants, is
author of the report - Enterprise Governance restoring boardroom leadership.
Go to www.cimaglobal.com/enterprisegovernance to download a copy of the report

C o r p o r at e G ov e r n a n C e a s i a

11

a p r i l /M ay /J u n e 2010

Q & A CG HONG KONG

•

BY JAMES SIU

Li & Fung:

Business needs drive
corporate governance
Li & Fung, Hong Kong headquartered
multi-national export group, has been
steadily developing its corporate governance practices over the years to the
point where it has become a multiawardee in corporate governance. Li &
Fung is now also internationally-recognised as one of the best governed companies in the region. In an interview with
Corporate Governance Asia, Li & Fung
Group’s Chief Compliance Officer James
Siu talks candidly about events, developments and reforms in corporate governance and how they affect his company.
What are the characteristics or principal features of Li & Fung that contribute to its track record for corporate governance?
Li & Fung has been changing or
evolving over the years. Li & Fung desires
to have a more diversified shareholding
base over time and aims to have more
institutional investors. The reason is that
because we have become more global.
And also, we feel that institutional
investors would incline to be more supportive in the long term.
That gives us the impetus for benchmarking. Management started its corporate governance using international best
practices. That’s important. Another point
is management’s commitment from the
top. Without the top-down commitment
from our chairman, managing director
and president, it would be difficult to
practise good corporate governance.
The aim to strive for excellence starts
with the appointment of the right directors with relevant global experience supporting the business growth because we

What percentage of Li
are talking about board
& Fung’s shareholdings
practices and board funcis currently made up
tioning.
of institutional shareNow I want to emphaholders?
sise the phrase, “supportIf you look at the Li &
ing business growth.”
Fung family controlled holdIf an organization just
ings, over time from 1992 has a corporate goverthe year of our re-listing — it
nance structure but its
was around 75%, and now
governance practice is not
it has dropped to roughly
business-specific,
the
34%. Of the remaining
result will not be as good.
66%, a large portion is held
One needs to set it up
by institutional investors
based on the organiza- James Siu: The driving force
because they are very suptional structure and also for reforms from investors is
portive of our management
based on the business an important aspect
and our business model.
requirement. Only then, its
governance practice may likely to offer
But in the US, don’t institutional
the best support to its business growth
investors drive corporate governance
and achieve good results.
reforms because they are the subAlso, many people aim to set up corstantial shareholders?
porate governance structures overnight.
The driving force for reforms from
That won’t work. Corporate governance
investors is an important aspect, but I
structures and practices have to be set up
believe what’s important is the needs of
overtime for them to function effectively.
the business.
The early set up of its Risk Management
Committee since 2001 indeed has helped
Li & Fung to step up and reinforce its risk
What is the composition of the board?
management capabilities in response to
We have 9 directors, of which five are
the recent financial crisis.
independent non-executive directors. We
Business is stakeholder-driven. That’s
have a high number of independent nonimportant, in particular, customer expecexecutive directors by Hong Kong stantation. Now if the business can relate to
dards. This is a deliberate move by our
this aspect, it can get much value out of
chairman and our group managing direcgood corporate governance practices.
tor because we want to raise our business
Many people say, “Oh well, putting
practices to match highest international
in place corporate governance practices
standards all the time. We’ve had three or
waste a lot of time.” But if a company
more independent non-executive direcbuilds corporate governance practices
tors for more than 15 years.
based on its business model, then, I
The Li & Fung business started in
believe, it will likely to create value.
1906 and over time went through listing
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Q & A CG HONG KONG
and delisting, or privatization, to focus on
core business. In 1992 when the company was listed again, from that time
onwards we already had a separation of
the roles of the chairman and the group
managing director. We also had a high
percentage of independent non-executive directors even at that time.
Over the years, there have been many
changes which were put in to strengthen
our board practices. What I’m referring to
is having a management less dependent
of the controlling shareholders. Appointment of a president for the trading group
since 2004 is a typical example.
Another Board strategy is to help nurturing entrepreneurship in the company
with an appropriate reporting structure
and remuneration package. The compensation committee was formed in 1993.
That has a significant impact.
Then in 1996, I was appointed as
Chief Compliance Officer, setting up
corporate governance function independent of management. If you look at
the chart (For the Editor: put in chart
from annual report) here on the board
practices, we have an Audit Committee,
supported by a corporate governance
function which reports directly to the
Audit Committee as an executive arm.
It’s less effective for my reporting unless
you do it this way – my performance as
Group Chief Compliance Officer is not
assessed by the management. My performance is assessed by our non-executive Group Chairman after taking into
account feedback from the independent Audit Chair. This helps to ensure I
can play an independent role.
The Audit Committee is now composed of five independent non-executive
directors. And also, most of the Audit
Committee members are busy people.
They normally are not lack of commitment but lack of time. To do the things
they have to do, I believe that it’s helpful
that the Audit Committee has an executive arm. When I say executive arm, I
mean someone who will be responsible
for reviewing and assessing internal controls and risk management functions and

