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EDITORIAL

Corporate Governance in Asia:

Reforms amid market volatility

A

t this point in time when Asia is pulling the
world economy amid the headwinds brought about by
the Eurozone debt crisis and the fragile recovery in the US
economy, several jurisdictions across the region continue
to make an impression on the global investors. The regulators and market advocates are hard at work to improve
the investment environment in the own backyard to attract funds flowing into Asia in search of yields. The practice of corporate governance can make companies more
attractive and shape their future through higher valuations
and at the same time, enhance investors’ confidence in
the capital markets.
In the Philippines, the country’s central bank is requiring
all bank directors to undergo training on the principles of
good corporate governance. In a memorandum, the Bangko Sentral ng Pilipinas (BSP) has reminded banks of their
responsibility to continually strengthen their governance
systems by, among others, having their board of directors
undergo the basic course on prudent practices in dealing
with the stakeholders. “Good corporate governance is
the underpinning of safe and sound banking operations.
Hence, it is important that the tone of good governance
emanates from the top,” the BSP says.
The central bank will be holding the basic course on the
subject, but it will tap a third party to conduct the corporate
governance training for the bank directors. It says the board
of directors should embody and nurture the principles of
governance in carrying out their duties and responsibilities.
The Securities Commission of Malaysia in late March
this year released the country’s new code of corporate
governance, which is putting emphasis on enhancing
the effectiveness of the board of directors of the listed
companies through strengthening the board composition,
reinforcing the independence of directors and fostering
commitment of directors.
The new code sets out eight broad principles and
specifies the best practices of good corporate governance
at a higher level than that expected by regulations. Each
principle is followed by a series of recommendations, which
include the formalization of a board charter, capping of
the tenure of independent directors to nine years and
the separation of the roles of chairman and CEO. It also
elaborates on the need for the board to recognize and

manage risks and for companies to encourage shareholder
participation.
To support and enhance the capacity of directors to
fulfill the demands of their role, the new code puts greater
emphasis on the role of the nominating committee, chaired
by a senior independent director, in relation to the recruitment, assessment and training needs of the directors.
Meanwhile over in Singapore, the Monetary Authority
of Singapore (MAS) has accepted the recommendations
made by the Corporate Governance Council (CGC) on the
code of corporate governance and issued the revised code.
The key changes to the code are focused on the areas of
director independence, board composition, director training, multiple directorships, alternate directors, remuneration practices and disclosures, risk management as well as
the rights and roles of the shareholders.
The revised code will take effect in respect of annual reports relating to financial years commencing from
November 2012. The MAS recognizes that sufficient time
should be given for companies to make board composition changes.
In May this year, the CGC released its risk governance
guidance for listed boards. It intends the guidance to
provide key information on risk governance to all board
members. This would include factors which the board
should collectively consider when overseeing the company’s
risk management framework and policies. The guidance
also spells out the board’s and the management’s respective responsibilities in managing the company’s risks.
Over in Hong Kong, the Securities and Futures Commission (SFC) in May issued a consultation on tougher rules
for banks and finance houses sponsoring initial public offerings following a number of scandals at companies shortly after they are listed at the Hong Kong stock echange.
Under the plans, sponsors could face the same civil
and criminal liability as the company directors if a listing
prospectus is found to have misled investors. This means
a sponsor could face up to three years in jail and a fine of
HK$700,000 if convicted.
The SFC has also set out a tougher code of conduct
for sponsors, including more thorough guidelines on due
diligence and a requirement that the first draft of a listing
application be made public. n
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GLOBAL BOAR D •
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By Michael Useem and Neng Liang

Globalizing the company board:

Lessons from China’s Lenovo

“The board of directors
has the important role of
overseeing management
performance on behalf of
shareholders”

T

he rise of the Indian and Chinese economies during the past
decade is transforming how
executives and directors think about
company governance. In both countries, corporate boards had traditionally
played a modest role in company decisions. And even when more actively
involved, they had often pulled decisions toward objectives not entirely in
keeping with governance ideals. If directors are in theory the eyes and ears
of all company owners, in practice they
sometimes favored family owners over

others in India, and state holders over
others in China.
The sustained growth of the Indian
and Chinese economies, however, has
forced regulators, shareholders, and
companies in both countries to reexamine their governance practices for
two reasons. First, international investors increasingly moved cash across
country lines, and as they took greater
ownership in publicly traded companies
outside their home countries, they also
brought home-country biases for independent, informed, and even-handed
directors. Second, Indian and Chinese
executives increasingly moved their
operations across national boundaries,
and as they entered demanding international markets, they also learned
that independent, informed, and
even-handed directors can constitute a
source of company advantage.
The broader outlines of these
trends are reasonably well known, but
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what is less understood is how companies remake their boards to reflect the
emerging reality of global equity and
operating markets. This article seeks to
identify the process by which company
leaders are restructuring their governance through investigation of how
one of China’s more prominent companies, Lenovo, transformed its board
following acquisition of IBM’s personal
computer operation in 2005.
Founded in 1984, Lenovo had
emerged two decades later as China’s
largest computer maker. It had captured 27 percent of China’s rapidly expanding computer market, with annual
revenue exceeding $3 billion. The company concluded, however, that its longterm growth depended on its becoming an international player, just as many
American and European companies
had concluded in years past. “In our
world,” explained executive chairman
Yang Yuanqing, “a high growth rate is

hard to sustain if you only try to maintain
your position in the China market.”
After thirteen months of negotiations, Lenovo and IBM announced that
Lenovo would acquire IBM’s Personal
Computing Division for $1.75 billion.
Founder Liu Chuanzhi declared that globalization had become a necessity, the
company’s only option for growth and
survival. In the months that followed,
Lenovo restructured its governing board
as well, and we focus here on that
change.
Two Conceptions of
Corporate Governance
Before we enter the boardroom, it is useful to identify the major potential areas
in which directors may make decisions.
We are primarily concerned with directors’ explicit involvement in company decisions and the criteria that they apply in
reaching those decisions under varying
market conditions. From prior research,
theory, and experience we anticipate
that directors engage in two areas of decision making, each with its own set of
distinct criteria.
Monitoring Management: One wellestablished conception of the firm views
directors as largely serving as the eyes
and ears of the shareholders, ensuring
that company executives conduct themselves properly on behalf of the owners. The decisions that directors take are
therefore inferred or prescribed to be
directed at monitoring the decisions that
executives make. This is the formal view
that big business sometimes even takes
of its own boardrooms. “The board of
directors has the important role of overseeing management performance on behalf of shareholders,” declared the U.S.
Business Roundtable, and “directors are
diligent monitors, but not managers, of
business operations.” By way of illustration, directors often take decisions to ensure that their executives do not enrich
themselves at the expenses of shareholders, nor that they enter into sweetheart
deals with other companies controlled by
the executives’ families.

Michael Useem, William and Jaclyn Egan
Professor of Management and Director
of the Center for Leadership and Change
at the Wharton School of the University of
Pennsylvania, USA.

Partnering with Management: A
long-standing additional conception
of corporate governance suggests that
directors are decision partners with the
top executives, joining with them in
making the company’s most important
choices. Directors are seen as co-producers of the firm’s strategic decisions.
This is the informal view that business
executives often take of themselves.
The chief executive of a large financialservices firm, for instance, spoke for
many in describing the decisions that
directors reach in his boardroom. They
are, he said, those that are “strategically impactful” and those that will
“change the future.” If a company’s
executives are seeking to integrate
newly acquired international operations, for example, directors may collaborate with the executives in reaching key decisions on how to optimize
the process.
Lenovo Goes Global
During the late 1990s and early 2000s,
Lenovo had attempted to diversify be-
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yond its manufacturing and sale of personal computers in China, but that effort
largely failed. In the meantime, its PC
dominance within the Chinese market
was coming under increasingly successful attack by Hewlett-Packard, Dell, and
other foreign and domestic makers. In
1994, Lenovo held 4 percent of the Chinese PC market, and by 2000 its fraction
had risen to 29 percent, but its market
share then dropped back to 27 percent
in 2003 and 26 percent in 2004. Top
management concluded that for continued growth, international expansion
had become essential. It also concluded
that it would have to change its original
name—Legend—to Lenovo, because
the name of Legend was already used by
other companies in other countries.
At the time, however, Lenovo had
no foothold outside greater China. By
coincidence, IBM approached Lenovo
on the possibility of the Chinese company acquiring IBM’s personal-computer division, and Lenovo’s management
swiftly embraced the offer, even though
IBM’s operation drew four times the
revenue of Lenovo. But IBM was losing money on its personal-computer
sales, and Lenovo’s due diligence convinced management that it could turn
the much larger IBM operation around.
“We finally came to believe that in
IBM’s hands the PC division would continue to suffer annual losses,” reported
Liu Chuanzhi, then executive chairman
of Lenovo, but he felt that in his own
hands the IBM operation “could be
profitable.” That conclusion was partly
based on analysis of overhead that the
IBM parent allocated to its PC division.
The division would have been profitable
were it not for the high headquarters
overhead imposed on it. And it could
have been even more profitable had
it adopted Lenovo’s lean manufacturing methods. Assembling a PC in the
United States at the time cost $24,
compared with $4 in China.
Lenovo announced the IBM acquisition on December 7, 2004 at a Beijing
news conference attended by some five
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hundred Chinese and Western journalists, and it completed the acquisition in
April 2005. From a dominant but faltering place in the Chinese computer
market, Lenovo became a substantial
and rising force in the global computer
market. The IBM acquisition moved
Lenovo from the eighth to third largest computer maker worldwide after
Dell and Hewlett-Packard. In the year
after the acquisition, Lenovo doubled
its workforce to twenty thousand and
quadrupled its revenue to $12 billion.
To appreciate the governance impact of this transformation of a largely
domestic Chinese manufacturer into
a significant international maker, we
interviewed the key decision makers
in 2007–2008. They included Liu Chuanzhi, Lenovo’s founder and executive
chairman just prior to the IBM acquisition; Yang Yuanqing, Lenovo’s chief
executive before the acquisition and
executive chairman afterward; William
Amelio, Lenovo’s second chief executive officer; Shan Weijian, a non-executive director of Lenovo representing
one of its major private investors; and
two other top executives at Lenovo.
Monitoring of Management
Lenovo’s market and organizational
remake brought a substantial remake
of the governing board. In 2003, nonindependent directors outnumbered
the independent directors four to
three. The post-acquisition board, by
contrast, was divided between five executive and non-independent directors,
three private-equity directors, and three
independent directors. Prior to the acquisition, all seven of the directors were
Chinese or of greater China origin. After the acquisition, four of the eleven
directors were Americans. Before the
acquisition, board meetings had always
been conducted in Chinese; after the
acquisition, because all but one director
spoke English and several spoke no Chinese, English became the medium of
expression. Going into the acquisition,
the executive chairman and chief ex-

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

ecutive were both Chinese; coming out
of the acquisition, the executive chairman was Chinese and the CEO American. Of the top management team in
2004, all were Chinese; of the eighteen
members of the top management team
in 2007, six were from greater China,
one from Europe, and eleven from the
United States. Ma Xuezheng, the company’s CFO at the acquisition moment,
declared at the time, “This is going to
be very much an international company
operated in an international fashion.”
Compared with publicly traded
companies worldwide, Lenovo’s postacquisition governance reached international norms for director monitoring
of management. To see this, we turn to
Institutional Shareholder Services (ISS),
which furnishes institutional investors
with independent appraisals of company governance, drawing upon publicly available data sources. ISS gathered
data on 236 governance features, ranging from board composition and executive compensation to takeover defenses
and stock-option expensing. ISS provided an overall measure of a company’s
governance with its Corporate Governance Quotient (CGQ). The CGQ compares Lenovo’s governance with that
of publicly traded non-U.S. companies
(those included in Morgan Stanley Capital International’s EAFE index and the
Financial Times’ All Shares and World
Developed indices). ISS also compared
Lenovo with a subset of technology
and hardware equipment makers outside the United States. ISS termed the
first comparison a company’s Index
CGQ, and the second a company’s In-
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dustry CGQ. The CGQ scores represent
a company’s percentile ranking, with a
score of 50 implying that the company’s
governance ranks better than half the
comparison firms and worse than half.
Lenovo’s governance ranked at
about the 25th percentile on both measures during the year of the acquisition
(the first year ISS appraised Lenovo’s
governance). During the two years
that followed, however, Lenovo had
elevated its governance ranking above
the 40th percentile compared with all
companies, and above the 50th percentile compared with other firms in the
technology hardware and equipment
industry. By these measures, Lenovo
had moved its outward features of governance for monitoring management
into the middle ranking of company
governance worldwide.
Partnering with Management
Our interview evidence also points toward a transformation of the Lenovo
board to include a partnership with
management. Company executives instigated the change in the immediate
wake of the decision to expand rapidly
outside of China through the acquisition of the personal computer division
of IBM.
“The IBM PC acquisition is a watershed,” observed Liu Chuanzhi. “Before that point,” he said, “the board
of directors did not play much role.”
The board had mainly been concerned
with company audit and executive pay.
The board played a modest monitoring
function on behalf of non-state investors, but was otherwise little involved
in the firm’s strategic decisions. Lenovo
has been listed on the Hong Kong stock
exchange (and through an American
Depository Receipt on the New York
Stock Exchange), and in keeping with
Hong Kong tradition, independent
non-executive directors prior to the IBM
acquisition were viewed by the company as largely present to protect minority stockholders—in this case, investors other than the Chinese Academy

of Sciences. Liu and Yang reconstituted
the board to go well beyond that focus,
adding the international directors, improving board capacity to render guidance to the executive team, and, more
generally, creating a governing body
that is more globally informed and independent, important prerequisites for
partnering with management rather
just monitoring to management.
The decision to add international directors, for instance, was largely driven
by the reported need for the board to
bring global “vision” into the boardroom. “Now,” said Yang, “internationalization is our key consideration as we
are taking on international business.”
This in his view required directors who
would bring fresh insight into how
Lenovo could make inroads into the
worldwide market share of its larger
rivals—Dell Computer at 18 percent
and Hewlett-Packard at 16 percent in
2005—and at the same time hold onto
its market share against its smaller rivals, including Acer at 5 percent and
Fujitsu at 4 percent in 2005.
Although Lenovo was still the biggest player in the Chinese market—
the nearest rival, Founder Technology
Group, held less than half its market
share—domestic dominance provided
no assurance of growth abroad. “If
you have a highly successful business
in one country,” warned Amelio, “it
does not mean that you will have a
highly successful business in a global
operation,” and that is where the
counsel of the non-executive directors
would prove particularly valuable. And
their counsel pointed toward equal
footing for the Chinese and American
operations. Non-executive director
Shan Weijian explained, “We don’t
want people to have a feeling of takeover [by a] Chinese company of the
American company. We want an integration process which doesn’t involve
which part takes which part. What
we want is [to be] integrated into [a
single] global operation.”
The restructuring of the Lenovo

Neng Liang, professor of Management
at the China Europe, International
Business, China and vice president of
the International association of Chinese
management research (IACMR).