offering management-independent recommendations. The Audit Committee
needs somebody to spend time to find
out things for it and also to ensure, more
importantly, the integrity of data for
Board decision. This is a unique feature of
Li & Fung’s board practices.
With regard to the chairmanship of
the Audit Committee, that position is
rotated. In 2003, the chairman of the
Audit Committee retired and an independent non-executive director was
appointed as chairman to reinforce independence.
Our non-executive group chairman
resigned as a member of the Audit
Committee on 18 May this year to
further reinforce independence of the
Committee.
When was the Audit Committee
formed?
The Audit Committee was formed in
1998 with specific terms of reference.
Over time, in order to further
enhance the independence of the
Committee, its chairman was changed in
2003 to ensure greater independence.
We disclose our major governance
practices in the annual report. This, by
itself, has a lot of implications, because if
we disclose these practices in the annual
report, we have to put everything right
and also do it right. We started this practice in 1998. We might be one of the pioneers among the listed companies in
Hong Kong to do this. This is for the benefit of our stakeholders and it further
enhances our transparency.
The Audit Committee was also made
responsible for corporate governance
issues. This happened over time. This has
helped management to focus on governance-related issues and led to a further
formalization of corporate compliance
and risk management disciplines.
Li & Fung currently has over 80 offices
in over 40 economies. As its Group Chief
Compliance Officer, I travel with my team
members or engage in video conferencing/tele-conferencing with them while
they are in different overseas offices each
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year. How often depends on the size of
the office. If it’s big, then at least once or
twice a year or every two to three years
for the smaller offices. Every time we go
out there we hold discussions with the
staff. In this process, we get first-hand
knowledge of what they’re doing, the
problems that they are facing. In addition,
we may give a presentation about risk
management and other risk-related issues
of our business. This, together with our
internal audit function, is how we help
embedding our governance culture into
the global network.
Do you sit in all board meetings?
I sit in every board meeting and I also
serve as the secretary to the Compensation Committee. I was a member of the
Audit Committee until 2003. Because of
best international practice, I retired in
2003 as a member and continue to serve
as its secretary. I also serve as the secretary
to the Nomination Committee and I help
offering recommendations to the Board
and the above Committees on risk management and relevant compliance issues
relating to business operations, acquisitions, accounting and financial reporting.
I serve as a member of our Risk
Management Committee also.
Do you have Code of Conduct?
We established Li & Fung’s own vendor code of conduct. This is a factory
code of conduct on ethical compliance. In
addition, we also have a code of conduct
and business ethics for directors and staff.
The latter code has been there for a long
time but we formalized it in writing in
2003. Before that it was contained in various company documents including staff
employment letter and other operating
guidelines or policies. Now the entire
code is on our intranet and readily accessible by all of our colleagues in the globe.
To further strengthen our corporate
governance practices, we have put in
place a policy titled “Reporting of
Concerns”. Employees can report their
concerns to either the senior management or Audit Committee through me as
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the Group’s Chief Compliance Officer.
How is the compensation of directors
calculated, especially the compensation of executive directors?
From the time of our re-listing in
1992, our Group Managing Director’s
remuneration package includes profitsharing bonus based on a percentage of
net profits. The remuneration package of
our Group Managing Director is reviewed
by the Compensation Committee every
year, benchmarking against other listed
companies of similar size.
Remuneration packages of all the
other executive directors and management executives are subject to the recommendation of the group managing director. They are principally performancebased.
Our company has a unique compensation scheme – we adopt an uncapped
bonus scheme based on measurable performance. Executive salary normally comprises a smaller component, the bigger
component is the profit-sharing bonus
based on executives’ performance.
We divide our 13,400 people to over
300 units run by individual division managers whose bonuses are all performance-based.
Computation of bonus for profit
sharing is based on a very hard profit
number. We complement the above with
a share option scheme. The share option
scheme not only helps executives and
managers to focus on their own performance but also on the overall performance and well being of the company as a whole.
In relation to transparency, do you
disclose the compensation of the
directors in the annual report?
Under the Listing Rules, compensation for each director is disclosed in the
annual report on a name-basis.
How does corporate governance
work in terms of enhancing Li &
Fung’s competitiveness?
Remember earlier I mentioned that
corporate governance practices have to

add value, otherwise, there’s no point in
practising them.
I believe most corporations are here
for business reasons, for profits. Li & Fung
endeavors to stay ahead of market expectations on most corporate governance
issues, in particular on transparency, disclosure and on reporting and treatment
of shareholders’ rights and related-party
transactions. All relevant issues are disclosed in our annual report under the
chairman’s report, management discussion and analysis and directors’ report.
We also have a detailed section on corporate governance.
We adopted a three-year planning
strategy. We don’t do it every year
because a year is too short. For example,
2010 will be the last year of our current
three-year plan and we started planning
our next three-year plan for 2011 to 2013
this year.
We also have semi-annual conferences within every three-year plan. We
hold these conferences where our senior
managers, including those from overseas,
come here to review their performance
and to keep them informed of what the
company is doing, the performance of
the company, and also what is the macro
and micro environment.
Our group managing director, president and business stream heads do
monthly performance and quarterly
budget reviews in the year. However, we
do not publish quarterly accounts. We do
not embrace this practice. More importantly, we believe quarterly accounts
encourage short-termism.
The compensation scheme with
uncap performance bonus which I mentioned, plus the share options, enhance
the retention rate of our senior staff. We
enjoyed a high retention rate among senior staff over these years.
Our record in corporate governance,
especially in accountability and transparency, has earned various market
awards and recognition.
As we are conducting sourcing and
US/European wholesale businesses, our
global customers’ expectations on ethical
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sourcing worldwide are very demanding
so we have to maintain very high standards and zero tolerance level.
For example, we source from factories which cannot employ child labour,
prison labour and others. That is part of
our core business. We need to monitor
closely these requirements to give confidence to our customers and potential
customers.
To further support my contention that
business needs drive corporate governance practices for value creation, I would
like to point out that our Group in the last
3 years has integrated into our supplychain operations a strong commitment to
corporate social responsibilities and sustainability practices. We have included a
new Environmental Code of Practice in
our vendor compliance program to cover
waste, energy, greenhouse, gas emission
(carbon footprint) which protects stewardship on safety and related training and
education. Our effort in those areas has
successfully gained confidence among
our existing customers and attracted
more valued customers.
How about for capital or fund
raising?
If a company maintains a track record
of good corporate governance and the
market knows this, they will have more
confidence in its management. The company would have a stronger bargaining
position in negotiations. In the case of
company like Li & Fung, the capital markets especially institutional investors and
other financiers would have a better
understanding of our Company. Our
stocks have been consistently given a premium P/E rating. Even in bad times, we
still have easier access to lower cost of
capital.
Another important consideration is,
at the time when we were doing acquisitions, more target companies would like
to become our partners. Why? Because
they believe that our business has good
growth potential coupled with a good
corporate governance track record supporting it. 
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Spotlight on Fubon
Financial and Its Corporate
Governance Principles
What are principal features or
characteristics of Fubon Financial
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 Fubon
Financial involvement in corporate
governance reforms?
On December 19, 2001, Fubon
Financial became the first financial
holding company listed on the Taiwan
Stock Exchange and was a forerunner
among listed companies in electing
two independent directors. In addition
to the establishment of an Audit
Committee and a Corporate Governance
Committee, Fubon Financial further
added one independent supervisor in
2003. All of the foregoing actions
reflect the company’s determination to
improve its corporate governance.
During the re-election of directors
at the 2008 shareholders’ meeting,
four independent directors were elected, which accounted for 33% of the
entire board and consituted the highest percentage of such representation
within the financial industry. At the
same time, the company established
an Audit Committee to replace the
functions of supervisors. A Corporate
Governance Committee was also set
up to take charge of nominating independent directors and review remuneration structures for directors and

executives. Such changes were effected to strengthen the board’s functionality and achieve the company’s goal
of realizing international standards of
corporate governance.
How has corporate governance
worked in terms of enhancing
Fubon Financial competitiveness?
Good corporate governance can
help to establish an efficient and