board following the IBM purchase also
brought the directors into direct guidance of the integration of Lenovo’s and
IBM’s distinct operating styles. IBM had
built up strong, enduring relations with
its select corporate customers; Lenovo
had by contrast created a largely “transactional” exchange with its many retail
customers. Although large enterprise
relations had been the staple of IBM’s
PC sales, management anticipated
greater growth among small consumers. But identifying the optimal areas
for growth outside of China and identifying effective ways of reaching them
were uncertain and risky judgment
calls, and in making them management
sought director guidance.
Facing many decisions of this kind
in the wake of the acquisition, the company formed a strategy committee,
charged with vetting the company’s
mid- and long-term decisions on behalf
of the board. As a step toward internationalization, the company placed two
Chinese directors—Yang Yuanqing and
Liu Chuanzhi—on the strategy commit-
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tee along with two Americans—James
Coulter and William Grabe. The board
met quarterly, but the strategy committee met monthly to focus on issues
ranging from competitive strategy to
cultural integration. Regarding the latter, for example, Yang viewed the nonexecutive directors as an “impartial third
party” that would help prevent a “confrontation of two teams, two cultures,
and two mentalities.” With their own
money invested in the company, the
“third party” private-equity representatives would not be reluctant to resolve
the differences, or for that matter to
delve into other significant issues. “In
order to build a world-class organization,” said private-equity director representative Shan Weijian, “you really have
to have world-class challenge.” The
directors were ready to provide it, and
company executives sought it. In CEO
William Amelio’s words, the role of the
directors on the strategy committee was
to pick from an array of choices “the
right idea that is going to maximize the
core competence of the company.”
Lenovo’s board also became directly engaged in decisions on executive succession, an arena that had also
not previously been its prerogative.
Two non-executive directors from the
private-equity groups in 2005, for instance, played a pivotal role in replacing the first CEO after the acquisition.
At the time of the purchase, the IBM
executive responsible for the PC division, Stephen Ward, had been the
logical candidate for the role of chief
executive, with Yang to serve as executive chairman. Their dual appointment
was largely an executive decision, but
within months it became evident to the
board’s strategy committee that the
former IBM executive was not the right
person to lead the combined enterprise
given the specific challenges it faced,
topped by the need for greater supplychain efficiencies. Yang and Liu worried, however, that an unexpected exit
of the top American executive so soon
after the acquisition would cast a shad-
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ow over their effort to internationalize
the firm. Neither knew the international computer industry well enough
to identify a strong replacement, and
it was American non-executive directors James Coulter and William Grabe
who identified several candidates for
succession, including William Amelio,
then head of Dell Computer’s Asian
operations, who eventually became
the successor. Nor were Yang and Liu
familiar with the process of replacing
an American chief executive, but the
private-equity directors on the Lenovo
board represented firms that had often
done so. Said one of the private-equity
directors, “we have done this repeatedly, and we are familiar
with the U.S. market and
the practice over there, the
environment, and how to
do it.”
Private-equity
firms
generally seek direct engagement in company
decision making through
service on the governing
board. Texas Pacific Group
and General Atlantic were
no exception, and both
were already well familiar
with the IBM operation.
TPG had hoped itself to
buy out the IBM PC division, and had conducted its own due
diligence. GA had been asked by Liu
Chuanzhi to advise him on whether
to buy the IBM division, and it too
had gathered detailed data on the
IBM operation. Though other bidders
emerged, Lenovo and TPG became the
two finalists, and IBM notified Lenovo
that it had won and TPG that it had lost
just thirty minutes apart. Consequently, James Coulter of TPG and William
Grabe of GA were already well versed
in the personal computer business
when they joined the Lenovo board and
its strategy committee. Executives as a
result treated them like partners rather
than minority investors, reported Coulter. Vince Feng, a GA partner who man-

aged its investments in China and East
Asia, affirmed the same, reporting that
“our influence comes less from ownership than having been trusted advisors
for Lenovo’s key decision makers for a
long time.”

than twenty candidates, narrowed
the list to four finalists, and then selected Barter because of his “very solid
background” in finance and management with publicly traded American
companies. Equally important was his
extensive experience on the boards of
American companies—including NYSElisted BMC Software—because he
would bring an understanding of best
practices in American corporate governance to the Lenovo board. “As we are
going international,” said Yang, “we’d
like to learn from American companies.
That’s why we invited people like John
Barter to join us.”
Our interviews revealed that a host

Similarly, the criteria for bringing
specific non-executive directors onto
the board after the IBM acquisition reflected a preference for directors who
would partner with management more
than monitor or defer to management. The selection standards for the
new board members, reported Yang,
included their industry experience,
“strategic vision,” personal reputation,
and functional expertise in such areas
as finance, strategy, and marketing. For
example, in the case of the appointment of John Barter, who had served as
Allied Signal’s chief financial officer and
president of its thirty-five-thousandemployee automotive division, Yang
and his colleagues had identified more

of other major issues—how long to
retain the IBM logo, what acquisitions
to make, which “adjacencies” such
as servers to consider, and whether to
build devices that bridge laptops and
telephones—now came to the directors
for vetting and decision making. Before
the acquisition, the board’s decision
domain had been largely limited to audit and reporting issues. “The board of
directors during that period,” said Liu,
was “mainly to ensure transparency”
and played little “role in business or
strategy decisions.” But after the acquisition, the board frequently engaged in
both business and strategy decisions.
Lenovo subsequently considered acquiring personal-computer makers Packard

“Lenovo’s board also
became directly engaged
in decisions on executive
succession, an arena that
had also not previously
been its prerogative”
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Bell, for instance, and the directors took
an active role in deciding on whether to
proceed and what to pay. “Everybody
was involved,” reported non-executive
director Shan Weijian, “because this is
a large issue for the entire company.”
Lenovo decided to back off—another
PC maker, Gateway, was later acquired
by Taiwan PC maker Acer—and the
board’s deliberations proved critical in
reaching that decision.
By way of illustration of the value
of independent director “opinions on
strategy,” consider Lenovo’s focus on
operational efficiency in the wake of
the IBM purchase. Lenovo found that
certain points in the chain inherited
from IBM enhanced value while others reduced value, and Lenovo believed
that the key to turning the IBM operations from money-losing to moneymaking was the effective “worldsourcing”
of its supply chain. “We have been
relentless in trying to squeeze every
penny out of this process,” observed
non-executive director Shan Weijian,
for “making sure the process is as efficient as possible.”
Although the American Business
Roundtable had warned that directors
should be “monitors, not managers,”
Lenovo drew its directors directly into
decisions on worldwide sourcing. “We
need thinkers that are on the board
that can help us make sure that we
are in the process of maximizing this
concept of Worldsourcing,” affirmed
Amelio. Whatever the optimal way
to produce computers, you have to
“gravitate to it rapidly in order for you
to have the most competitive offerings for your customers,” he added,
and that pointed to engaging directors directly in decisions on manufacturing operations. When Lenovo
looked at the recruitment of new directors, pragmatic operational experience proved an important criterion.
The preferred expertise could range
from knowing the pitfalls of SAP software implementation to identifying
the best foreign suppliers of computer

“If the board is to serve
as a strategic partner,
it requires an investment
of time well beyond
that necessitated by a
legitimating board
or a board controlled
by management”
components and best foreign sources
of computer engineers.
Conclusion
We have seen a sharp divide in Lenovo’s boardroom between the company’s governance before and after its
decision to build out globally through
the IBM purchase. Prior to the acquisition, the board had operated without
a strategy committee or performance
review. Now it had both. Director decisions had been largely limited to proper
audit for protecting small shareholders. Now their decisions ranged from
branding to sourcing. Executive succession and director selection had been
the prerogatives of management. Now
they were shared decisions with directors. The boardroom norms had been
high in formality and low in content.
Now they were the opposite. A limited
form of director monitoring and management control had been superseded
by director partnering in reaching the
company’s major decisions.
If the board is to serve as a strategic partner, it requires an investment of
time well beyond that necessitated by a
legitimating board or a board controlled
by management. Informed directors
who trust one another and have faith
in their executives constitute an essential platform, and Lenovo management
worked to build it. The company adopted a rule, for instance, that all directors
must attend all board meetings, which
are rotated around the world, or send a
pre-designated alternate. Liu Chuanzhi
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frequently flew to the U.S. to meet with
the American directors, especially when
the board faced contentious issues.
Company leadership and governance have long been conceived asdistinct domains.. With the exception
of the chief executive, executives and
directors have often been seen as constituting different sets of people with
distinct imperatives. Executives led. Directors monitored—or sometimes not
even that. We have found at Lenovo,
however, that its directors came to play
more of a leadership role in the wake
of the international acquisition, advising
and guiding executives in major company decisions and representing the company to major owners. They also played
a leadership role in facilitating crosscultural integration after the acquisition.
If Lenovo’s experience is symptomatic of what other Asian companies
are likely to face as they globalize their
operations and ownership, and we believe that it is, we can anticipate that
company governance at other firms will
also move toward greater engagement
of directors in collaborative decision
making with management. Executives
and directors will ask, as one academic
observer of Chinese enterprise has recently suggested, whether they “have
a plan for corporate governance that
will focus the firm on national competitive advantage and ultimately global
advantage rather than short-term
profitability in local markets.” As they
consider or adopt such a plan, that in
turn will point toward an evolving skill
set for directors, with greater emphasis
on director capacity to work with executives at critical choice points. It will
also point toward a changing skill set
for executives, with a stronger ability to
work with directors expected at major
decision moments and less inclination
to hold directors at arm’s length. Institutional investors and other major holders will be more likely as well to look for
directors and executives who can collaboratively engage in the firm’s most
important decisions. n

• B y Co-aut hors : E ugene Ha ( Pa rt n e r, A d vi s o ry ) & Je n n i f e r Ch e n ( Se n i o r ma n a g e r, A d vi s o ry )

Corporate governance
evolution in Hong Kong
Role and responsibility of directors in good corporate governance

This is largely the reason The
Stock Exchange of Hong Kong
Limited (SEHK) adopted a
principles-based ‘comply or
explain’ Corporate Governance
Code (the Code) for publicly
listed companies
As an international gateway bringing
together East and West, developed
and emerging, investors in the Hong
Kong market have a plethora of choices. Hong Kong continues to be the top
IPO destination for multinationals and
mainland Chinese companies. But with
the vast choices, comes the challenge
of understanding all the nuances of
differing cultures, strategy, financials
and multiple jurisdiction regulatory issues, to name just a few. Reliance and
trust therefore are placed largely in the
hands of those charged with governance, in particular the board of directors, to look after shareholder value.

G

ood corporate governance
though can never be created
through legislation alone.
It must be inherent in the individuals that possess the right skills, have
access to relevant information and
have the personal fortitude to ask the
tough questions when needed. This is
largely the reason The Stock Exchange
of Hong Kong Limited (SEHK) adopted a principles-based ‘comply or explain’ Corporate Governance Code (the

jective judgement would
not be affected. Independence therefore plays a
vital role in the board to
build a long-term sustainable growth in shareholder value.
A recent study conducted by Grant Thornton on the corporate
governance practices of
Hang Seng Composite
Index (HSCI) companies
found there is room for
improvement in allowing for more objectivity,
transparency and indeEugene Ha: At best,
Jennifer Chen: Continuity
pendence when it comes
government and regulatory
of organisational
to promoting the interbodies can encourage and
knowledge and strong
ests of shareholders.
facilitate the process to
business networks may
Grant Thornton comincrease transparency and
also contribute to improved
pared the FYR 2010 animprove governance.
company performance
nual reports of HSCI
companies (370 selected companies)
Code) for publicly listed companies.
to examine the impact of the govAt best, government and regulatory
ernance reform and to draw insight
bodies can encourage and facilitate
on the current demographic profile
the process to increase transparency
of Hong Kong boards. The HSCI was
and improve governance.
chosen as the population benchmark
Recent updates on corporate govas it covers around 95% of the total
ernance codes and SEHK’s listing rules
market capitalisation of companies
focus on increasing the independence
listed on the Main Board of SEHK.
of board directors. The new provisions
and rules place more onus specifically
Board composition represents its
on the role of the independent nonindependence
executive directors (INEDs), as well
Grant Thornton’s study reveals that
as on the board overall. It’s a strong
71% of HSCI companies have boards
school of thought that independence
comprised of at least one-third of
ensures these directors having no
INEDs; in other words, almost 30%
interest in the company; and hence
of HSCI companies have not complied
their genuine independent and ob-
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C G H O N G KO N G
tential risks, however,
the benefits of greater
board stability must not
be overlooked. Continuity of organisational
knowledge and strong
business networks may
also contribute to improved company performance. Regardless
of the length of tenure,
it is increasingly important that the board
of directors maintain
transparency with shareholders, enabling them to make their own judgement.
Given each company’s unique characteristics, organisations may want
to form a board with mixed tenures,
leveraging on experience from long
tenure directors and new vision from
short tenure directors, in order to enhance the overall board effectiveness.
In the long run, companies could benefit from being more strategic about
managing board talent in the same
way that they manage employee talent to drive their business forward.

Percentage of HSCI companies having boards comprised of 1/3 or more INEDs by industry sector

Percentage

C G HONG KO NG
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with this newly introduced Listing
Rule, which will be effective end of
2012. On an industry basis, the materials sector had the highest compliance rate at 85%. Most other sectors
clustered near the average percent except for conglomerates, of which only
31% had boards comprised of at least
one-third INEDs.
Many major jurisdictions around
the globe require half or majority INED
representation on a board. By comparison, Hong Kong-listed companies
average 36% represented by INEDs.
A mixed and balanced board
Boards should seek an appropriate
balance between independent and
non-independent directors to ensure
an appropriate mix of expertise, diversity and knowledge. But equally important is the tenureship, which could
ensure the board effectiveness.
A strong majority of INEDs (86%) have
served in their capacity
for no more than nine
100%
90%
80%
years. Of the remain705
60%
ing 14% population,
50%
40%
30%
the average directorship
20%
10%
0%
tenure is 15.66 years.
Up to 41% of INEDs
in conglomerates have
served on the board
more than nine years,
the highest among all
industries.
With
conceptual

changes in corporate governance
expectations, the potential risks associated with longer tenure should
be considered. Strong personal ties,
lack of new insights and solutions to
the company’s challenges or failing to
keep up with dynamic changes to the
business are potential risks brought
about by long tenure. Despite the poServicing years of INEDs from
HSCI companies

Board committees – not just
eye candy
Under the expired codes and rules,
establishment of a remuneration committee was a code provision whilst a
nomination committee was a recommended best practice. The roles of
Servicing years of INEDs by industry sector
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C G H O N G KO N G
both have been upgraded effective
1 April 2012 with the remuneration committee being a listing rule
requirement and the nomination
committee a code provision, meaning that listed companies must have
nomination committee with a majority of INEDs and chaired by an INED
or the board chairman after March
this year; otherwise companies must
explain the non-compliance in their
corporate governance report. Our
analysis shows that only 59% of HSCI
companies already have nomination

C G H O N G KO N G
an inverse relationship between the
existence of nomination committees
and the number of years served on
the board. The less turnover in board
members, the less need to search for
replacement candidates. Conglomerates (41%), telecommunications
(23%) and utility (22%) companies
had relatively higher numbers of
INED’s serving more than nine years.
These same sector companies average comparatively in the bottom of
the HSCI group for having nomination committees (conglomerates:

annually. Therefore the implementation of a nomination committee will
not be a gesture only, but a tangible
structure for facilitating good corporate governance.

Relationship between
remuneration committee and
discretionary bonus
The new rules require a remuneration
committee comprised of a majority of
INEDs and chaired by an INED. Of the
HSCI companies, essentially all have
remuneration committees, but only
68% have positioned
an INED as the chair of
Percentage of companies having nomination committee by industry sector
the remuneration committee.
Logically it would
draw an inverse connection between lack of
INED as a remuneration
committee chair and
the size of the remuneration packages of executive directors. While
this seems to hold true
for committees with
INED as remuneration
chair, the opposite does
not seem to be a clear trend.
23%; telecommunications: 50%;
committees.
Only 32% of companies disclosed
utility: 53%). Financial companies
The key role of such committee is
lump sum remuneration expenditure
had the highest percent of nominato help the board recruit and nomiand did not breakdown the compotion committees at 74%. Even if the
nate suitable director candidates so
nents of director remuneration. The
director’s turnover rate remains low in
given the increasing prominence of
telecommunications sector is the
future years, the new code provision
responsibilities placed upon directors;
most transparent, with all companies
requires nomination committees to
it is not surprising that SEHK would
disclosing the remuneration compodemonstrate its governance responlike to stress the importance of a
nents. Telco’s had the highest percent
sibility to review the structure, size
structured and thoughtful candidate
of remuneration committees chaired
and composition of the board at least
selection process. The study found
by INEDs (88%). The average maximum bonus granted as a percent of
Is the chairman an INED?
salary for Telco’s falls below the average for HSCI companies.
The study shows that for the upper third of sectors with high rates of
INEDs as chairs, the maximum bonus
as a percent of salary does not exceed the HSCI average. One potential
caveat may be the energy sector. Although the energy sector appears to
have granted the most modest bonus
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percentage, in fact over half of energy
companies did not actually report the
remuneration package breakdown.
Utilities had the second lowest
percentage of remuneration committees with INEDs as chair (63%) but
the maximum bonus percent of salary falls below the HSCI average. The
sectors to provide the highest bonus
as a percent of salary were properties
& construction and consumer goods.
Yet they fell towards
the middle of the road
when it comes to having an INED chair of the
remuneration committee.