Daniel M. Tsai: Fubon Financial also places
great emphasis on public services and
environmental protection
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effective internal control system and
implement related systems and guidelines. It can also help to perfect
related risk control systems that
reduce the company’s operational
risks and ensure the company’s business performance, and thereby optimize company profits and protect
shareholder interests.
What lessons do you think Fubon
Financial has to offer to other companies in terms of improving their
respective corporate governance
track records?
Electing professional directors
(including independent directors) and
valuing their opinions, coupled with
determined efforts to implement corporate governance measures are the
most Important.
How does your company evaluate
and measure the effectiveness and
performance of the board and its
members?
At the end of every year, the company’s Corporate Governance Committee will conduct an evaluation on
the implementation of the board’s
plans, assessing, among other things,
factors such as the directors’ attendance rate, important recommendations provided by directors, the board’s
overall promotion of company interests,
contributions to business policies and
corporate governance accomplishments, etc. The results of such evaluation are submitted further to the board
for review and discussion.

What reforms do you think have to
be implemented to enhance the
standards of corporate governance
in Taiwan and Asia?
The laws and guidelines relating to
corporate governance adopted in
Taiwan and Asia in recent years have
gradually moved toward European and
U.S. standards. Currently, the only
things needed are the resolve and
determination to fully implement such
laws and guidelines.
What is the underlying philosophy
behind Fubon Financial track record
on corporate governance?
Fubon Financial strives to follow the
best corporate governance standards of
a multi-national company, and actively
implements the following principles:
(1) establishing four independent
directorships, which represent approximately 33% of the entire board, resulting in the highest percentage of such
representation in the financial industry;
(2) ensuring comprehensive board
functionality – to effectively guide and
supervise the decision-making function
of the company’s management team;
(3) establishing an Audit Committee that is fully able to conduct an
independent review and audit of the
company’s financial statements;
(4) establishing a Corporate
Governance Committee in charge of
the nomination of directors, as well as
the remuneration structures and standards for directors and executives to
ensure operational and systemic conformance with corporate governance
principles.
(5) providing a timely and transparent information disclosure structure —
to protect the right to know of
investors and shareholders;
(6) implementing internal control
system effectively - to increase efficiency of operational activities and reduce
business risks;
(7) promoting high standards of
integrity and moral discipline of directors, managers and employees - to

install a healthy corporate culture and
discipline;
(8) emphasizing importance of the
rights and interests of the shareholders
and interested parties - assign dedicated personnel in charge of investor relations and respond in a timely manner to
shareholders’ comments.
In terms of structure, what measures have you implemented to
enhance the company’s corporate
governance?
(1) Protection of shareholders’
rights and interests:
a. Monitoring of shareholding
structure of major shareholders: assign
the Accounting Division to be responsible for monitoring the shareholding
status of major shareholders and any
changes in such shareholding.
b. Handling of shareholders’ comments and disputes: the Secretariat
Division and Legal Affairs Division are
responsible for handling shareholder
comments and/or disputes.
c. Communicating with shareholders: establish company spokesperson
system and assign dedicated person to
act as the communication channel for
shareholders and investors.
(2) Strengthening the functions of
the board:
a. Establishing an Audit Committee
with 4 independent director seats - to
regularly examine and review the independence of the accountants and the
financial statements, as well as supervise the suitability of the company’s
internal control system.
b. Establishing a Corporate
Governance Committee - to examine
and review the nomination of the directors, as well as the remuneration structures and standards of directors and
executives to ensure operational and
systemic conformance with corporate
governance principles.
(3) Timeliness and transparency of
information disclosure: ensuring timely
disclosure of material information,
including the company’s financial and
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business information in the company’s
official website and the Market
Observation Post System of the Taiwan
Stock Exchange.
(4) Establishment of risk control
mechanism and firewall: Fubon
Financial and its subsidiaries have
established Risk Management Committees in charge of supervising relevant industry risks and reporting to the
board. At the same time, firewalls are
created between Fubon Financial and
its subsidiaries, so as to ensure independence of business operations and
avoid conflicts of interest.
How do you view the state of corporate governance in the businesses and areas where Fubon Financial
operates in?
In recent years, competent authorities in Taiwan have been actively promoting the concept of corporate governance, and relevant local organizations
and associations have been engaged to
perform evaluations on the governance
of listed companies. As a result, there is
a trend that the local companies are
paying more attention to corporate
governance.
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.
Fubon Financial considers the fulfilment of its management responsibilities and the protection of the rights
and interests of its shareholders as
fundamental corporate social responsibilities. Fubon Financial also places
great emphasis on public services and
environmental protection. Fubon
Financial implements public services
mainly through four foundations within the group, including long-term provision of emergency assistance and
scholarship programs, caring for the
physical and emotional development
of youths, active promotion of arts
and aesthetics, attending to the dis-

Q & A CG TAIWAN
abled and the elderly. Fubon Financial
responds to different needs of different groups at different stages. In terms
of environmental protection, Fubon
Group is dedicated to the development
of “green building” with its focus on
the reduction of carbon emissions, and
has been awarded the “Green Building”
certificate by the competent authority
for its tangible execution of the three
major aspects of “environmental, technology and safety”.
On the issue of family-owned companies, some are saying that
family owned companies and corporate governance are not really
compatible.
My family’s shareholding in Funbon
Financial is substantial. Because we
believe good corporate governance is
fundamental to the value of any company, we have spared no effort to promote good corporate governance.

EXPERT OPINION
Aside from increasing the percentage
of independent directors on the board,
Fubon Financial has further established
the Audit Committee and the
Corporate Governance Committee and
fully values the opinions given by external professional directors. In recent
years, the company has received
numerous corporate governance
awards and has earned the broad
recognition of all segments of society.
What are the benefits/rewards of
good corporate governance?
Good corporate governance serves
as the best guarantee of goodwill,
making investors invest with confidence, which reflects directly on the
stock price. It reduces the cost of
acquiring capital so to directly benefit
the company and its shareholders.
What are measures can the company implement to further improve its
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corporate governance?
Corporate governance is not just a
system, but rather the pursuit of core
values in terms of legal compliance,
fairness, integrity, high transparency,
protecting the best interests of shareholders and implementing social
responsibilities. The directors and executives should lead by example in complying with such core values so that the
employees would be influenced and
the overall corporate governance standards can be elevated.
Going forward, how do you see the
direction of corporate governance
in Taiwan?
Because of active promotion by the
competent authorities, corporate governance will become more and more
important for Taiwanese companies in
the future. Companies will likely
become more proactive in the implementation of corporate governance. 