“It must also be inherent in
individuals that possess the
right skills, have access to
relevant information and the
capacity to ask hard questions
without the fear of being
removed”

We are an integrated part of Grant
Thornton China, forming a network
of 17 offices with access to over 120
partners and 2,400 professionals.
These offices are strategically aligned
and offering a full range of audit, tax
and advisory services to privately held
businesses and listed companies of all
sizes seamlessly across the mainland
China and Hong Kong markets.
Grant Thornton is one of the

The maximum bonus a percentage of salary in 2010 - HSCI INEDs

Looking ahead
Ongoing reports of corporate scandals highlight the urgent need
Remarks: Discretionary bonus is generally defined as cash incentives. It does not include long term incentives such as stock options. Basic salary excluded pension benefits.
for greater transparency
among businesses. At
the heart of the matter,
world’s leading organisations of incompliance gaps to reflect the upgood corporate governance cannot
dependent assurance, tax and advigrades of code provisions to rules or
be created through legislation alone.
sory firms. These firms help dynamic
recommended best practices to code
It must also be inherent in individuals
organisations unlock their potential
previsions. At the same time, the govthat possess the right skills, have acfor growth by providing meaningful,
ernment and regulators should concess to relevant information and the
actionable advice through a broad
tinue to mandate greater indepencapacity to ask hard questions withrange of services. Proactive teams,
dence on company boards to move
out the fear of being removed.
led by approachable partners in these
away from inter-relationships and
With most listing rule amendfirms, use insights, experience and
bring about greater transparency
ments in effect since the beginning of
instinct to solve complex issues for
Grant Thornton Hong Kong Limthis year, listed companies and their
privately owned, publicly listed and
ited is a member firm of Grant Thornboard of directors should devise a
public sector clients. Over 31,000
ton International in Hong Kong.
prioritised action plan to identify any
Grant Thornton people,
Disclosure rate of average maximum bonus categorised by industry sector under each Hang Seng Index
across 100 countries,
are focused on making
a difference to clients,
colleagues and the
communities in which
we live and work. n
Co-authors: Eugene Ha
(Partner, Advisory) & Jennifer Chen (Senior manager,
Advisory)
For more information visit
www.grantthornton.cn
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Keynote Speech March 8, 2012 – Hong Kong

AIMA Policy and
Regulatory Forum
“Open dialogue between
the regulator and the
regulated would help
the industry develop in
a healthy manner, and
provide reference points
for us as we write rules to
regulate the industry and
the market”

W

e have just heard from a panel
of distinguished speakers sharing their insights into policy
and regulatory issues in the alternative
investment space. Quite rightly, much of
your discussion today will focus on the
“what” and “how” questions, dissecting the rules and regulations that are
being put in place, and contemplating
compliance solutions. These are no doubt
important questions, not least because
many of the new rules will have a major
impact on the way you do business, and
your bottom line.
Since we do not often have such a
large gathering of regulators and hedge
fund professionals all in one room, I
thought it would be useful for me to take
a step back from the more technical issues, and use this occasion to share with
you the regulators’ thinking, and explore
how the hedge fund industry could work
more closely with the regulators. It has
always been my belief that a frank, open
dialogue between the regulator and the
regulated would help the industry develop in a healthy manner, and provide

reference points for us as we write rules
to regulate the industry and the market.
Many of you here today have picked
Hong Kong as your base. You therefore
have a stake, as much as we do, in maintaining the Hong Kong market’s integrity,
depth and vibrancy.
In the last three years we have seen
a strong inflow of firms, among them
hedge funds and other alternative managers, eager to tap the opportunities that
open up as mainland China continues to
liberalise the use of its currency and allow liquidity to leave its border. To capture
those opportunities, our market must offer not just choice and talent but also
proper investor and systemic protection.
I will also share with you my thoughts on
why some of the recent reform developments will help in these areas.
The current hedge fund
regulatory regime
First, let’s clarify the facts. While across the
global markets there has been a slew of
new legislation and rules since the 2008
financial crisis aimed at bringing hedge
fund managers under the oversight of
regulators, we in Hong Kong have always
regulated hedge fund managers who operate in our market. Whether you manage assets for institutional clients or you
offer your products to the public, without
exception you are required to be licensed
with, and supervised by, the SFC.
Our rules and regulations are clear,
transparent and consistently applied. We
do not wish your compliance costs to be
higher than they need to be. Our statutory functions are to protect investors
and maintain market integrity. As you will
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have seen from the proceedings 2
we brought in the Hong Kong courts
against Tiger Asia Management LLC, a
New York-based asset management company, we will deploy every tool we have
under the law to combat market manipulation and insider dealing. We also require
our licensed asset managers to adhere to
a Code of Conduct, under which they
must act prudently and professionally,
avoid and manage conflicts of interests,
adhere to stringent internal controls, and
put the interests of their investors first.
I believe we have got the balance
of hedge fund regulation about right.
In the last two decades, Hong Kong has
become an important hedge fund hub in
the Asia Pacific region. Our latest hedge
fund manager survey showed that hedge
fund assets under management or advice
in Hong Kong reached US$63.2 billion
as at 30 September 2010, an increase of
14% from the previous survey in March
2009. The number of licensed hedge
fund firms has risen significantly too, by
about 83% since 2007.
But events that unfolded during
the 2008 financial crisis told regulators
around the world that a firm-focused regulatory regime that looks only at prudential and conduct issues of each firm is not
sufficient. Because some firms are very
big, and because they could be seriously
connected financially, regulators need to
see the whole jigsaw piece to understand
the systemic implications of this connectedness, and devise tools and processes to
manage the risks both locally and globally. In other words, apart from prudential
and conduct issues, the regulators need
to monitor financial stability and systemic

risk as well. Although Hong Kong weathered the crisis relatively well, the lessons
learnt are no less relevant for us because
our market and its players are global.
Systemic concerns
Even though no hedge fund has been
designated by the Financial Stability Board
(FSB) and the Basel Committee on Banking Supervision (Basel) as a global systemically important financial institution
(Global SIFI), the hedge fund industry is
increasingly attracting regulators’ attention. The industry has metamorphosed
from a collection of boutique, specialist
firms into a matrix having within it some
very large players. The largest manager
now has over USD70 billion under its
management. In addition to their size,
there is also the prospect of substantial
connectivity between hedge funds and
the major players in the financial industry: prime brokers, banks, securities lenders and other counterparties who write
or trade derivatives with hedge funds. In
times of extreme market stress, if a big
hedge fund were to fail, that could bring
down the whole network.
Exactly how connected a big hedge
fund is in the system and how it could
affect the market are anyone’s guess. To
regulators, this is the missing piece in the
jigsaw. There is no reliable data on hedge
funds’ exact size, the level of leverage
that they employ, the volume of derivative transactions that they are involved in
and their counterparties, etc. The lack of
reliable information on such a crucial and
highly interconnected segment of the
market is inhibiting regulators’ ability to
chart the nexuses that link up the financial world, thus making it difficult to assess impact and map out contingencies.
We have been in a similar situation
before. In the run up to the 2008 financial
crisis, pundits applauded the alchemy of
securitisation and other financial innovation. They believed these would disperse
risk away from the centre of the financial
system, thus making it more robust. This
turned out to be illusionary. Much of the
risk continued to reside within the hand-

Alexa Lam: In times of extreme market
stress, if a big hedge fund were to fail, that
could bring down the whole network.

ful of institutions that were “too big to
fail”. A few factors prevented regulators
from gaining a true and accurate understanding of the situation. The risk slicingand-dicing was so convoluted 3 that
those in charge of risk monitoring could
not see the whole picture. In hindsight,
we now know that there was one crucial
regulatory blind spot – AIG. The insurer
accumulated huge potential liabilities that
went unnoticed and in the end it had to
be bailed out by the US government. As
you can imagine, governments and regulators are keen to avoid a repeat of this.
The way forward therefore is to seek domestic and global solutions to aggregate
and share information, minimize systemic
risks, strengthen macro-prudential regulation and international co-operation.
Reforms seeking more information
for the regulators
Post 2008 financial crisis, the International Organization of Securities Commission (IOSCO) formed a task force on
unregulated financial entities to examine
the systemic risk posed by hedge funds to
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capital markets and the adequacy of current regulations. We participated in that
group. IOSCO ultimately decided that its
member jurisdictions should carry out a
co-ordinated IOSCO hedge fund survey
to collect important data to identify systemic risk and weakness.
Conducting and publishing regular
surveys on our hedge fund managers has
been a regulatory tool that we adopted as
early as 2006 to improve the transparency
of our hedge fund industry. In our surveys
we asked for information concerning
background of manager, size of asset under management, source of funds, geographical breakdown of investments, etc.
The IOSCO task force developed a
survey template which adopted parameters broadly similar to those used in the
SFC hedge fund manager survey, but
goes further to seek from hedge funds
with larger AUM more granular information on trading, clearing, leverage and
exposures. In September 2010, in parallel
with other IOSCO member jurisdictions,
we conducted the first IOSCO co-ordinated survey. Not every jurisdiction was able
to require all their hedge fund managers to complete the survey questionnaire
and thus the aggregate data was not as
complete as we would have liked, but the
exercise overall was useful. We are now
revising the survey template to take in lessons learned in the first survey to improve
its comparability. The next survey will be
conducted in September 2012. We hope
that you will all participate.
Other financial reforms that may
impact the hedge fund industry
While in the hedge fund space, our focus
has been to improve the quality of information collected, other financial reforms
will also have an impact on hedge fund
operations. These include international
efforts spearheaded by G20 leaders and
co-ordinated by FSB on regulation of
shadow banking, Global SIFI, over-thecounter (OTC) derivative trades, and IOSCO’s initiative on increasing transparency
of short selling activities.
Of course, not every jurisdiction has
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the same imperative for financial reform,
or the same set of issues. However, we
believe that it is important that the Hong
Kong market embrace international standards. Many of our market participants
are members of international groups.
Their services, trades and assets are integral parts of a global business. The Hong
Kong regulatory piece, therefore, needs
to broadly synchronize with those of other markets.
We believe that the standards set
should be well thought through and
reasonable. For this reason, we actively
participate in international forums, at
FSB, IOSCO task forces and workgroups,
and in bilateral engagements with regulators of major markets – in the US, EU
and Asia, to make sure that Hong Kong’s
views are taken into account. 4
(i) Central clearing of standardized
OTC derivative contracts
As you know, the G20/FSB has made
firm commitments on central clearing and
reporting of OTC derivatives. The idea
behind this is the desire to avert another
AIG-like incident. We consulted the market in October 2011 on a proposal to require, initially, certain interest rate swaps
and non deliverable forwards that have
a Hong Kong connection to be cleared
through qualified central counterparties. In
addition, we require these trades, whether
or not centrally cleared, to be reported
to a Hong Kong trade repository. We are
now preparing legislation and rules for
this proposal. Our objective is to improve
overall transparency in the OTC derivatives
market, protect the market against abuse,
reduce counterparty risks and ultimately,
enable regulators to better assess, mitigate
and manage systemic risks.
Of course, there will be an extra compliance cost here in OTC trades going forward, but the good thing is, the different
jurisdictions involved are working hard to
ensure a broad uniformity of regimes to
avoid regulatory arbitrage. We have been
working with the Hong Kong Monetary
Authority (HKMA) and different parts of
the market on these proposals. I would

“The aim is to recommend a
set of margin requirements
to be adopted across
different markets for
bilateral trades that are
not centrally cleared”

encourage you to continue to provide
your views and suggestions as we move
into the legislative stage.
(ii) Short selling reporting
Another area that is highly relevant to
the hedge fund industry is the regulation
of short selling, a strategy that many of
you employ. Many jurisdictions banned
short selling during the financial crisis in
the hope of ensuring the stability of their
markets and protecting their systemically important financial institutions. Such
measures probably caused disruptions to
the operations of some of you.
Here in Hong Kong, we recognised
the role that short selling could potentially play in enhancing market liquidity and
efficiency. Our assessment at the time
was that the short selling regime that we
put in place after the Asian financial crisis
would continue to be effective and the
tools that we gave ourselves were sufficient. As a result, we held our ground and
avoided overreaction.
In 2009 we commenced a review on
ways to enhance transparency of short
selling information to give regulators a
fuller picture of short selling activities. The
key measure that we are introducing is to
require the reporting, weekly at the close
of market, of a net short position when it
reaches 0.02 % of the issued share capital of certain listed companies, or HK$30
million in value, whichever is lower. The
new rules are now going through the
legislative stage, and we expect that they
will be implemented this summer. This is
part of an international drive. Other markets have implemented similar reporting
requirements with different thresholds some higher, others lower.
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(iii) Regulatory reforms that are in
gestation
Other regulatory initiatives that affect the rest of the financial sector, such
as those relating to banks’ relationships
with hedge funds and the capital charge
on transactions with hedge funds, will
also have some impact on the industry.
I co-chair, together with a representative
of the US Federal Reserve Board, an international working group on the margin
requirements for non-centrally cleared
derivatives under the auspices of Basel
and IOSCO. The aim is to recommend
a set of margin requirements to be adopted across different markets for bilateral trades that are not centrally cleared.
Hedge funds, being users of novel financial instruments, would no doubt be affected. Our working group is tasked to
issue a 5 consultation paper in June this
year. I hope that the industry will actively
participate in the deliberation process, to
ensure that our proposals are effective
and practical.
Hedge fund transparency
The hedge fund industry has a strong
track record of responding to changing
market conditions, including regulatory
demands. There is, however, one particular area that I would urge you to do more,
and that is transparency.
I understand that many of you have
reservations over publicity. After all,
hedge fund products are sold to a limited
circle of investors. The hedge fund is not
systemically important. However, we are
seeing a gradual expansion of the hedge
funds’ investor base, from the super rich
and endowments to pension funds and
funds of funds. Whether you like it or
not, the high profile successes, or failures
of hedge funds and their star managers reported in the media have forever
changed the way the public looks at this
sector. The days of quietly trading and
making money in your garage away from
the prying eye of the public are gone.
They went, if not before then certainly
when the public learned of fraud scandals

like Madoff, and insider dealing sentences like the 11-year prison term handed
down to Galleon’s Raj Rajaratnam. Some
hedge fund managers tell me that greater
transparency could reveal their trading
strategies or proprietary technologies,
or could expose them to populist or political backlash. But these issues are not
confined to hedge funds. Players from
other financial and non-financial industries face, and successfully manage, such
challenges.
More communication fosters trust.
Investors who hand over their money
would understandably want to know
more about how it is used and safeguarded, and that their hedge fund managers
are completely upfront with them.
And it is not just investors. We would
like you to be actively engaged with regulators as well. The regulatory landscape
of the financial industry is undergoing
seismic shifts. The ultimate goals of the
reforms are clear and have been agreed
by world leaders. But how we get there
is still being mapped out. We hope to
find the most practical solution, one that
would deliver results with the least disruption to the industry. To that end, we
need your ideas. AIMA has been willing
to engage with us in our policy deliberations and reform proposals. For this we
are very appreciative. We would like each
of you to know that our doors are always
open and that we would benefit from the
opportunity of hearing your views whether on the global economy, market trends,
or our regulatory proposals.
Opportunities for hedge funds
managers in Hong Kong
I have been talking quite a bit about
regulation and how the industry should
respond to it. Before I wrap up, I would
like to spend a few minutes to look ahead
at the opportunities that are available to
the industry in Hong Kong.
While current investments in mainland China represents just over one-tenth
of the hedge fund assets managed in
Hong Kong, I trust that many of you who
are based here have in mind opportuni-

“I understand that some
of you are active, and
have done well, in nonperforming assets in the
Mainland. You all chose
to set up here for good
reasons. Being close to the
Mainland is one of them”
ties arising from the liberalisation of the
RMB and gradual opening of the Mainland’s capital market.
Hong Kong is of course best placed
to capture these opportunities. I need
not repeat here the well rehearsed arguments in Hong Kong’s favour – like the
rule of law, pool of talents, world class
infrastructure, etc. Let me, instead, explain it in real commercial terms. Hong
Kong is the Mainland’s offshore international market that could access the rest
of the world for the Mainland while the
Mainland is not ready to do so itself. The
Mainland therefore has a strategic interest in Hong Kong’s continued development as an international financial centre.
Once we understand this relationship, we
can quickly see why Hong Kong enjoys
clear and distinct advantages in the development of RMB business outside the
Mainland, and why we are given special
opportunities to access the Mainland
market and its liquidity
Hong Kong already provides the best
window for taking part in the Mainland’s
growth. Almost all the Mainland’s major
enterprises are listed in Hong Kong. We
have a vibrant offshore RMB market, with
the largest pool of RMB liquidity outside
the Mainland. In 2011, the RMB bond
market in Hong Kong recorded a yearon-year growth of 200%, adding about
80 issuers and more than RMB100 billion worth of RMB bonds. This is the only
place outside the Mainland where the
Chinese Ministry of Finance has issued
bonds – first in 2009 and thereafter on a
regular basis.
These opportunities represent only a
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small slice of the cake: RMB is still a relatively novel class of investment for overseas investors. Because the Mainland’s
capital account is still closed, most Mainland investment opportunities remain off
limits to outside investors. It has been reported that currently only about 0.8% of
the Mainland’s equity and bond markets
combined is held in foreign hands. These
restrictions create a niche for those who
are resourceful yet nimble enough to navigate the many hurdles to get a piece of
the action. Hedge funds and alternative
investment managers may well be able to
tick the boxes.
We are all aware of the Mainland
government’s concern over the flow
of speculative money and their belief,
which in fact is becoming more widely
shared among governments around the
world, that finance exists to serve the
real economy. Some of you may well
wonder if hedge funds would not be
seen favourably.
In my view, this does not necessarily
have to be the case. Although many have
stressed the speculative and destabilising
nature of hedge funds, there are hedge
funds and alternative investment managers with a strong record of successful
long term investment. They acquired and
turned around distressed assets in different corners of the world and, in the
process, made handsome profits. I understand that some of you are active, and
have done well, in non-performing assets
in the Mainland. You all chose to set up
here for good reasons. Being close to the
Mainland is one of them.
Conclusion
Let me now end on this positive note. The
global trend towards more regulation on
hedge funds and alternative investments
is irreversible. I would like to enlist your
help to make the new regime work better for everyone. The hedge fund industry
is about talent and creativity. I hope that
you will apply these skills to building better transparency regarding yourselves and
your business. For those of you who do
so, the prospects are bright. n
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Securities and Futures Commission Hong Kong:

Enforcement approach
“Take any pride in our
legal system when it
allows government
agencies to penalise
people for offences
before proving these
offences”

I

n a rather odd article in the SCMP
just yesterday, the writer was talking about our IPO sponsors consultation and said that “Alder should
continue what my predecessor Martin
Wheatley started. A good measure of
his success will be how unpopular he
can make himself at the Hong Kong
Club”. Well, I would just like to say
that social exclusion anywhere is not
a personal goal and for that reason a
warm welcome at the FCC would be
hugely appreciated!
Turning to business, we have
recently had a fair amount of media coverage of our proposals for
IPO sponsors – including some eyecatching headlines with combinations
of words that seem to have become
popular worldwide – “bankers” and
“jail” being the most common pairing. I expect that some of you would
like me to speak more about this,
which I will later on.
But first I want to come back to
Hong Kong and speak about enforcement, which I know is a subject of interest to many.
SFC’s enforcement approach
Many have characterised the Securi-

it protects investors in a
market when most of the
listings are China based
firms”. I am afraid that it
is obvious that no regulator’s reach is the same
overseas as it is at home.
In fact, Mark Steward,
SFC’s head of enforcement, pointed out in yesterday’s Financial Times
that Hong Kong’s attraction for companies and
investors located elsewhere “gives rise to a
significant enforcement
and jurisdictional challenge” and that “this is
a problem most other jurisdictions do not have to
Ashley Alder: We must give priority to deterrent sanctions – the same degree”. This
is why our co-operative
especially criminal sanctions.
arrangements with overseas regulators are more vital for us
ties and Futures Commission (SFC)
than virtually any other place.
as an organisation which is an invesIn fact the SFC’s approach to entigator, a prosecutor, jury and judge
forcement and market misconduct
all rolled into one. In an article about
has been pretty consistent in recent
the well-known Tiger Asia case it was
years. We use – and are obliged to use
said that we cannot “take any pride in
– the full range of remedies and sancour legal system when it allows govtions available to us to tackle wrongernment agencies to penalise people
doing that affects market confidence
for offences before proving these ofand integrity.
fences”. If true that result would be
This means we will pursue both
appalling. But of course it isn’t true.
criminal and civil remedies either
The same article noted that the
separately or in tandem. We must
Court of Appeal had said that “in the
give priority to deterrent sanctions –
present [Tiger Asia] case the alleged
especially criminal sanctions – but we
contraveners are outside the jurisdicwill also address the consequences of
tion and criminal prosecution may be
misconduct through remedial orders
difficult or impossible”. The writer
whenever we are able to do so. Remesaid that he would like to see the
dial orders are basically about putting
“SFC parrot these words when saying
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an end to continuing misconduct and
providing redress to investors.
Insider dealing and market manipulation have been characterised in
legislation as criminal offences, and as
such they represent conduct which is
not merely a breach of regulation, but
conduct that the community deems
falls far short of acceptable standards.
As a result, there is a legitimate
public expectation that serious market crimes and other misconduct are
tackled energetically and effectively.
There is no doubt that securities regulators who are not active in enforcing
the laws under their wing are falling down on their job and ultimately
serve to encourage illegal behaviour,
thereby harming investors and the
overall quality of the market.
However, the forensic challenges
in establishing criminal market misconduct are formidable. Hong Kong
has therefore established a Market
Misconduct Tribunal (MMT as an alternative to prosecution. The MMT is
an independent tribunal chaired by a
High Court judge which is able to impose deterrent or deterrent-like orders
on offenders on the basis of the civil
standard of proof. The test is a balance of probabilities rather than the
“beyond reasonable doubt” test in
criminal cases. MMT sanctions include
disgorgement of profits, excluding offenders for participating in the markets and directors’ disqualifications.
For many years, proceedings in the
MMT and its predecessor – the Insider
Dealing Tribunal – were commenced
by the Financial Secretary and prosecuted by the Department of Justice
following referral by the SFC. The
Government and Legco have recently
decided that the SFC can bring cases
directly to the MMT without first referring the case to the Financial Secretary. This is an important development. While the SFC has always been
able to bring criminal proceedings in
relation to market misconduct, MMT
cases can now be pursued by the SFC

“While the SFC has
always been able to bring
criminal proceedings
in relation to market
misconduct, MMT cases
can now be pursued by
the SFC in the same way”
in the same way. This should among
other things lead to a faster and more
efficient process.
Importantly, there is a statutory
double jeopardy rule which protects
anyone from being subject to both
criminal and MMT proceedings in relation to the same matter. This reinforces the function of MMT proceedings
as a penal and deterrent alternative
to criminal proceedings when criminal
proceedings cannot be brought.
There are however two other ways
in which the SFC is able to tackle market misconduct, which were included
in the law as additions to the MMT
and criminal courts to serve different
purposes.
The first is to enable the SFC to
seek “remedial” orders to cure the
consequences of wrongdoing through
proceedings under section 213 of the
Securities and Futures Ordinance (SFO).
This is the Tiger Asia case. The second
is our disciplinary process for brokers
and other licensed intermediaries. I will
talk more about this in a moment.
But first, I know that you love – or
sometimes love to hate – statistics.
Tackling market misconduct
Since 2007, there have been 32
charges of insider dealing which have
led to convictions against 12 defendants and over 170 market manipulation convictions. This means that in
the past five years the SFC has secured
more than two-thirds of the total
number of market misconduct convictions recorded since 1989, when the
SFC was set up.
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These cases include the conviction
of former investment banker Du Jun
who was jailed for seven years. He has
recently appealed his conviction and
sentence and we are awaiting a decision by the Court of Appeal in his case.
A further eight people have been
found to have engaged in insider
dealing by the MMT.
So in total, 20 people have been
found to have contravened Hong
Kong’s insider dealing laws either
through the criminal process or by
the MMT.
In each of these cases, the decision has been made by an independent court or tribunal based on the
presentation of evidence which can
be contested by the defendant. In
fact, the MMT operates a full inquisitorial approach – including the ability
to call for new evidence and to widen
the scope of its enquiries.
Further cases are currently pending in the criminal courts and the
MMT, including the adjourned criminal trial of a former senior executive
at CITIC Pacific, who is charged with
insider dealing in relation to allegations that he sold his CITIC Pacific
shares ahead of the announcement
of the company’s foreign exchange
losses in 2008.
Yesterday the MMT was hearing
submissions in relation to potential
orders that it might make against a
US-based fund manager with Fidelity,
who has been found by the MMT to
have contravened Hong Kong’s insider
dealing laws, and another MMT hearing is starting today. You may have
seen today’s news that a case is now
before the MMT involving alleged insider dealing in shares in China Huiyuan Juice before a bid by Coca Cola
was made public.
So all in all we are pretty active.
Section 213
I would now like to explain the SFC’s
use of section 213, which has attracted a lot of attention as a result of the
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Tiger Asia case and seems on the face
of it to have taken some in the legal
profession by surprise.
I am surprised that they were surprised. I have to say that when I was in
private practice most lawyers I knew
who were familiar with this area did
not believe that it was at all unusual.
This is because the whole purpose
of section 213 is to provide an additional way of addressing the consequences of insider dealing and market
manipulation. This was expressly set
out in the Government’s Consultation
Paper for the new SFO in 2000, and
the proposal drew no surprise or reaction from the financial industry or the
legal profession at the time.
In the on-going Tiger Asia case,
the Court of Appeal recently held
unanimously that the Court had full
jurisdiction to make final orders under
section 213 describing the provision
as,”…… much needed ammunition
to the Commission to protect investors…...”.
The Court of Final Appeal has
granted leave to the Tiger Asia parties to appeal but in the meantime
the Court of Appeal’s decision states
the current position under Hong
Kong law.
Section 213 is an important adjunct to our ability to protect investors. These are few of the things the
court can do:
first, transactions which contravene the law can be reversed so that
people who have been innocently
harmed might be restored to the
same position they were in before the
misconduct occurred;
• second, injunctions restraining
continuing misconduct can be ordered;
• third, money that might be used
to pay fines or meet claims for loss or
damage can be frozen; and
• fourth, compensation for loss or
damage from those who contravene
the law can be awarded to victims.
The SFC is not overreaching in in-

“The criminal courts –
has a unique function in
providing remedies for
investors and that is why it
does not exclude criminal
or MMT proceedings for the
same conduct, which are
punitive in nature”
voking these powers. These are the
orders that section 213 says the SFC is
able to seek from the Civil Court, and
that the Court must first decide that
the law has been contravened on evidence and after a full hearing, as occurs in all other courts and tribunals.
The Court does not proceed on the
SFC’s “say so” and it is extraordinary
to think that it might. The other important point is that section 213 – as
distinct from the MMT or the criminal
courts – has a unique function in providing remedies for investors and that
is why it does not exclude criminal or
MMT proceedings for the same conduct, which are punitive in nature.
The Hontex case
An example of what might be achieved
for investor protection under section
213 is shortly to be looked at by the
courts with the long awaited trial in
the Hontex case scheduled to start in
two weeks.
In April 2010, we took action under section 213 to prevent the dissipation of almost $1 billion raised by
Hontex in its IPO. We alleged false
and misleading statements in the prospectus and sought freezing orders to
allow the eventual return of money to
affected investors.
The case is a challenging one because nearly all key elements are outside Hong Kong. First, the company
is incorporated in the Cayman Islands
with no presence in Hong Kong, and
any return of subscribed capital to
investors must involve a reduction of
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capital that complies with Cayman Island law. Second, the directors all live
outside Hong Kong. Third, the company’s business was wholly outside
Hong Kong which means all the evidence must be sourced from outside
Hong Kong.
On the other hand, most of the
investors were retail investors in Hong
Kong and the company’s responsibilities to ensure its prospectus was correct are ones that exist under Hong
Kong law. The case is a significant
test not only of whether section 213
is able to
operate as intended – but also of
whether the existing provisions in the
law which deal with false or misleading statements in our market actually
work properly.
The SFC is currently taking action
against 22 defendants in ongoing section 213 proceedings in which insider
dealing allegations have been made.
All of these cases are an expression
of our focus on mitigating investor
losses through remedial measures ordered by the court.
SFC’s powers
Coming back to those who believe
that the SFC has unbounded powers
to do what it likes in enforcement cases, the fact is that in every action, the
SFC is required to prove its case before
independent judges where the SFC
bears the burden and the evidence is
scrutinized by all those affected. And
the same goes for the MMT.
It is also important to understand
that in disciplinary proceedings under
our licensing system for brokers, asset managers and the like, our decision is not operative or final unless
and until those involved have had the
chance to seek a review by the Securities and Futures Appeals Tribunal. This
is another decision maker which is
entirely independent of the SFC. The
tribunal is able to conduct a full merit
review of cases and is part of a single
disciplinary process. For this reason no

announcement is made until either
there is no appeal or until an appeal
is decided.
The bottom line is that we regard
hard, rigorous testing of our cases in
the public eye by independent courts
and tribunals to be of fundamental
importance to the integrity of the
regulatory framework in Hong Kong.
This scrutiny is vital to ensure that all
involved are treated fairly, including
the regulator, the regulated, and the
investing public.
Regulation of sponsors
I would now like to move onto IPO
sponsors.
We published a Consultation Paper on this subject about two weeks
ago. Given the extensive press coverage, I am sure many of you are familiar with the proposals and therefore I
am not going to go through them in
great detail now.
Our proposals
Even before we published the Consultation Paper, the headlines were already focused on whether we would
see bankers exchanging their suits for
the less attractive clothing issued by
the Correctional Services Department.
Understandably, criminal liability
attracts headlines. As one journalist
told me, this is the interesting bit to
focus on to get a story on or near the
front page, and that is perfectly understandable. You don’t really want to
write about the boring bits. However,
and as you might expect, the vast majority of the paper is not about legal
liability. It concerns instead the standards of investment banking work
under our Code of Conduct which is
just as important as those parts dealing with liability.
So I hate to disappoint you: we are
not on a mission to put bankers in jail.
What we want to do instead is to
improve the quality of due diligence
done by sponsor firms – basically that
they apply a rigorous “know your cli-