•

BY CHRIS LEAHY

Asia’s corruption
conundrum
There appears to be no end to
demand among foreign investors for
Asian assets. Home to the world’s
fastest-growing emerging markets,
Asia also hosts some of its most corrupt economies. With western governments rearming their anti-corruption
arsenals, negotiating successful deals
is getting tougher.

“There is plenty of evidence
to suggest that many boards
do not believe that they
spend enough time on
strategy and risk and that
they have to spend too much
time on compliance issues”

T

Dissatisfied with the results and suspihe anonymous email from a
cious of our ‘non-findings’, we re-ran
worker in the Thai manufacturour checks and serendipitously stuming facility of a major US corpobled upon a peripheral corporate conration spoke of bribes, pay-offs and
nection. Further checks and several
backhanders. Dispatched to investiinterviews with various sources uncovgate, we debriefed the whistleblower
ered some alarming information: sevin a hotel close to the facility. It was
eral of the key individuals were impliimmediately clear that the parent comcated in fraudulent practices in pump
pany had probleMrs. Our team of two
and dump schemes and financial
became thirty and what started as a
fraud. One was a convicted felon, had
routine inquiry into unsubstantiated
jumped bail and was wanted by the
allegations ended in a six month-long
authorities.
investigation that uncovered a sophisticated defrauding by local senior management of its US parCorruption scores for selected Asian economies
ent, from double charging on
invoices and kick-backs to conRegional rank
CPI score
nected suppliers, to salaries for
Country/territory
2009
2009
fictitious employees and even
Singapore
2
9.2
bribes to local politicians.
Hong Kong
4
8.2
Contacted by an internaJapan
5
7.7
tional private equity fund for a
Taiwan
6
5.6
routine background check into a
South Korea
7
5.5
team of entrepreneurs based in
Malaysia
11
4.5
Asia seeking financial investPRC
13
3.6
ment for a business venture,
India
14
3.4
we ran our usual background
Indonesia
19
2.8
checks and found... nothing.
Vietnam
22
2.7
Something felt wrong: businessPhilippines
24
2.4
men in this field almost always
Source: Transparency International. CPI =Corruption Perceptions Index
have some kind of profile, yet
these men were like ghosts.
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There are plenty more colorful
examples of our work in uncovering
Asia’s corrupt business practices, from
misdemeanors to malfeasance, from
fraud to fakes. Speak to foreign
investors and they are more than
aware of the dangers of corruption in
Asia and the risks posed to foreign
direct investment into the region. The
examples above are the nightmares of
every western company executive or
fund manager eager to deploy capital
in Asia but wary of the risks.
Mirror, mirror...
Like many emerging markets around
the world, most developing Asian
economies score poorly on international surveys on corruption (see table
below).
... who is the fairest of them all?
Corruption acts as a hidden frictional cost on economies and businesses alike. As the role of Asia
in the global economy increases, that cost rises and matters
more. International investors,
companies or financial institutions face a conundrum when
seeking to invest in the region
as the charts below demonstrate. Asia is clearly an attractive place to invest, but the
region has an uglier side in the
endemic corruption that lurks
beneath the rosy exterior.
To complicate matters, any
foreign investor in Asia, financial or strategic, needs to be
mindful of legislation in the US
and more recently the UK that
targets and punishes interna-

EXPERT OPINION

EXPERT OPINION
and distributors need to be carried
out. Staff must be trained, monitored
and reminded of their obligations.
Potential violations must be rigorously
investigated and if necessary, selfreported. Under the Bribery Act, companies cannot claim ignorance as a
defence against wrongful acts of its
employees or agents in giving or
accepting bribes. If the company both
benefited from the bribes and also
failed to implement “adequate procedures” to prevent it, the company will
be held criminally liable.

Hot about Asia...

firms employing UK citizens. The
Bribery Act also has a wider scope,
encompassing corrupt practices with
commercial business partners rather
than just government entities and officials as is the case with the FCPA.

tional firms that engage in corrupt
practices abroad.
The revamp of the US Foreign
Corrupt Practices Act (FCPA) has
caused a significant increase in the
incidences of internal investigations
and self-reporting to the
US Department of Justice
...But cool about the risk
(DoJ) by firms operating
in Asian markets with US
parentage or even a US
presence. Simply put, the
FCPA legislation prohibits
and punishes firms for
providing anything of
value to foreign government officials by way of
an inducement to win
business or gain an unfair
advantage. While the
FCPA legislation is not
new - it was enacted
more than 30 years ago Penalties for offenders under the
its bite is: FCPA cases brought by the
Bribery Act are also expected to be
DoJ have increased significantly in the
harsher than those for its American
last five years as investigative and
cousin.
enforcement resources have been
The implications of such anti-corstrengthened.
ruption legislation for foreign compaIf that were not enough for foreign
nies and institutions investing in Asia
investors in Asia, the United Kingdom
are as serious as they are diverse. It is
recently passed its own anti-graft legno longer sufficient simply to conduct
islation, the UK Bribery Act (“Bribery
initial due diligence on a target prior to
Act”), which by some measures goes
a deal and assume a clean bill of
further than the FCPA’s remit, encomhealth. Regular ongoing FCPA and
passing not only firms abroad with UK
Bribery Act ‘audits’ of suppliers, agents
parentage or affiliations, but even
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Asian flavours
In an Asian context, the FCPA and
Bribery Act present some unique challenges for foreign firMrs. At Kroll, we
regularly perform such ‘audits’ for
clients and almost just as regularly
uncover breaches and violations, not

altogether surprising when one considers the complexity of the region and
the idiosyncrasies of each market.
Each country in Asia seems to have
its preferred blend of graft but there are
some prevalent themes to watch out
for. In many Asian markets, business is
often inextricably entangled with politics, local, national, or both. In some of
these markets, if the politicians are not
involved, then it is often the military. In
other countries, it is both.
In some Asian economies a small