“They should review the
results of the due diligence
carried out by others and
ensure that the results
are reflected in disclosure
in the prospectus or in
additional work”
ent” approach to companies aspiring to do an IPO. Our objective is to
change behaviour to provide greater
assurance that prospectuses provide
quality information that allows investors to make informed decisions. If
we succeed in this aim we will also
succeed in another goal: that we will
not have to resort to enforcement
action.
Many have asked why this focus
on IPO sponsors. The simple answer
is that confidence in the information
given to the market in an IPO flows
from confidence in those who have
a pivotal role in selecting companies
to list, marketing shares directly to
institutional investors and in ensuring
the accuracy, completeness and relevance of the information disclosed
to the public. The sponsors have this
pivotal role. But that is not to say
that others are not important. Advisors such as lawyers and accountants
are crucial and, above all, the directors know most about a company.
However, we expect the sponsors to
test the information they are given by
the directors and senior management
and in many cases to collate information from other sources to establish a
complete picture.
The proposals were strongly influenced by the deficiencies we have
seen in some sponsor work over the
past few years. Let me stress that
some of this work has been performed
to high standards, but unfortunately
there is no consistency – even within
one bank. In essence, our concerns relate to sponsors not devoting enough
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resources to an IPO and, as a result,
overtrading. This includes not assigning the right individuals to a deal at
the right time and a lack of senior
management involvement to ensure
proper deal planning and execution.
In brief there are three key proposals
relating to sponsor work:
First, they should complete the
majority of their due diligence on the
company before submitting an advanced draft prospectus to the Stock
Exchange. Sponsors should kick the
tires hard – all four of them – before
submitting an application for listing
approval. This ensures that issues
are identified and addressed and the
draft prospectus is sufficiently complete to allow the formal listing process to be far more reliable and efficient. We also propose that the draft
of the prospectus submitted with the
listing application is published on the
Stock Exchange website. This public
exposure is designed to enhance the
quality of the work done to produce
this draft.
Second, sponsors are responsible
for due diligence whether they carry
it out directly or seek assistance from
others. They should review the results
of the due diligence carried out by
others and ensure that the results are
reflected in disclosure in the prospectus or in additional work.
Third, sponsors cannot just place
blind reliance on experts such as accountants and valuers whose reports
are included in the prospectus. For
example the sponsor needs to review the draft financial statements
produced by the auditors, and assess
whether they are consistent with all
the other information the sponsor
knows about the listing applicant.
This does not mean that sponsors
should repeat work done by auditors
on the underlying accounting records,
or “audit the auditors”. That would
be absurd. But it does mean having a
good look at the financial statements
resulting from the audit work and en-
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suring that they are consistent with
the sponsors own detailed understanding of the company’s business
model and market.
Legal liability
Now, the part which gets a lot of
people excited: legal liability.
There are in fact differing views
as to whether sponsors are already
subject to civil and criminal liability under the Companies Ordinance.
Many lawyers are of the view that
they are already covered – but unfortunately this is not explicit. What
we are now consulting on is whether
or not it should be made clear in the
Companies Ordinance that sponsor
firms – that is firms as distinct from
individuals – should be subject to
civil and criminal liability for untrue
statements in prospectuses. Lack of
clarity is not the right outcome for
anyone involved.
I should also say that it is absolutely clear that a criminal prosecution should only be pursued in serious cases reflecting a community
expectation about conduct meriting
criminal punishment. And as a starting point there must be an untrue
statement in the prospectus about
something significant. This is not to
do with the standard of a sponsor’s
work falling short where there is no
major problem with the prospectus.
This would potentially be a licensing
issue but has nothing to do with legal liability. As the law now stands,
liability is about a lack of belief that
an important representation in a prospectus is in fact true.
I should also say that coverage of
the criminal topic has obscured the
need for clarity about civil liability,
which would provide investors with
the potential to seek redress directly.
Although our civil litigation system
can be off putting – in part because
of expense – we think that clarity
about the availability of both civil
remedies and criminal liability will

“A market succeeds when it
attracts both investors and
issuers. Investors rely on
information in prospectuses
and confidence in that
information is essential
for a thriving market for
new listings”
have a further positive influence on
behaviour amongst sponsor firms.
As I said, the proposals about liability are about sponsor firms. We
are not proposing to identify individuals. I would say, however, that
if individuals actively assist in the
inclusion by anyone of untrue statements in a prospectus, and if it’s a
serious case, they could be justifiably
subject to criminal liability under the
general law.
I hope this clarifies some of the
issues now being debated about our
proposals. We have studied different
approaches in other jurisdictions and
we are very focused on the right solution for Hong Kong, recognising that
our market is in a large part about
companies from other jurisdictions
raising funds through our exchange
from overseas and local investors.
The Hontex case illustrates what can
happen when things go wrong, and
the points I made earlier about effective enforcement outside Hong Kong
means that it is vital to ensure so far
as possible that companies list here
on the basis of reliable information.
Finally, we have seen remarks
that companies would try to list on
other markets as a result of these
proposals. My view is that this is not
a real risk and that if some who can’t
match up to reasonable expectations
of competence and integrity go elsewhere that is no bad thing. A market
succeeds when it attracts both investors and issuers. Investors rely on information in prospectuses and confi-
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dence in that information is essential
for a thriving market for new listings.
Investors we have talked to, both big
and small, have rammed this point
home loud and clear. They tell us that
confidence in information is directly
correlated with their willingness to
invest and the price they pay. This
should produce a virtuous circle –
more confidence attracts more investors and quality companies will take
their disclosure obligations seriously
as the best way to connect with their
future shareholders.
At the heart of it all, the proposals are about how to assist the
market to improve the quality of our
IPOs. If we succeed in that goal, it
can be measured by how infrequently we resort to enforcement action or
criminal prosecution. Our aim is not
to prosecute but rather to encourage
behaviour which should make our
enforcement division less busy.
Our consultation period is two
months and the consultation process
is a genuine one. There are bound to
be different views and I would encourage the industry to approach us
if they wish to discuss them directly.
In closing, I should just say on a
personal note that I was aware when
joining the SFC that being a regulator
is not a popularity game: you have to
get used to well informed and not so
well informed commentary, and that
goes with the territory worldwide.
However, I would just like to make
clear that all commentary is informative and some is extremely helpful,
so I would encourage all of you here
at the FCC who work in the media
to remain engaged in financial and
regulatory issues which more than
ever have a profound effect on the
real economy. n
Speech at Foreign Correspondents’ Club,
Hong Kong
Ashley Alder
Chief Executive officer
Securities and Futures Commission
22 May 2012
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S U S TA I N A B I L I T Y

Corporate Governance
and Sustainability in Asia
“Indonesia is unique in including, as a purpose of good
governance, the environmental and societal interests of
the communities wherein
companies operate as a company responsibility”

Sustainability and responsibility are moving up the agenda for many boards
across Asia, but as they do they raise
many questions. Whose interests should
directors consider as they respond to
the growing calls to manage environmental, social and governance (ESG)
issues, what does good governance of
sustainability look like, and how should
boards respond in practice?

S

ome board members view ESG as
costly and even inappropriate. But
there are many examples where
mismanagement of environmental and
social risks can be damaging for a business, undermining financial returns.
Recent examples include ongoing food
safety scares in China, the disruption
caused by the floods in Thailand, and
the Japanese nuclear crisis.
Conversely, a proper understanding of the issues can often present opportunities for adaptable businesses
– as with Samsung’s announcement in
2011 of plans to invest KRW 23 trillion
(USD 20 billion) in energy and health
solutions reflecting “a shift in future
business concepts to the environment,
energy and health”. In general, the financial benefits of superior sustainabil-

ity management are increasingly cited
in academic literature.1
While financial return presents
one set of considerations, this is not
the only source of duties for boards
and directors. Inspection of Asian CG
codes reveals that in many jurisdictions boards hold responsibilities that
go beyond the shareholder to consider
other stakeholders (groups or systems
affected by a business’s actions) in their
decision-making. This is an increasing
component of relevant regulation.
Boards will need to enhance their
understanding of sustainability issues
to develop their responses and assign
appropriate roles to directors. Meanwhile, investors should consider how
to support this process and work out
whether they are asking the right questions to determine the performance
contribution from ESG factors.
Board duties in different jurisdictions
While the fundamental responsibilities enshrined in corporate governance
frameworks vary across the region, it is
likely that the direction will be to increase board responsibilities to broader
stakeholders. As discussed below, the
Monetary Associations of Singapore’s
proposed revised Code for Singapore is the strongest example of this.
For example the recent Harvard Business School study
The Impact of a Corporate Culture of Sustainability on
Corporate Behavior and Performance. The study found
that: “Investing $1 in the beginning of 1993 in a valueweighted (equal-weighted) portfolio of sustainable firms
would have grown to $22.6 ($14.3) by the end of 2010,
based on market prices. In contrast, investing $1 in the
beginning of 1993 in a value-weighted (equal-weighted)
portfolio of traditional firms would have grown to $15.4
($11.7) by the end of 2010.” Financial ratios such as ROA
were also significantly higher for the companies deemed
sustainable.

1
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However, recent years have also seen
a number of initiatives by stock exchanges across the region to encourage disclosure relating to sustainability
issues. Before considering exactly what
sustainability means for a business and
the steps boards can take, it is instructive to review the direction provided by
the various CG codes in the region.
Board responsibilities can be determined through assessing the purpose or
goal of a CG Code – usually in the preamble – as well as through descriptions
of responsibilities contained in the Codes
or through responsibilities conferred by
Companies Acts or Securities Acts. The
following table contains extracts from
these documents for 12 Asia-Pacific
countries and highlights for each jurisdiction whether board and director responsibilities are to the company, the shareholders or other stakeholders.
From the 12 countries in the sample, nine countries specifically focus on
company success as the primary goal
of CG. Japan defines good governance
as the creation of a “good company”,
which is tantamount to profit maximisation to its shareholders and improvement of various stakeholders’ welfare.
Yet, recognition of shareholders has
been made in the Codes’ goals by only
half of the countries in the sample. In
five countries, one of the main goals
of good governance is considered to
be preserving the rights and interests
of stakeholders. Indonesia is unique in
including, as a purpose of good governance, the environmental and societal
interests of the communities wherein
companies operate as a company responsibility.

Country

Clearest statements regarding to whom a board and directors are responsible

China

CG Code, Jan 2002, Chapter 3:
‘Directors shall faithfully, honestly and diligently perform their duties for the best interests of the company and all the shareholders... The board of
directors shall be mad accountable to shareholders
Appendix 14, Jan 2005:
An issuer should be headed by an effective board which should assume responsibility for leadership and control of the issuer and be collectively
responsible for promoting the success of the issuer by directing and supervising the issuer’s affairs. Directors should take decisions objectively in the
interests of the issuer.
Preamble of CG Code, Dec 2009:
... It is also hoped that by following good governance practices, the Indian corporate sector would be in a better position to enhance not only the
economic value of enterprise but also the value for every stakeholder who has contributed in the success of the enterprise …
CG Code, 2006
... with the purpose of:
5.1. achieving sustainable growth of the company through a management system based on the principles of transparency, accountability, responsibility,
independency and fairness...
5.4. stimulating the company awareness of social responsibilities in particular the environmental and societal interests of the communities in which a
company operates.
5.5. optimizing the value of a company for its shareholders by also taking into consideration the interests of other stakeholders...
Part IV, B.1. The mutual responsibility of the Board of Commissioners and the Board of Directors in maintaining the company’s sustainability in the long term…
1.3 proper protection of stakeholders’ interest
CG Code, Sep 2009:
The purpose of the Code is to maximize corporate value by enhancing the transparency and efficiency of corporations for the future.
The CG Code, Oct 2007 sets out six specific responsibilities that for boards to assume, “which facilitate the discharge of the board’s stewardship
responsibilities”, however, it does not specify to whom these responsibilities are owed
Revised CG Code, July 2009
It is the Board’s responsibility to foster the long-term success of the corporation, and to sustain its competitiveness and profitability in a manner
consistent with its corporate ‘objectives and the best interests of its stockholders.
Proposed CG Code, June 2011:
The Board’s role is to:
(b) establish a framework of prudent and effective controls which enables risks to be assessed and managed, including safeguarding of shareholders’
interests and the company’s assets;
(d) identify the key stakeholder groups and recognise that their perceptions affect the company’s reputation;
(e) set the company’s values and standards, and ensure that obligations to shareholders and other stakeholders are understood and met; and
(f) consider sustainability issues, e.g. environmental and social factors, as part of its strategic formulation.
CG Principles 2002: Chapter 2
1. protect shareholders’ rights and interests;
4. respect stakeholders’ rights and interests;
Subchapter 5 Article 39
Independent directors shall perform their duties … so as to protect the interest of the company and shareholders.
Principles of Good CG for Listed Companies, 2006.
Introduction: Corporate Governance as a set of structures and processes of the relationships between a company’s board of directors, its management
and its shareholders to boost the company’s competitiveness, its growth and long-term shareholder value with taking into account the interests of other
company stakeholders.
Securities Act, 2008 SECTION 89/10
…, a director and an executive shall (1) act in good faith for the best interest of the company;
Japan Corporate Governance Forum, 2001
The Principles are based on the understanding that good governance will create a good company ... A good company maximizes the profits of its
shareholders by efficiently creating value, and in the process contributes to the creation of a more prosperous society by enriching the lives of its
employees and improving the welfare of its other stakeholders.
Corporate Governance Principles and Recommendations with 2010 Amendments:
Recommendation 3.1
Companies should comply with their legal obligations and have regard to the reasonable expectations of their stakeholders.

Hong Kong

India

Indonesia

South Korea
Malaysia
Philippines

Singapore

Taiwan

Thailand

Japan

Australia

Turning to board responsibilities, in
more developed markets, it is generally
accepted that the Board’s responsibility, at the very least, is the protection
of shareholders’ assets and the generation of a reasonable return on their investments. The Asia Pacific region has

chosen to interpret Board responsibilities in a variety of ways. Although the
majority of the countries’ Codes and
Companies Laws have recognised the
Board’s accountability to their shareholders, Hong Kong and Japan still
stand out in their exclusive focus on
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the success of the issuer without giving reference to their shareholders.
Although the Japanese Code identifies
both the shareholders and stakeholders in their definition of a good company, the Board is not made accountable
to either entity. Less than half of the

S U S TA I N A B I L I T Y
countries stipulate that Boards should
at least consider the interests of other
stakeholders.
While the interpretations vary, the
direction appears to be to expand responsibilities, with the most significant
recent development occurring in Singapore. In the current Code of Singapore, the Board is accountable to its
shareholders. However, in September
2011, a public consultation was conducted to propose amendments to the
existing Code. Among the proposed
amendments are the acknowledgement of varied stakeholder groups and
the consideration of sustainability issues in strategic formulation, which include environmental and social issues.
If passed in its entirety, the Singapore
Code of Corporate Governance would
lead in the integration of sustainability
issues into corporate strategy.
In the Singapore case, as in other
countries that assign responsibilities for
broader stakeholders to Boards, limited
further guidance is given within the
Code itself. However, for listed companies, a number of stock exchanges
are issuing guidance relating to reporting and management. Bursa Malaysia’s
Guide for Directors, which is hosted at
its sustainability portal, is also a particularly good reference.
In order for Boards to discharge
their responsibilities they will have to
undertake training that specifically includes relevant environmental and social or sustainability considerations and
the management thereof. Moreover,
Boards will need to consider experience
in sustainability as part of their core
competencies and ensure that this is reflected in Board composition and in the
nomination process of Board directors.
There will be similar considerations
regarding remuneration design for key
management personnel, where compensation packages may need to be
aligned to sustainability-related KPIs.
Extra-financial KPIs would better reflect
the role of the Board in safeguarding
broader stakeholder interests. More-

S U S TA I N A B I L I T Y
“Boards will need to
consider experience in
sustainability as part of
their core competencies
and ensure that this is
reflected in Board
composition and in the
nomination process of
Board directors”

over, the inclusion of extra-financial
KPIs would potentially tie Board and
senior management performance to
longer time horizons. Sustainability factors should also be considered in risk
management given that environmental
and social issues are increasingly being
recognised as material to reputational
risk and business performance.
Likewise shareholders have a responsibility to engage with the companies they invest in. In the proposed

Code of Corporate Governance of
Singapore, engagement with companies was introduced as annexure to
the Code. Active engagement on the
side of shareholders would prompt a
longer-term vision among shareholders. Enhancing communication channels between investors and investee
companies would pave the way to
further integration of wide-ranging environmental, social, and sustainability
issues. As such, investor engagement
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is a potential avenue to encouraging
improved disclosure on sustainability.
While the Codes mention various
stakeholders and sustainability, none
of them define the terms or describe
what this means in practice.
Defining terms, assigning roles
Unfortunately there is no clear language
around sustainability and related issues and there has been a proliferation
of terms often with slightly different
meanings. This makes it hard for board
members to form a clear understanding
of the steps that need to be taken to
manage stakeholder relationships or improve sustainability standards (or community investment or CSR).
The following diagram adapted
from Marks and Spencer’s 2010 sustainability report describes their journey towards sustainability – one that
has lasted more than 30 years and is
still accelerating.
The Plan A Journey

The framework outlined by M&S provides a useful template for developing
an understanding of the broad stages
of evolution towards sustainability and
can assist boards in assessing their own
company.
Philanthropy
This is characterised as purely charitable giving and is unrelated to the
business. This is not part of sustainability, but does reflect a desire by the

Benjamin McCarron: Only 41% of the
companies covered in the ASRTM appear
to link their donations to business strategy.

company to give back to society in
some way. Frequently this is managed
through a foundation or trust that may
report to the Company Secretary or for
family linked businesses a family member, who may or may not be on the
board of the company. Sometimes it is
aligned with staff volunteering.
Corporate philanthropy is prevalent in Asia, with 85% of companies
disclosing donations of money or
staff-time according to the 2011 Asian
Sustainability RatingTM (ASRTM), a
sustainability disclosure benchmarking of 750 leading Asian companies
(ex-Japan) carried out by Responsible
Research.
Community Investment
Here a company invests in community in line with its business interests.
For example, building a hospital near
a mine that caters for employees and
the local community. Sometimes these
initiatives can be a key business driver
and help build the goodwill that allows a company to carry out its activities. Responsibility for such initiatives
can be at both board level and site

Eugenia Fabon Victorino: This is very
much about how the company makes
money rather than how it spends it.

“All responsible companies should be working
on the broad range of
issues – monitoring their
greenhouse gas emissions
and ensuring good labour
standards”

level, depending on whether there is
a framework or systematic programme
in place or ad hoc projects, and the
level of investment required.
Only 41% of the companies covered in the ASRTM appear to link their
donations to business strategy.
Corporate Responsibility
(CR or CSR)
In developed markets the term Corporate Social Responsibility (CSR) is used,
as for the M&S diagram above. However, in many emerging markets CSR
has become synonymous with community investment or philanthropy, so
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Corporate Responsibility may be a better term.
This is very much about how the
company makes money rather than
how it spends it. How strong is the
company’s health and safety policy and
performance? Is the company taking
steps to minimise greenhouse gas emissions? Is the company ensuring that
suppliers also meet ethical standards,
such as on child labour? Responsibility for implementing solutions in these
areas will be in different functional areas – facilities management, human resources – possibly with reporting duties
up to board level.
All companies have key stakeholders and issues that are material to them
where strong management avoids risks
and can maximise opportunities. For
example, in China any food safety concern can have a major effect on business performance and is a prime consideration for management. However,
CR also refers to broader parameters
than those that are financially material
in the short term. All responsible companies should be working on the broad
range of issues – monitoring their
greenhouse gas emissions and ensuring
good labour standards.
Only 26% of companies covered by
the ASRTM report on progress on ESG
indicators from one year to the next. Yet
meaningful CR is not possible without
measurement and year-on-year progress assessments. Considering greenhouse gases, only 18% of companies in
the sample disclose any statistics.
Sustainability
The best definition comes from the
Brundtland Report of 1987, which was
prepared for the United Nations: “Sustainable development is development
that meets the needs of the present without compromising the ability of future
generations to meet their own needs.”
To progress towards sustainability,
companies need to understand their entire value chain and map environmental
and social factors at each stage in the
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lifecycle of their products and services.
With this understanding, a company can
shift away from value chains that rely on
high resource use or have controversial
impacts. Given global challenges such
as impending resource scarcity and the
prospect of tightening environmental
and social standards, companies operating in more sustainable value chains
stand to gain a durable competitive advantage. Management teams that factor in these issues are also likely to have
longer term planning horizons. Such
factors may go some way to explain
the financial benefits of sustainability
as found in the Harvard Business School
study previously referenced.
Companies can only achieve this
transition through embracing sustainability in core strategic functions
including product development processes, merger and acquisition strategy
and sourcing policy and standards. It
requires a very high degree of buy-in
by the board and senior management
to drive the necessary change.
Asian companies have significant
opportunities for improvement. For instance, while 30% of companies covered by the ASRTM have at least one
target or objective in place relating to
ESG management, the vast majority of
these fall far short of the sort of objective that represents a shift to sustainable business practices. One notable
exception is Hong Kong based powergeneration company CLP Holdings. For
example, CLP has as a set of targets relating to its greenhouse gas emissions
generation intensity per unit of energy,
which it aims to reduce from 0.8kg CO2
/kWh to 0.2kg CO2 /kWh by 2050.
CLP Holdings, which operates
under the strapline “Powering Asia
Responsibly”, has been given strong
support in implementing sustainable
practices by its largest shareholder,
the Kadoorie family. The board has
appointed a Sustainability Committee
to undertake this programme, which
is chaired by the CEO and has the following function: “The Sustainability

Authors

“They will need to ensure
that they have appropriate training and that board
composition reviews include
assessment of experience
in sustainability issues and
management”
Committee is appointed by the CLP
Holdings Board of Directors to oversee
CLP’s positions and practices on issues
in relation to social, environmental and
ethical matters that affect shareholders
and other key stakeholders.”
In conclusion
Although corporate governance codes
in Asia confer varying responsibilities
on boards for the management of ESG
issues, expectations are clearly growing
in this area and in any event, ESG factors have been shown to be financially
material.
In order to appropriately manage
ESG issues, boards should honestly assess their current understanding and
position. They will need to ensure that
they have appropriate training and that
board composition reviews include
assessment of experience in sustainability issues and management. Board
committees should consider areas in
which they can support a deepening
of the understanding of sustainability, such as in nominations processes
or appropriate sustainability oriented
remuneration, or in providing support
with appropriate information and data
extraction. Boards should also consider
whether a separate sustainability committee is required and what the appropriate reporting lines should be.
Finallly, boards and investors should
expand their dialogue to include approaches to ESG management. This
will help investors ensure that their
companies are both extracting value
and avoiding risk in adopting more
sustainable practices. n
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WOMEN & LEADERSHIP

Women in business

The past 12 months have seen
women take the lead in some of
the world’s toughest economic
and political environments:
Christine Lagarde became
the first female to head the
International Monetary Fund,
Angela Merkel, the German
Chancellor, has emerged as the
key figure in solving the eurozone
sovereign debt crisis and Maria
das Gracas Foster has taken
over at Petrobras, becoming the
first woman to run one of the
world’s top five oil companies.
Women also head governments
in countries such as Argentina,
Australia, Brazil and Thailand.

I

n addition, there is a growing body of research that suggests a lack of women in senior management can be detrimental to business growth prospects, both in terms of
performance, and in the assessment of risk. Having a diversity of opinion is beneficial in the majority of decision making
processes – and certainly this is true in the business world, as
gender balanced decision making is an important ingredient
in allowing dynamic businesses to flourish.
However, our latest research from our International Business Report (IBR) indicates that the proportion of
women in senior management has barely changed since
we first started tracking this issue in 2004. Females hold
just one in five senior management roles globally. Whilst
things appear to be improving slowly in Europe, the number of women in senior management in emerging markets,
who have traditionally enjoyed more balanced representation, seem to be in decline.
The research shows the proportion of women in senior
management roles in Latin America, South-East Asia and
the BRIC economies all waning over the past few years.
Whilst in Europe, getting more women into senior management positions has been high on the political agenda for
quite some time. Governments have been vocal about addressing the imbalance and as a result businesses have been
under real scrutiny. The evidence suggests that this attention
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is starting to have some really positive
results. However, the net effect glob“Burdening businesses
ally is negligible and the worry is that
with more red tape at a
we may be reaching the point where
women are underrepresented in senior
time when global growth,
management the world over.
especially in mature
There are a myriad of cultural,
markets, remains tepid,
economic and social barriers which
may not seem the ideal
prevent women from reaching the top
jobs, but rapid urbanisation, which has
solution”
accompanied rapid economic growth
in emerging markets, could help explain why the proportion of
women in senior management
IBR 2012 - women in senior management - bottom
10
is falling away. For example,
since 1978, China has experienced the largest internal migration in human history, with
nearly 160 million people moving from the countryside into
cities; the proportion of people
living in urban areas passed
50% in 2011, and is projected
to hit 55% by 2020.
Movement into cities is putting a huge strain on traditional
family models as parents lose
the in-built childcare infrastructure which allowed children
to be raised by grandparents,
enabling women to work fulltime. This leaves ‘Westernstyle’ nuclear families which
rely on one parent looking after
the children or the prospect of
expensive childcare.
Clearly urbanisation presents opportunities for women
but the challenges it places on
high growth economies lose talent bethe family model appear to be havcause women in the burgeoning rising
ing a disproportionately large effect
middle classes opt out of the workon the ability of women to break the
force altogether.
glass ceiling and occupy senior manMoreover, the research shows that
agement roles.
women have an even tougher time
Governments and business leadreaching the C-Suite. Just 9% of busiers in emerging markets need to start
nesses globally have a female CEO,
working now to address this decline.
12% have a female COO and 13 % a
The last thing we want to see is a race
female CFO respectively. Instead, womto mediocrity where the proportion of
en are far more likely to be employed
women in senior roles in these counas head of HR (21%).
tries bottoms out and stagnates for a
Flexible working is often chamnumber of years. Or indeed that these
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pioned as an effective way of giving
women the opportunity to remain in
the workforce even after they have
children, giving them the chance to
work their way up to the C-Suite. However, analysis does not show any clear
correlation between the availability of
these practices and the proportion of
women in senior management
However, European countries,
where women have shown the most
progress over the past decade, are
amongst the most generous when it
comes to flexible working. Almost twothirds of businesses in Europe offer
such arrangements, compared to just
a third in the BRIC economies. Greater adoption of these practices might
therefore allow a greater proportion of
women in emerging markets to reach
senior positions in the future, reversing
the current decline.
The more drastic option would be
to introduce quotas. Burdening businesses with more red tape at a time
when global growth, especially in mature markets, remains tepid, may not
seem the ideal solution. But you need
only look at the example of Norway,
which has the highest representation
of females on boards in the developed
world, to see what a powerful tool quotas can be. The European Commission
is seriously considering the introduction
of a 40% quota and a number of member nations, including France, Italy and
Spain, have joined other nations including Australia, Canada and South Africa,
in starting down this road.
Quotas are far from the ideal solution but the lack of movement in
the IBR figures since 2004 supports
the view that intervention should,
at the very least, be considered. To
paraphrase the European Union’s Justice Chief Viviane Reding, I am not
a great fan of quotas but I like the
results they bring. However, we must
ensure that such quotas do not lead
to tokenism and a dilution of the very
experience and talent we want to
benefit business. n
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Changing Boardrooms

Board diversity the key to rebuilding
trust and improving governance:

Women Corporate Directors
“A growing number of
companies globally are
recognizing the need to
rebuild trust and improve
governance, and diversity is
certainly one of the means
to encourage that process”

H

eidrick & Struggles and KPMG in
Singapore announced today they
will be partnering with WomenCorporateDirectors (WCD), a global organization
of powerful women, in a bid to increase
the influence and number of women on
boards in Asia.
Co-chairs of the Singapore chapter
of Women Corporate Directors, Carolyn
Chan of Heidrick & Struggles and Ang
Fung Fung of KPMG say that greater diversity on Asian boards will help restore
trust in companies after the global financial crisis (GFC).
“A growing number of companies
globally are recognizing the need to rebuild trust and improve governance, and
diversity is certainly one of the means to
encourage that process,” Ms. Ang says.
Ms. Chan notes that the inclusion of
more women brings a broader range of
thinking and different perspectives.
“Last year in conjunction with WCD
and Boris Groysberg (Harvard), we surveyed active board directors to compare
male and female perspectives on board
effectiveness. Three points stood out –
the need to rebuild trust post-GFC, a call
for better assessment of board performance, and the need for more debate on
the most effective methods to increase

the number of women on boards,” Ms.
Chan says.
“Heidrick & Struggles is a strong
advocate of board diversity and is committed to increasing the number of qualified women candidates presented to its
clients.”
WCD global Co-chairs, Susan Schiffer
Stautberg and Henrietta Holsman Fore,
will be travelling from the United States
to Singapore to speak at the inauguration
of the local chapter on 31 March.
Ms. Stautberg is the President of PartnerCom, which creates and manages advisory boards around the world. Ms. Fore
is a Trustee of the Asia Society, Chairman
and CEO of Holsman International and
Director of Theravance, Inc.
They will be joined by a WCD traveling delegation which includes Kalpana
Raina, WCD Vice Chair for Asia, Director
of RealNetworks, Information Services
Group and John Wiley and Sons; and
Lulu Wang, Asia Society Trustee, WCD
New York Member, Chief Executive Officer, Tupelo Capital Management L.L.C.,
USA and Director of MetLife.
“The trend in corporate governance
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is to appoint the best people, rather
than best friends,” Ms. Stautberg
says. “This is a world where companies compete with everyone,
from everywhere, for everything.
Companies need experts in strategy, talent, supply chain, manufacturing and global branding.”
Ms. Fore added that companies need to be bold when contemplating board renewal and the
appointments of women directors.
“Many boards are in the process
of redesigning themselves to better deal with risk, strategy and
global competition, but more than one
woman is needed on a board to make an
impact,” Ms. Fore says. “As a matter of
fact it has been said that one woman is
the invisibility phase, two women is the
conspiracy phase and three women is
mainstream.”
Ms. Stautberg announced that the
joint WCD/Harvard Business School/
Heidrick & Struggles study, entitled
“2010 Board of Directors Survey”, is to
be expanded to include a wider range of
criteria globally, including Asia.
The 2011 survey will provide the opportunity for Singapore directors, both
male and female, to present their opinions on a number of issues and to determine how they compare and contrast
with directors from around the world.
The new study, in addition to covering gender diversity, will look at what
skill sets are currently present on boards,
including industry knowledge, compensation strategy, audit, risk, sales and
marketing, technology, regulatory and
compliance. It will also examine board
diversity in multi-regional and global representation, and retirement ages. n

“The reality is that while
women are making their way
smoothly and successfully up
to middle management, there
is a sudden drop in numbers
at top management levels”