wealthy elite perpetuates an ingrained
system of patronage that thrives
because of weak and non-arm’s length
institutions and regulators. Thailand’s
red shirt protestors would argue that is
precisely what they are fighting
against. In several countries, the
Philippines and Indonesia being perhaps the most egregious examples,
corruption has become institutionalized, a part of life and an accepted
business practice.
Investigating fraud and corruption
in such markets can be a frustrating
and painstaking business. In China,
some entrepreneurs and government
officials have mastered the art of the
offshore company structure to such an
extent that unpicking complex group
structures devised to obfuscate genuine ownership behind nominees can
be exceptionally difficult.
In some states in India, certain
elements of the local real estate sector work hand-in-hand with local officials and organized crime to parcel up
land for development. Gathering evidence of fraud inside companies in
Indonesia is difficult since deals for
bribes and kickbacks are often struck
verbally in coffee shops and hotels
rather than through documents or
other electronic trails. The Philippines,
on the other hand, has refined the
process of channeling corrupt payments where the favoured method
among those passing bribes and kick
backs for lucrative government contracts is via service fees paid through
local law firMrs.
The macro picture provides useful
background to country and institutional risk and the above examples
offer some indications of where to
look for graft.
However, alone they are not going
to provide the whole picture. Risks
need to be assessed individually and
allegations of corruption investigated
case-by-case. Foreign firms can protect
themselves more effectively by adopting some simple standard procedures

“The macro picture
provides useful background to
country and institutional risk
and the above examples offer
some indications of where to
look for graft”
before investing, before hiring and
before engaging:
• When entering new markets, be
aware of the local political and business environments. Familiarize yourself with the government, political
landscape, local laws, institutions
and regulators.
• Do your homework and get to
know your counterparty. Be it
investment target, employee, agent
or distributor, carry out thorough
background inquiries and for the
more important relationships, go
beyond simple public records.
Thousands of dollars spent before a
decision getting the complete
background on a potential partner
can save millions after the decision
has been made.
• Calibrate the risk - reward equation
correctly. Armed with good intelligence, make the appropriate valuation, structural and legal adjustments to terms to satisfy yourself
that your deal is the right one for all
stakeholders.
• Adopt a zero tolerance policy of corruption. Implement adequate system checks and balances within any
foreign operation, focusing especially on human resources, accounts,
purchasing and sales.
• Familiarize yourself and staff with
the FCPA, Bribery Act or other relevant anti-corruption legislation and
the implications of any breach.
Install a comprehensive whistleblower system within the organization, including an effective and
transparent complaint follow-up
and accountability system.

E Gov
OVe rE RnNa An NC Ce a
E As iSaI A 21
AY ay
/J U/JNuE n2010
CCoOr Rp oP Or RatATe G
i l /M
e 2010
21 A PaR pI Lr/M

We are where we were
It is tempting to assume that with
spectacular economic growth comes
commensurate improvement in anticorruption activity. Alas, in Asia at
least that is not the case. While there
have been some improvements in
certain more developed economies
(Hong Kong, Japan and Singapore
are the stand-outs) others, especially
in Southeast Asia remain mired in
endemic corruption. Indonesia’s stopstart anti-corruption drive appears to
have been thrown into reverse gear
with the recent departure of the
Finance Minister. Thailand has bigger
problems to tackle than just corruption (although it is clearly a part of
the problem) and the best that can be
hoped for in the Philippines is that
the incoming Aquino administration
earns a cleaner reputation than the
one now departing. China has shown
a desire to tackle graft among the
political and business elite and the
government deserves credit for some
high profile scalps. However the
speed of change from state-planned
to market-based economy and the
sheer size of the country act as natural brakes on more rapid reform. A
similar case can be made for India
where the added hindrances of redtape bureaucracy and a creaky legal
system make progress even slower.
In most Asian economies, timetables for cleaning up business practices
and political corruption are generational in scale. The gradual emergence
of a middle class with homes and
wealth to lose and life-improving aspirations is the most likely catalyst for
meaningful and permanent change. It
is an indication of the scale of Asia’s
problems with corruption that such
change is unlikely to happen in our
lifetimes. 
Chris Leahy, Managing Director, Greater China
& Southeast Asia for Kroll - world’s leading risk
consulting company

Recognized brand and supreme quality

un Hung Kai Properties (SHKP) is one of the largest
property developers in Asia. The
company has a well-established
brand and has gained a worldrenowned reputation for topquality developments.
The company’s core business is property development
for sale and investment. It has
a balanced income profile based
primarily on residential sales and

commercial rentals. Also, SHKP
possesses a large land bank for
future business development. An
important part of its prudent
financial policies is to maintain
abundant liquidity and low gearing. SHKP has always received
high credit ratings from Moody’s
and Standard & Poor’s.
SHKP has complementary
operations in property related
businesses including hotels,
financial services, insurance and
property management. It also
has investments in telecommuni-
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cations, information technology,
transportation, infrastructure and
logistics. These investments provide growing recurrent income to
the company.
Good corporate governance
has long been a cornerstone of
SHKP’s business philosophy. It
is led by seasoned professionals
who collectively formulate strategies to drive business forward for
the best interests of the company,
shareholders and employees. The
company’s emphases on high
transparency and effective accountability mechanisms have
been proven very successful. The
numerous international accolades received over these years

set Sun Hung Kai Properties apart

are the best testimony to its high
standards of management and
corporate governance.
SHKP is optimistic about the
long-term prospects for Hong
Kong and the mainland. It has
built some defining landmarks in
Hong Kong, including its latest
jewel in the crown, International
Commercial Centre. This is the
tallest building in Hong Kong
and forms a Victoria Harbour
Gateway together with International Financial Centre, also one
of SHKP’s finest developments,
that stands on the opposite shore.
SHKP continues to follow a
selective and focused approach

to investing in prime cities on
the mainland. Shanghai IFC,
comprising grade-A office space,
a deluxe shopping mall as well
as a five-star hotel, is a stunning
new integrated complex wholly
owned by the company.
SHKP is confidently looking forward to a bright future
with its commitment to quality
and service. Vice Chairman and
Managing Director Raymond
Kwok says: “It takes vision to

build a successful company and
dedication to make it thrive.
Our vision is to create quality developments that reflect our commitment to excellence. SHKP
is poised to capitalize on opportunities to grow and solidify our
leading position.”