I

n recent years, both in Hong Kong and
internationally, an increased attention
has been placed on board diversity, and,
in particular, on the the need to include
more women in the boardroom.
The UK Corporate Governance Code
(2010) encourages the board to consider
the benefits of diversity, including gender,
to try to ensure a well-balanced board and
avoid ‘group think’. The German Corporate Governance Code (2009) holds similar
provisions.
In Hong Kong, the corporate governance code does not go as far. It only states
that the board should have a “balance of
skills and experience” appropriate for the
requirements of the business, though the
discussion on the topic is heated.
Several European countries (Norway
and Italy forexample) have recently implemented regulatory policies forcing listed
companies to have a minimum number of
women seating in their Boards to ensure
diversity and more effective corporate governance.
This regulatory policy is controversial,
and the object of much discussion, with
conflicting opinions from senior women
across the globe.
Whatever the solution, the debate
matters, internationally and in Hong Kong.
While Hong Kong does well compared to
other Asian countries in terms of female
representation at mid-level positions, women are still not represented at top manage-
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dichotomy as from an economic point of
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ment and boardroom levels.
This is a significant dichotomy as from
an economic point of view women’s power
is on the rise. “Women drive the world
economy” stated in fact the September
2009 Harvard Business Review article The
Female Economy. Globally, the article went
on, they control about USD 20 trillion in annual consumer spending, and that figure
could climb as high as USD 28 trillion in the
next five years. In aggregate, women represent a growth market bigger than China
and India combined.
In July 2011, right after the recession,
Newsweek published a new article – Women Will Rule the World. According to the
article, American women are the breadwinners or co-breadwinners of two-thirds
of American households, in the European
Union, women filled 75% of the eight million new jobs created since 2000.
Women, it appears, are quickly closing
the gender gap at all levels of employment.
All levels, that is, except top leadership positions.
The reality is that while women are
making their way smoothly and successfully up to middle management, there is
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a sudden drop in numbers at top management levels. Women work more, and
in greater numbers, and they outnumber
men in universities and in the first 10 years
of top-paying jobs. Then the glass ceiling
suddenly appears.
In most organizations, women are not
present in the top-most leadership positions. Out of 190 heads of state, only 10%
are women. Worldwide, women account
for only 13% of parliamentary bodies. And
the corporate sector is no different. In Fortune 500 corporations, only 15% of top
level executives are women.
Closer to home, only 8.9% of directors
of Hong Kong’s Hang Seng Index companies are women. The South China Morning
Post published an interesting article, on 16
December 2010 showing that while women make up nearly half of the labour force,
men fill 90% of seats on the boards of the
largest and most important listed companies in Hong Kong.
So what is happening exactly? Why is
it that, if women make up more than half
of the labour force, even in top-paying
positions, there are so few women who
make it to the top? Although this gap can
be partially explained by the fact that more
women are now entering the workforce
compared to the previous generation, and
therefore some lead time is required for
more women to get to top leadership positions, the difference is still too substantial
to be ignored.
This is all the more so because in most
cases it isn’t a lack of ambition or a desire
to dedicate themselves full-time to family
that drives a significant number of highly
educated women away from the corporate world in their mid-30s. Instead, it is
mostly the difficulty in pursuing a career
that seems to be not compatible with family commitments.
Why is it important to ensure that this

DIVERSITY
seeming obstacle to women’s contribution
at top levels be addressed?
Studies by McKinsey and by the London Business School suggesting that women in top leadership positions improve business as a whole. By advancing women’s
influence, a new opportunity will be created for a shift in the world’s decision-making
systems. By increasing women’s power and
influence, the impact on larger issues such
as inequality and exploitation of poorer
social substrates will be enormous. It has
been proved that when women gain more
traction in the economy, the overall community benefits as a consequence: women
are good and conscientious spenders, they
spend for themselves, with obvious implications for the growth of the consumer
market, but they also tend to spend for
their family and invest in community projects much more than men.
It is also acknowledged that the more
diverse a team is: with different backgrounds, skills and intellectual capabilities,
the better its business performance. Diversity is not just a social issue aimed at ensuring gender equality, therefore, but it is a necessity to improve corporate performance.
The statistics and the evidence are there.
So the question is what corporations
can do to create more opportunities for
women at top levels so that diversity can
be achieved.
Is the mandatory Board quota a solution? I used to be very conflicted about the
quota issue. Initially, like many professional
women, I saw it as a defeat, as a reverse
discrimination. I am aware that there is a
high percentage of highly successful women who have strong views against it.
However, after long consideration, I
realized that a regulatory intervention - for
a defined temporary time - would open a
gate for higher number of highly skilled
women to have the opportunity to run for
top leadership positions. Women at the top
will then serve as role models to younger
women. They will help create the right infrastructures and a culture of real diversity
so that a regulation will no longer be necessary. I am aware, however, that there are
different opinions on this point.

“By increasing women’s
power and influence, the
impact on larger issues
such as inequality and
exploitation of poorer
social substrates will be
enormous”
Another point is the flexibility that
companies are gradually implementing,
through formal flexible policies or informal
acceptance of employees working from
home thanks to the technology means
provided.
Women do not expect privileges per
se, but they are aware of the necessity to
ask for levels of flexibility if they have to
compete in the business world while at the
same time remaining, in most cases, the
primary caregiver at home.
A higher level of flexibility in office
working hours, enabled by technology,
together with a moderate level of temporary regulation, might help ensure a higher
number of women in boards of directors
and therefore a higher level of diversity.
Finally, creating supportive environments at home is possibly the most important tool that successful women rely upon.
A supportive significant other and family,
reliance on quality domestic help and childcare education without guilt can make a
huge difference.
The research I carried out while writing
“Women Breaking Through Leadership”
has enabled me to see that women who
have been able to tread the path of leadership have found ways to integrate their life:
their personality, passions, technical knowledge, and family commitments are all intertwined with their professional life – not
separated from it. Those who have families
have been smart about creating around
them an environment that supports them
during those difficult years of early childrearing when they need to make an extra
effort to balance personal and professional
responsibilities.
Successful women often don’t sepa-
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rate life and work in a surgical manner. All
of them have a strong passion for what
they do and how they do it, and at the
same time all of them are able integrate
their life and work in a particular way. All
of them love what they do also because of
the opportunities it gives them to influence
the outside world, to make an impact, to
have power to do things.
All of them have learned how to play
by the rules but also how to break them, or
bend them, to make space for their life and
to fight for what they want. All the women
we have interviewed in this book – with
their different personalities and their own
unique ways of dealing with challenges
and opportunities – are torchbearers of a
new generation of women who want to
make a difference in their environment,
both at home and at work.
In conclusion, a moderate regulation
to accelerate a higher level of diversity in
boardrooms together with the progressive
implementation of technology enabled
flexibility in working environments will
open the door to true diversity, and - in
turn - higher business performance. n
Stefania Lucchetti, Partner, Howse Williams
Bowers and author of “Women Breaking Through
Leadership”
[email: stefania.lucchetti@hwbhk.com, tel:
+852 28033688]
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Transforming Asia in an era of global change:

Challenges and opportunities
capital flows still remain a concern. Keeping inflation low and asset prices stable,
and sustaining growth through prudent
macroeconomic and financial management, are also key challenges.
While developing Asia must remain
vigilant against near-term risks, now is the
time to push through with greater reforms
to support the region’s long-term growth.
There are large challenges ahead as Asia
pursues its own transformation, but it can
continue to drive global growth well into
the future.

Address by ADB President Haruhiko Kuroda
at the 45th Annual Meeting of the Board of
Governors, Manila, Philippines May 2012

Introduction
Excellencies, distinguished guests, ladies
and gentlemen:
It is a great pleasure to welcome you
to the 45th Annual Meeting of the Asian
Development Bank. I am delighted to see
such a strong turnout of ADB shareholders, development partners, and representatives of the private sector, civil society,
NGOs and the media. Thank you for
joining us today.
We are honored by the presence
of His Excellency, President Benigno S.
Aquino III, at our gathering this morning.
On behalf of us all, I would like to offer
our sincere thanks to the Government
and the people of the Philippines for continuing to embrace our institution, and
for their warm and gracious hospitality in
hosting this Annual Meeting.
I want to extend our sincere appreciation to our shareholders for their ongoing
support of the Bank, and particularly
this year, the replenishment of the Asian
Development Fund. We highly appreciate
your generous support, despite the difficult challenges many of you face at home.
We especially appreciate those members
who increased their contributions, those
who have become donors for the first
time, and the graduated ADF recipients
who accelerated their repayment to
augment ADF resources. The substantive
replenishment of $12.4 billion (7.9 billion
in Special Drawing Rights) – 9.5% (11.1%
in SDR terms) higher than the previous
replenishment – clearly demonstrates your
shared commitment to help the region’s
most vulnerable people. Thank you.

Haruhiko Kuroda: Keeping inflation low
and asset prices stable, and sustaining
growth through prudent macroeconomic
and financial management, are also key
challenges.

Asia in the global economy
Ladies and gentlemen: Forty-four years
ago, delegates gathered here in Manila for
the first Annual Meeting of the ADB Board
of Governors. While ADB’s founders had
great aspirations for Asia, few could have
predicted that today, Asia would be such a
powerful engine of global growth.
The world is experiencing a fundamental transformation. As advanced economies struggle to regain ground following
the global financial crisis, developing Asia’s
growth momentum, while slowing slightly,
remains strong. While external demand
is still weak, we expect the region will
achieve overall growth of 6.9% this year
and 7.3% next year.
Of course, ongoing difficulties in other
parts of the world still present risks. Volatile
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Transforming Asia through regional
cooperation and integration
When we met in Bali at the onset of the
global crisis in 2009, I spoke of the need
to fundamentally restructure our approach to development and bring about
a more sustainable global balance. This
would require Asia, which now accounts
for about 30% of global output, to continue to become as much a destination for
goods and services as it is a leading source
of producing them.
This process is already underway. Asia’s
demand for its own goods and services is
growing faster than external demand. And
Asia’s current account surplus is shrinking.
Still, more needs to be done.
Increased regional cooperation will
help Asian countries take up common
challenges and seize opportunities. This includes liberalizing trade within the region
to further encourage rebalancing. It includes strengthening physical connectivity
through investment in infrastructure, and
building sophisticated financial systems to
better channel Asia’s savings into productive investments at home.
The potential for progress through
regional cooperation is visible across Asia

and the Pacific. Cooperation has helped
significantly reduce poverty in the Greater
Mekong Subregion. It has led to increased
connectivity and economic growth in Central Asia, more trade liberalization in South
Asia, and a comprehensive approach to
climate change in the Pacific. These and
other shared achievements reflect the
Asian wisdom that the richest tapestry is
woven from many threads.
The Association of South East Asian
Nations, or ASEAN, has become a driving force of regional cooperation and integration in Asia. With ADB participation,
ASEAN recently took a major step in establishing the ASEAN Infrastructure Fund,
which will play an important role in leveraging additional resources for infrastructure financing. I welcome the decision of
ASEAN+3 governments to strengthen the
Chiang Mai Initiative Multilateralization to
increase financial stability.
I strongly urge developing member
countries to continue their cooperative efforts within the region, and to strengthen
South-South cooperation with other developing regions, such as Latin America.
The world’s developing countries have
much to learn from each other, and much
to contribute to the global commons. Cooperation among them will help them to
do so much more effectively.
Transforming Asia through inclusive,
green, and knowledge-led growth
Ladies and gentlemen: tomorrow’s successful economies will be well-governed
economies, with broad access to opportunities and services to promote the wellbeing of their people and enhance their
quality of life. They will thrive while reducing energy use to create a healthier, safer
world for their children. They will innovate,
take risks, and discover new ways to advance their society. These are the standards
to which we all must aspire.
In short, tomorrow’s successful economies will focus not on growth alone,
but on transforming themselves through
growth that is inclusive, green, and knowledge-led. Let me focus briefly on each of
these elements.

“Here in the Philippines,
the ADB-supported
conditional cash transfer
program is transforming
the lives of poor children
and poor families”

vices and economic opportunities.
Here in the Philippines, the ADB-supported conditional cash transfer program
is transforming the lives of poor children
and poor families. In its pilot phase, school
completion rates rose and health indicators improved substantially, paving the way
to a brighter future for the country’s youth.

Inclusive growth
First, Asia needs strong growth to continue making headway against poverty.
While the region can be proud of its record on poverty reduction, much remains
to be done. Several hundred million Asian
people still live on less than $1.25 a day.
And growing inequalities and polarization
exacerbate the problem. Growth in itself is
therefore not enough; only through inclusive growth will this tremendous challenge
be met.
Most countries in Asia are now pursuing an inclusive growth agenda. They are
increasing access to opportunities so that
more households, farmers, and small business owners can participate in and benefit
from growth. They are working towards
growth that employs more people, including women and disadvantaged groups.
They are investing more in health, education and skills development, and expanding access to services and opportunities
in lagging regions. As populations age,
providing adequate social protection for
the elderly will also need to be seriously
considered.
Removing constraints to inclusive
growth is key to ADB’s development strategies. To this end, for example, we are
working with Cambodia and the Lao People’s Democratic Republic to implement
social safety nets, community-driven development, and smallholder development
projects. We are also helping implement
a universal health insurance scheme in
the state of Mizoram in India. On a larger
scale, ADB support for economic corridor
development across Central and Southeast
Asia will greatly enhance people’s mobility
and the transport of goods, allowing those
in the poorest communities to access ser-

Green growth
Second, a better quality of economic
growth must be not only inclusive, but
also environmentally sustainable. Green
growth recognizes that environmental, social, and economic development complement – rather than compete with – one
another. I believe that with commitment,
the right policies and investments, and
close regional cooperation, the Asia and
Pacific region could lead the world toward
a more sustainable and resilient future.
I am pleased to note that Asia is rapidly
becoming a global leader in green investments, which are themselves becoming
an engine of growth in the region. The
People’s Republic of China has become
one of the world’s top installers of wind
turbine and solar photovoltaic systems.
India is strongly encouraging the rapid expansion of biogas, solar and other forms
of renewable energy – especially for rural
areas – through such innovative policies
as its renewable energy certificates. With
ADB support, many countries in Asia and
the Pacific are adopting plans to reduce
the intensity of carbon dioxide emissions
and improve resilience to climate change.
And more countries are working together
to conserve natural resources and critical
ecosystems, such as the Coral Triangle in
Southeast Asia and the Pacific, on which a
coastal population of more than 120 million people depends.
Asia must also work to build livable,
inclusive, environmentally sustainable cities. Rapid urbanization has brought a multitude of environmental problems, which
will only worsen as mass migration to cities increases. ADB is working with several
member countries to address these problems. Our urban projects in Bangladesh
and Georgia for example, are helping cities

CORPORATEGOVERNANCEASIA 37 APRIL-JUNE 2012

SURVEY

ADB
to improve transport, water supply, urban
services and – ultimately – the quality of
life of their people.
An ongoing study led by ADB Institute
entitled Climate Change and Green Asia
emphasizes that Asia is well positioned
to adopt an agenda which fosters green
growth. Together, we can succeed – in
improving the health and wellbeing of our
planet and providing impetus and inspiration to developing and developed economies alike.
Knowledge-led growth
Third, while following an inclusive and
environmentally sustainable development
path, Asia needs to also recognize the critical importance of knowledge-led growth.
To be competitive, economies must combine productive resources more efficiently,
use new technologies and creative ideas,
and promote innovation and entrepreneurship.
In short, Asia needs institutional, governance and regulatory frameworks that
will foster investment in research and development, protect intellectual property
rights, offer incentives for innovations, and
stimulate competition.
Asia also needs to invest more in modern and cost-effective economic infrastructure to support and sustain a knowledgebased economy and society. Businesses
today are driven by international markets,
global investment and sophisticated information networks. Investment in infrastructure, tertiary and vocational education, and research and development are
essential to allow businesses to move up
the value chain and succeed in this highly
competitive environment.
ADB’s support for education, capacity
development, information and communications technology, development of private enterprise and the finance sector, and
other areas have helped developing member countries promote knowledge-led
growth. Last year, for example, we drew
on ADF funding to support Mongolia’s
emphasis on higher education for improving the country’s long-term competitiveness. There are many other examples, and