For more information, please contact

website: www.shkp.com
email: ir@shkp.com
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CG PHILIPPINES

•

B Y I N S T I T U T E O F C O R P O R AT E D I R E C T O R S P H I L I P P I N E S

From compliance to corporations taking the lead:

Corporate governance
in the Philippines

“Corporate directors and
key officers have been
required by the regulators
to take up corporate
governance orientation
seminars and continuing
education on the subject”

T

he first automated national elections held last May 10, 2010 is not
only perceived to have been generally successful but more importantly one
the results of which bring to fore a collective yearning for change, particularly that
of good governance in government,
social and economic institutions and the
corporate community. Perceptions of corruption both in the public and private sectors have continuously derailed growth
and development in the economy, paving
the way for a necessary and long-awaited
leadership and platform of government
grounded on curbing corruption,
installing transparency and demanding
accountability in all sectors of society.
Substantive reform has been a struggle
and the Philippines remains out of sight in
the international financial radar. This article focuses on the related gains in good
corporate governance in the last decade
and the challenges and reforms being
undertaken moving forward especially by
the private corporations. The climate has
been set and a roadmap identified for the
achievement of a shared vision.

Dr. Jesus P. Estanislao: Moving from CG
compliance into performance will be a long
journey and a continuing challenge for ICD.

Fostering a decade of awareness
and compliance: The ICD initiatives,
CG milestones and the role of
regulators
The Institute of Corporate Directors (ICD),
a professional organization of, for and by
corporate directors and other reputational agents committed to the practice of
corporate directorship under the principles of modern corporate governance,
was established to raise awareness about
the need for corporate governance
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reforms in the Philippines. It has been ten
(10) years since it started and in this note,
ICD can present its point of view of what
has been accomplished and achieved in
the field of corporate governance reforms
in the Philippines by way of milestones.
The first Milestone is Building
Awareness. Awareness is a battle that has
been won. Corporate directors and key
officers have been required by the regulators to take up corporate governance orientation seminars and continuing education on the subject. Having knowledge
and awareness, the next Milestone is
Commitment to Act.
Creating and raising awareness
indeed is a long journey and is a continuing battle for ICD. Steps have been formulated in order to build that certain
responsiveness, and how do they
respond? By showing their Commitment
to Act by adopting proper corporate governance practices in line with rules and
regulations which the regulatory authorities have issued.
The Securities and Exchange Commission (SEC) crafted the Code of
Corporate Governance (CG) and mandated companies to have or adopt a
Corporate Governance (CG) Manual that
checks on the genuineness of the
Commitment to Act by all corporations
despite their economic performance. This
launched another Milestone - the CG
Scorecard Project, a set of questions
derived from the OECD Principles on
Good Corporate Governance and initially
designed to assess the CG practices of the
publicly-listed corporations. To promote
further participation and help ensure that

CG PHILIPPINES
the CG Scorecard is effectively undertaken, both the Securities and Exchange
Commission (SEC) and the Philippine
Stock Exchange (PSE), joined ICD in this
responsibility, all together working to
ensure that the CG Scorecard is effective
in checking the levels of compliance with
CG rules and regulations. With the CG
scorecard, there now exists a mechanism
by which listed companies can be evaluated and ranked in terms of good corporate governance. Running on its fifth year,
the CG Scorecard Project has seen participation jump from 49 companies in 2006
to 214 out of 252 listed companies in
2010, with overall average CG scores
improving from 53% in 2006 to 73% in
2010. These Milestones are quite comparable if not better than similarly generated CG scores in Thailand, Indonesia,
China and Hong Kong. [See Figure 1 for
the Results of the 2009 Corporate
Governance Scorecard Project] This initiaFIGURE 1

“Corporate Boards must
determine their role and be
more actively engaged in
strategy formulation and
execution. They will have to
craft their charter and
corresponding strategy map”
tive and the successful partnership with
the regulators have been replicated in
the development of the CG Scorecard
for Banks, Insurance Companies and
Government-Owned and Controlled
Corporations. [The CG Scorecard templates are available online at http://www.icdcenter.org]
The next Milestones drive commitment and improve the framework of long
term sustainability of the corporations,
through key individuals chosen to observe

Top Scorers for 2010 CG Scorecard for PLCs
PSE Symbol

Industry Classification

1
2
3
4
5
6
7
8
9
10
11

Companies
Gold (95%-100)
Ayala Corporation
Ayala Land, Inc.
Bank of the Philippine Islands
Cebu Holdings, Inc.
Cebu Property Ventures & Development Corp
Energy Development Corporation
First Gen Corporation
First Philippine Holdings Corporation
Globe Telecom, Inc.
Manila Water Company, Inc.
Philippine Long Distance Telephone Company

AC
ALI
BPI
CHI
CPV
EDC
FGEN
FPH
GLO
MWC
DTEL

Holding Firms
Property
Banks
Property
Property
Electricity, Energy, Power and Water
Electricity, Energy, Power and Water
Electricity, Energy, Power and Water
Telecommunications
Electricity, Energy, Power and Water
Telecommunications

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19

Silver (90%-94%)
Aboitiz Equity Ventures
Aboitiz Power Corporation
Aboitiz Transport System Corporation
ABS-CBN Broadcasting Corporation
Alaska Milk Corporation
Benpres Holdings Corporation
Centro Escolar University
China Banking Corporation
GMA Network, Inc.
Highlands Prime, Inc.
Panasonic Manufacturing Philippines Corporation
Petron Corporation
Philippine Savings Bank
Security Bank Corporation
Semirara Mining Corporation
SM Development Corporation
SM Investments Corporation
SM Prime Holdings, Inc.
Union Bank of the Philippines, Inc.

AEV
AP
ATS
ABS
AMC
BPC
CEU
CHIB
GMA7
HP
PMPC
PCOR
PSB
SECB
SCC
SMDC
SM
SMPH
UBP

Holding Firms
Electricity, Energy, Power and Water
Transportation Services
Media
Food, Beverage and Tobacco
Holding Firms
Education
Banks
Media
Property
Diversified Industrials
Electricity, Energy, Power and Water
Banks
Banks
Mining
Property
Holding Firms
Property
Banks
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and implement proper corporate governance practices within the organization.
In this regard, and to set the tone at the
top, the ICD has organized several
focused corporate governance circles like
the Chairpersons’ Circle and the
Companies Circle which is composed of
the top ranked companies in the CG
Scorecard. It has also developed the
Professional Directors Program for corporate directors and senior officers with a
view to enlisting allies within corporations
to push for corporate governance
reforMrs. The continuing challenge is to
expand the base of CG advocates and in
the process truly professionalize the practice of corporate directorship.
In retrospect, significant advances
have already been made in the battle for
higher levels of compliance with CG rules
and regulations, consistent with global
principles, although the war is still ongoing. These advances need to be sustained and higher standards must be
achieved, particularly in the decade ahead.
From compliance to performance:
Building a CG culture that delivers
breakthrough results and the
role of investors
In the next decade, greater effort will be
placed in building upon the gains of the
last decade and ensuring companies continue to move up the different CG scorecards. The ICD organized Team Philippines
to come up with a strategic CG Roadmap
during its Annual Working Session last
November 2009, as the Philippine
response-initiative to the OECD’s Asian
Roundtable Conference on CG in Asia in
the Next Ten Years, held last September
2009 in Manila with the ICD as co-convenor. The Team Philippines CG Roadmap
shows the intensity and authenticity of
commitment as well as the numbers of
those actively aiming at higher standards
of actual corporate governance practice,
as shown in their active involvement and
participation in the different specialized
corporate governance circles. [See Figure
2 for the Team Philippines CG Roadmap]
The Roadmap will show that the next

CG PHILIPPINES

ICD Gold Awardees 2010

Milestones place emphasis on the actual
business performance of corporations
using a corporate governance framework, i.e. the Performance Governance
System (PGS), that maximizes long-term
value, not only for the benefit of shareholders (which remains the primary concern as it should be) but also to those
stakeholders in the corporate business.
Following the successful implementation
of the PGS in local government units and
national agencies, private corporations
have very recently signed in and
embraced the PGS, a four-phase CG
Improvement Pathway characterized at
the very least by the following essential
components:
Corporate Strategy Map - Corporate Boards must determine their role and
be more actively engaged in strategy formulation and execution. They will have
to craft their charter and corresponding
strategy map, thereby providing proper
guidelines to the plans and programs
of management particularly the different
departments and operating units to make
formal commitments on what targets
to meet and what initiatives to undertake
in support of the corporate strategy map.
Governance Scorecard - shall be
used as monitoring instruments in tracking actual progress towards meeting targets and the success or failure of committed initiatives. It shall cover both financial
and non-financial metrics that measures

“Corporate Boards must
determine their role and be
more actively engaged in
strategy formulation and
execution. They will have to
craft their charter and
corresponding strategy map”
the performance in all important and key
facets of corporate operations. A proper
balance between financial results and
other equally important non-financial
results will transform the usual management reporting based on financial analysts’ expectations into a more strategic
and comprehensive report consistent with
long-term sustainability of the operations.
An Office for Strategy Management is
identified to carry out and drive this critical function of strategy execution.
Governance Culture - this culture
shall be cultivated in all aspects and all levels of corporate operations which are all
strategically aligned and which draws
constant inspiration and reinforcement
from corporate core values and commitment to corporate ethics and social
responsibility. It shall include a permanent
orientation to breakthrough results for
the corporation, departments and operating units, amidst an environment of clear
responsibilities and accountabilities.
Likewise, this culture, driven by the indis-
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pensable values of integrity, fairness, courage and
orderliness will nurture the
personal development of
individuals who contribute significantly to
making good on their
commitments and help
achieve the strategic
objectives in the corporate
strategy map. A centre for
governance and leadership which continuously
inculcates a deep commitment towards performance, ethics and social
responsibility is envisioned
to secure the very foundations for good
governance and responsible citizenship.
Indeed, while the ICD and the
Philippine Stock Exchange have commissioned Philippine and regional econometric studies on corporate governance
scores and firm valuation showing clear
positive correlations, the governance
structure of fairness, transparency and
accountability among others imbedded
in the PGS and the breakthrough results
arising from the successful adoption and
implementation of the PGS will obviously remain the primary drivers for investing by investors. Fostering an active and
robust investor engagement system
which ICD believes to be a fundamental
pillar of a strong and efficient CG
regime, the ICD has institutionalized biannual Investors Fora where investors
and corporations meet and discuss
issues of corporate governance such as
shareholder responsibilities, mechanisms
by which investors can more directly participate in decision-making of companies, related party transactions, minority
rights and more. These fora provide a
venue for the top ranking companies in
the CG scorecard and those that are
enrolled in the PGS to sit down and
work with investors in the region in
resolving CG issues and concerns.
With a CG Roadmap collectively
drawn, committed stakeholders and corporations taking the lead and a new lead-
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BY NIK RAMLAH MAHMOOD

Raising the Corporate
Governance Bar in Malaysia
ICD Silver Awardees 2010

ership and platform of government
grounded on good governance, a promising decade seems to be at the horizon.
With much work to be done, the ICD will
continue in its advocacy to further corpo-

rate governance practices as guided by its
mission with an openness to working
with everyone in pushing reforms and initiatives and realizing the shared vision for
the decade ahead. 

FIGURE 2
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For further information about this
article and the ICD, readers may contact
Atty. Marlon R. Marquez, Executive Director,
at mmarquez@icdcenter.org

How does one raise the Corporate
Governance bar in Malaysia?
There are of course several ways to
do so but I will not be surprised if the first
thing that comes to people’s mind is raising the regulatory bar. Regulators can
exercise their license to regulate by introducing more laws and prescribing more
requirements. Those affected will have no
choice but to cross the raised bar or risk
action being taken against them. The bar
can also be raised by the regulator making it more difficult for companies to
access the public market for financing.
Listing rules can be changed to allow
only the bluest of blue chip companies
to be listed while guidelines for the raising of corporate bonds can be similarly
tightened. Simply put, any number of
regulatory prescriptions can be introduced in the name of raising the corporate governance bar.
Let me however assure you that
introducing more laws is NOT the regulators’ default mode, although some
people may want to believe so. It is true
that raising (or tweaking) the regulatory
bar may be inevitable in some instances,
such as when there is blatant disregard
of laws and widespread abuses, or
where loopholes are being persistently
exploited to the detriment of other parties. After all, to be useful laws must be
kept relevant at all times.
The capital markets as we are aware,
exist for the purpose of intermediating
between those with capital and those
needing capital, thus serving as an important engine for the country’s economic
growth. While clearly the objectives of
investor protection and ensuring fair and
orderly markets require capital markets to

being done. In fact we are
be regulated, inappropridetermined to do more in this
ate and unnecessary regregard. Over the years, the SC
ulation will make this
has invested more time, effort
engine of growth less
and resources for our enforceefficient. Furthermore, as
ment functions generally and
capital these days is
specifically for pursuing corpoextremely mobile and
rate governance-type transknows no national loyalgressions. In 2009, the
ties - it can very easily
Securities Commission brought
move to other markets
criminal charges against four
that have less regulatory
individuals (including an audiimpediments. Hence
tor) who submitted or were
raising the bar through
involved in submitting false
prescriptive regulatory Dr Nik Ramlah Mahmood:
means, whilst occasion- This is critical as laws which are financial information to the SC.
We also charged two other
ally necessary, is not the not being enforced.
individuals for their role in
ideal solution. We must
defrauding a PLC. Additionally, in using
move away from a paradigm that sees
the wide range of enforcement tools that
more regulation as the solution to all
we have, we had also taken administraour woes.
tive action in 56 cases and imposed
The amount of regulation and preadministrative fines totaling RM770,000.
scription needed is always inversely proThese administrative actions were taken
portional to the standards of conduct,
against PLCs, their substantial shareholdmorality and integrity of those that the
ers, intermediaries and professional advislaw seeks to regulate. The higher the
ers. Bursa Malaysia, as the front-line regstandards of conduct, morality and
ulator, has also been taking action against
integrity, the less need for the former. It is
directors and PLCs for breaches of the
human behavior that determines the
Listing Requirements. In 2009, Bursa
amount of regulation that a society is submeted out 308 sanctions against 34 listed
ject too. Hence the tool of regulation to
issuers and 76 directors, imposing fines
raise the bar should be only very sparingtotaling in excess of RM2.7 million. I can
ly used - when necessitated by the need
assure you that these enforcement efforts
to protect investors and to ensure fair and
will continue to be pursued with vigour
orderly markets. Even so we must always
and determination.
be mindful that we do not use the proverIn fact to enable us to pursue enforcebial hammer to kill a fly.
ment actions for corporate governance
The second way we can raise the bar
transgressions more effectively, the SC
is of course by more vigorously enforcing
has introduced two very significant
existing laws and regulations. This is critiamendments to the Capital Markets and
cal as laws which are not being enforced
Services Act. A new Section 317A now
cannot influence or change human
empowers the SC to take action against
behavior. And I can assure you that this is
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those causing wrongful loss to a PLC
while amendments to Section 320 make
it an offence to influence persons preparing or auditing financial statements of listed companies.
Amendments have also been introduced to make it an offence to falsify or
destroy the accounting records of a listed
corporation. These provisions are expected to come into force next month and it
is our intention to make full use of these
new provisions.
But enforcement of laws, whilst
absolutely vital, cannot in itself raise the
bar for corporate governance. After all
enforcement is ex-post and enforcers can

“There must be a consensus
among PLCs, their directors,
principal officers, advisers
and professionals to
move away from living
dangerously on the brink
of legality”

only take action against the wrongdoers
after the damage is done. Enforcement
actions are therefore inevitably and
rightly seen as reactive. Furthermore
enforcement takes considerable time
and effort and court-based enforcement actions are of course subject to
the rules and processes of the court and
can and often do, take even longer.
Furthermore while criminal actions as
well as the imposition of administrative
fines and other sanctions are intended
to punish and deter wrongdoers, such
actions will not provide restitution to
the parties that have been wronged.
Civil action on the other hand will allow
such restitution but may then be viewed
as letting off the culprits lightly.
More importantly, enforcement
action can only be taken when there are
breaches of the laws and regulations.
Mere observance with the laws and regulations however is not enough to foster
good governance because good gover-

nance demands more than compliance
with the minimum standards imposed by
law. It is for this reason that in many
countries, Malaysia included, laws are
complemented by voluntary codes, best
practices and guidelines. These impose
standards of expected conduct that are
higher than the minimum imposed by
law. Through disclosure requirements,
PLCs are required to disclose their level
of compliance with these higher standards. While undeniably there have
been many corporate governance transgressions that involve blatant disregard
of the law (for which action enforcement action have and will be taken)
many of our corporate governancerelated problems involve those whose
conduct are often on the brink of legality, those who make it a habit of pushing, stretching and testing the limits of
what is lawful; those who choose to
focus on the black letter rather than the
spirit and substance of the law.
How else then can the corporate governance bar be raised?
The answer lies in the participants
within the capital markets themselves.
The corporate governance bar can be
raised by every constituent within the
capital market doing not merely what is
legally required but also what is morally
and ethically correct. There must be a
consensus among PLCs, their directors,
principal officers, advisers and professionals to move away from living dangerously
on the brink of legality. To effectively raise
the corporate governance bar, they must
all move beyond merely doing things
right; instead they must do the right
things. It is about oiling the basic legal
requirements with high doses of ethics,
integrity and morality. It is about going
beyond the black letter to the spirit and
substance of the law; it is about compliance with the form and substance of the
requirements. It is about recognizing that
the law merely imposes minimum standards of conduct and behavior. It is about
bringing an end to the culture of living on
the brink of legality.
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Is corporate Malaysia ready for this?
My answer is yes, many PLCs are already
adopting standards and best practices
beyond the minimum imposed by law.
This is evident from the Securities
Commission’s own findings as well
from the MSWG’s 2009 Corporate
Governance Index and Findings. There are
also PLCs who continue to win one CG
award after another on a yearly basis. Of
course there is also a significant number
of other PLCs that will need to move up a
steeper curve. And for these companies,
this is not an option - they have to lift
their standards if they want to remain on
the radar screen of investors.
Malaysia was the first country in the
region to introduce a Corporate
Governance Code in 2000. In 2007 revisions were made to our Code to improve
the standards of corporate governance
especially in the areas of board quality by
putting in place the criteria for qualification of directors and strengthening the
audit committee, as well as mandating
the internal audit function of PLCs.
The Minority Shareholders Watchdog
Group (MSWG) has initiated and published the Malaysian Corporate
Governance Report 2009 - Index and
Findings. This useful survey gauged the
level of adherence by PLCs to the Listing
Requirements and CG Code based on
their disclosures.
The SC has more recently completed an extensive review of all PLCs as part
of our on-going regulatory efforts to
enhance corporate governance standards. Our review has shown that some
PLCs have indeed already adopted best
governance practices and have moved
beyond merely complying with the minimum standards required by the law or
the CG Code.
For instance while the Listing
Requirements stipulate that 1/3 of directors in a PLC must be Independent nonexecutive directors, there are 33 PLCS that
have all (100%) non-executive directors
on their board. Furthermore, 97% of all
PLCs had established internal audit functions before this became a legal require-
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