“ We recognize that we
must do more to ensure our
relevance as an effective
development partner in a
rapidly changing world.
And, we will”

we are committed to doing more.
ADB in a changing Asia
Ladies and gentlemen: The world is transforming. The region is transforming. And
ADB is transforming by increasingly emphasizing these three critical elements
of inclusive growth, green growth and
knowledge-led growth.
Last year our operations grew to
nearly $21.7 billion, including cofinancing, reflecting the growing demands of
our developing member countries. Our
portfolio performance is improving. And
we are working hard to leverage resources
through strong partnerships, including
partnerships with the private sector. Our
policy advice, capacity building for publicprivate partnerships, and financial assistance are helping to build private sector
participation in the region’s development.
Our private sector operations have more
than doubled in the last 6 years, and have
expanded into frontier sectors such as
clean energy and energy efficiency.
While ADB financing remains vital to
many of our DMCs, the needs and priorities of others are changing as they grow.
It is not just finance they seek, but “Finance +” – finance plus knowledge. We
recognize that we must do more to ensure
our relevance as an effective development
partner in a rapidly changing world. And,
we will.
Our support for traditional development pathways – and for inclusive, green
growth – has served the region well. To
further increase the value we bring to our
clients, we will significantly scale up our
efforts to create, share and implement
knowledge as an integral part of our oper-
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ations. Among other efforts, we will more
closely link our research, policy advisory
services, and innovation-based operations
to the priority needs of our clients. We will
also develop new knowledge-based partnerships with recognized “centers of excellence,” and a knowledge results framework to strengthen ADB as a source of,
and partner for, development knowledge.
We will also continue to work with
you to improve the results of our investments. This year, we will review and refine
our Corporate Results Framework. And we
will conduct our third Global Perceptions
Survey and our biannual Staff Engagement
Survey to gain feedback from our clients
and from our most important asset – our
people. Along with the new Accountability Mechanism, adopted earlier this year,
and the updated Public Communications
Policy which is now being implemented,
these initiatives will help ensure that ADB
is transparent, accountable and results oriented in all its activities.
Conclusion
As we tackle the region’s large, unfinished
development agenda, we must also embrace Asia’s growing role in a transforming
world. I urge each and every one of us to
work together as never before to ensure
this global transformation is a harmonious
one, resulting in higher and more equitably shared wellbeing among people the
world over.
Above all, let us continue to relentlessly pursue our shared vision of an Asia
and Pacific free from poverty. For 45 years
you have placed your great trust in ADB.
We accept, of course, that with that trust
comes a grave responsibility. And so today
we renew our determination to build an
Asia and Pacific where every child is assured of enough food to eat, the right to
good health care and education, a future
with opportunity and the opportunity to
grow and achieve, regardless of the circumstances of her birth; an Asia and Pacific in which every person can fully participate in, and contribute to, the welfare of
his community, her country, and the world
we all share. n
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Where companies stand with SOX
compliance 10 years later – Reviewing
cost, time effort and processes
Internal control over financial reporting has improved since passage of
Sarbanes-Oxley, according to New Protiviti Research

W

ith the tenth anniversary
of the Sarbanes-Oxley Act
(which became U.S. law in
July 2002) closing in, Protiviti conducted
a survey of nearly 600 financial, compliance, internal audit and other executives, principally from North America, to
understand what they really think about
Section 404 of Sarbanes-Oxley. The survey takes an in-depth look at the many
issues companies must address related
to Sarbanes-Oxley, from costs and resources to achieving a stronger internal
control environment and improved efficiency and effectiveness in operations.
While Sarbanes-Oxley has had its
share of controversy in the past, nearly
70 percent of respondents in the survey
reported that the internal control over
financial reporting structure in their
organizations has improved since compliance with Sarbanes-Oxley Section
404 became a requirement. The good
news is that companies are still learning
and working to improve continuously
the quality of their internal controls as
well as the effectiveness and efficiency
of their compliance processes, even 10
years later. With that overall perspective
in mind, in assessing the detailed findings from this study, we noted several
key themes:
• While initial compliance costs and
efforts involved are burdensome for
new Sarbanes-Oxley filers, over the long
term, many organizations view the ben-

efits of Sarbanes-Oxley compliance to
outweigh the costs.
• Over the last decade, internal control structures have improved.
• Automation – in terms of controls,
processes, etc. – may represent the “final frontier” for significant improvement opportunities in terms of greater
efficiencies and long-term savings.
• A growing number of organizations are not in favor of the decision to
exempt certain organizations from having to comply with Section 404(b) of
Sarbanes-Oxley, which is the provision
requiring auditor attestation of internal
control over financial reporting.
• There is some sentiment in favor
of a new requirement for periodic rotation of external auditors (currently under
consideration by the Public Company
Accounting Oversight Board (PCAOB) in
the United States).
Following is a more detailed review
and discussion of the survey findings.
Sarbanes-Oxley: 10 Years Later
CURRENTLY, MOST IMPROVEMENTS
IN OUR FINANCIAL REPORTING PROCESSES ARE DRIVEN BY SOX DOCUMENTATION AND WALKTHROUGH
ACTIVITIES.
Chief compliance officer, midsize
technology company

According to the survey results,
nearly one in three organizations view
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the benefits of Sarbanes-Oxley to outweigh its costs, with large accelerated filers (companies with more than
US$700 million in market capitalization)
holding a slightly more positive view. Approximately half of all companies believe
the costs outweigh the benefits to some
degree. With regard to Sarbanes-Oxley’s
impact on corporate America, companies appear to view the legislation in a
more negative manner, suggesting that
they see Sarbanes-Oxley as benefitting
their own organizations more than others.
Organizations are divided in their
views on whether certain smaller public
companies should be exempt from having to comply with Sarbanes-Oxley Section 404(b). Nearly 40 percent believe
these requirements should be eliminated
for organizations with less than US$1
billion in market capitalization. However,
more than half of all large accelerated
and accelerated filers (companies with a
market capitalization of US$75 million to
US$700 million in market capitalization)
do not approve of the current Section
404(b) exemption for nonaccelerated
filers (companies with less than US$75
million in market capitalization).
In a large percentage of companies
(nearly 70 percent of respondents), the
internal control over financial reporting
structure has improved since compliance
with Sarbanes-Oxley Section 404(b) became a requirement. This is a significant

SURVEY
assertion because it was a key result intended by the United States Congress
when it enacted Sarbanes-Oxley in 2002
Costs
I THINK FOR MOST LARGE
COMPANIES, SOX COSTS ARE NOW
CONSIDERED MANAGEABLE AND
PART OF THE ONGOING COST OF
DOING BUSINESS.
Chief accounting officer,
large technology company

Not surprisingly, most small companies spend far less on compliance than
do midsize and large companies – the
Sarbanes-Oxley compliance budget for
a majority of small organizations is less
than US$100,000 annually. (Note: In the
survey, large companies are defined as
those with revenues of US$10 billion
or greater; midsize companies as those
with revenues between US$100 million
and US$10 billion; and small companies as those with revenues less than
US$100 million.) One in three midsize
organizations spend from US$100,000
to US$500,000 annually, and almost
80 percent spend US$1 million or less.
Large companies spend the most and
show the greatest spread among cost
ranges. This spread among larger organizations is likely a result of wide-ranging variations in operating structures,
the number of international locations
and geographic scope, along with the
nature of the internal control structure
(e.g., automated versus manual controls, extent of centralization and effectiveness of monitoring controls).
The survey results noted that, by
Year Four of Sarbanes-Oxley compliance, most organizations spend from
US$100,000 to US$500,000 annually,
regardless of size. Looking forward,
companies, regardless of size or year of
compliance, plan to hold steady with
their projected Sarbanes-Oxley compliance spend for the upcoming fiscal year
– a possible indicator that organizations
believe they have the compliance process well-managed and under control.

SURVEY
“We recognize that we
must do more to ensure our
relevance as an effective
development partner in a
rapidly changing world.
And, we will”

Key Strategies and
Metrics for Improving the
Compliance Process
WE HAVE STREAMLINED
OUR PROCESSES TO FOCUS ON
HIGH-RISK AND MATERIAL/
SIGNIFICANT EXPOSURE TO OUR
FINANCIAL STATEMENTS.
Chief audit executive, midsize
manufacturing company

For most organizations, the number
of process-level and entity-level controls
dropped significantly between their
first year of compliance and fiscal year
2011, as did the number of process controls classified as “key controls”. These
downward trends in the controls population are to be expected and are likely
due to the emphasis on a top-down,
risk-based approach supported by the
U.S. Securities and Exchange Commission (SEC) in 2007 to narrow the focus
to what really matters. PCAOB Auditing
Standard No. 5 supports this approach,
as well.
The reduction in the number of key
controls is also expected. The primary
dynamic driving these trends is the experience curve. As their Sarbanes-Oxley
compliance processes mature, companies become better at planning, scoping and recognizing which controls are
most important in reducing the risk of
material misstatements to their financial
statements.
These findings related to reductions
in the controls population and the number of key controls may vary depending
on the length of time a company has
been public. Also, recent PCAOB inspec-
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tion results may reverse some of this
trending in 2012 as audit firms are given
direction in some areas to increase the
amount of audit procedures performed.
For example, we are aware of audit
firms that are discussing with their audit
clients a number of areas where more
work is needed – such as, 1) increased
focus on process documentation, control design assessments and testing for
high risk processes (revenue, inventory,
etc.); and 2) understanding and documenting the likely sources of misstatements. These are just two examples;
there are others, some or all of which
may be attributable to PCAOB inspection findings. The point is that, if the
audit firms expand their scopes, some
companies may reconsider the extent to
which they are deploying additional assistance from outside resources, which
could have significant effects for organizations and their internal resources.
Among the strategies employed
most frequently to achieve controlsrelated reductions is identifying selected
controls related to higher-risk financial
reporting assertions, a result of applying a risk-based testing approach. Other
strategies include deploying a top-down
validation approach beginning with entity-level controls and monitoring, eliminating the root cause of exceptions and
errors to “build in” quality into the process and eliminating activities and tasks
that are unnecessary or add no value.
The majority of executives surveyed
said they also are focusing on automation of their companies’ internal controls
to realize the full benefit of compliance
efforts related to the landmark legislation. In fact, only 17 percent of respondents said they have no plans for further
automation. This focus is important, because there continues to be opportunities for organizations to automate more
of their key controls, which establishes a
proactive/preventive tone to the internal
control environment and supports the
mission to simplify and streamline business processes. In many ways, this may
represent the next and last opportunity

for organizations to achieve significant
and meaningful changes, and long-term
cost savings, in their internal control
structures and Sarbanes-Oxley compliance processes.
In addition, the survey results indicate that small organizations are more
hesitant to invest in the automation of
controls, while close to half of midsize
and large organizations, most of which
are more mature in their Sarbanes-Oxley
compliance processes, plan to continue
down the automation path. Based on
Sarbanes-Oxley compliance strategies
organizations are employing or planning to employ, there is a strong focus
on eliminating waste, improving quality and efficiency, and effecting positive
changes in areas beyond internal control
over financial reporting.
Value and Benefits
WE CONSTANTLY LEVERAGE SOX
COMPLIANCE TO DRIVE CONTINUOUS IMPROVEMENT EFFORTS AND
TO KEEP THE FOCUS ON OUR CONTROL ENVIRONMENT.
Audit director, midsize utilities
company

The most notable benefits of Sarbanes-Oxley compliance are viewed to
be an enhanced understanding of controls design and operating effectiveness,
internal audit’s ability to perform more
traditional audits, and increased effectiveness and efficiency of operations. A
strong majority of large organizations leverage their Sarbanes-Oxley compliance
efforts to drive continuous improvement
in business processes that affect financial reporting, and a significant majority
of organizations that are beyond their
fourth year of compliance do so.
Furthermore, many large companies
are at or near the end of their efforts to
improve the maturity of their SarbanesOxley compliance processes. There is
also a general trend seen throughout
the survey findings showing that organizations may be deriving fewer benefits
and less value from their Sarbanes-Oxley

“These findings related
to the reduction of the
controls population and
the number of key controls
may vary depending on the
length of time a company
has been publicl”
compliance processes than in previous
years. This is likely a result of the increased maturity of the control structure
and compliance process.
Evolving Maturity of the SarbanesOxley Compliance Process
While nearly half of all organizations
handle all Sarbanes-Oxley compliance
work internally (as opposed to using
one or more outside resources for assistance), there is a trend among large
companies to rely more on external service providers to assist with SarbanesOxley compliance efforts, possibly so
that internal teams can focus more on
higher-level and strategic initiatives. Internal audit functions continue to be
relied upon more frequently than other
departments or business owners for the
oversight and organization of SarbanesOxley compliance processes, though
within large companies these responsibilities are spread more among various
functions, including specialized internal
control units or a project management
office.
There are some notable indicators
that organizations are increasing the
scope of their Section 404(b) activities
and increasing their use of outside resources related to these activities. Some
of this increase may be due to recent
PCAOB inspection results.
Many organizations, and large companies in particular, continue to use
benchmarking as a means of assessing
their Sarbanes-Oxley compliance efforts
and identifying areas for improvement,
with a focus on the number of key
controls, the entity-level control envi-
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ronment and the extent of automation
(interestingly, compliance costs incurred
are also assessed, but less so than these
other areas of focus).
More than half of all companies –
and most large organizations – store
their Sarbanes-Oxley Section 404(b)
process and testing documentation in
an electronic repository specifically designed for this purpose. This is a positive
development, reflecting the growing
priority, challenges and complexities of
secure data storage and privacy, along
with the significant efficiencies that can
be achieved by storing this information
in a secure and well-organized repository that facilitates the inevitable updates
required over time.
Summary
While Section 404 of Sarbanes-Oxley
has been controversial, everyone would
probably agree it has made life interesting for companies. Section 404 and
its subsequent regulatory guidance
have had significant effects on corporate America. The good news is that
there is a prevalent view that over the
last decade, internal control structures
related to financial reporting have improved. Going forward, as the winds of
change continue to blow, it will be interesting to observe the experiences of
companies going public as “emerging
growth companies” under the United
States’ recently enacted Jumpstart Our
Business Startups (JOBS) Act. It is likely
the debate around the Section 404(b)
threshold for current filers will continue
to garner attention and discussion in
the broader context of the economic
recovery. We can also expect companies
to continue to improve their internal
controls.
Over the past decade, Sarbanes Oxley and opinions of SOX have evolved as
much as the law itself. Our survey results
reflect this changing sentiment. We
were also pleased to see the large number of respondents to this year’s survey
as it indicates a high level of interest in
improving the compliance process. n
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BOARD GOVERNANCE

Board governance:

How independent
are boards in Hong Kong
main board companies?

“Many companies around
the world have kept the
combined Chairman/ Chief
Executive format and
introduce a lead independent
director as a compromise”

C

FA Institute, the global association of investment professionals, released a report
“Board Governance – How Independent are Boards in Hong Kong Main
Board Companies?” in March 2012
to ascertain the level of independence of boards of Hong Kong main
board companies and the level of

compliance with Hong Kong regulatory requirements. The findings were
based on based on 1,184 main board
companies listed on the main board
of the Hong Kong Stock Exchange; as
well as analysis of data from the annual reports of 45 Hang Seng Index
constituent companies, 121 H-share
companies, and 92 red chip companies as at 31 August 2010.
Board independence
Only a small minority of Hong Kong
main board companies were found
to have independent directors constituting a majority of the board. The
findings showed that 77 percent of
main board companies had independent directors representing at least
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one-third of their boards, and where
only 9.3 percent had a majority of
independent directors. Hence, compliance with the amendment to the
HKEX listing requirement by 31 December 2012 where at least one-third
of a listed company’s board should
be independent non-executive directors (INEDs) might not be an issue.
However, the size of boards tended
to be small, where three-quarters of
the companies reviewed had 10 or
less directors. This meant that independent directors might be stretched
when fulfilling their roles and responsibilities on the board and board
committees. This is even more challenging when the amendments to the
Stock Exchange of Hong Kong Limit-

ed’s Corporate Governance Code and
Associated Listing Rules called for the
establishment of remuneration and
nomination committees with majority independent directors.
Separation of CEO and chairman
The objectivity of board decisions
often calls for a separation between
the management of the board and
the management of the company.
Combining the Chairman and Chief
Executive positions may give undue
influence to executive board members and impair the ability and willingness of board members to exercise
their independent judgment. Many
jurisdictions consider the separation
of the Chairman and Chief Executive a best practice to ensure that the
board agenda is set by an independent voice uninfluenced by the Chief
Executive. Many companies around
the world have kept the combined
Chairman/ Chief Executive format
and introduce a lead independent director as a compromise. In such cases
investors must determine and assess
if the lead director is able influence
the board agenda and act as an independent voice for shareowners. It is
a Hong Kong code provision that the
roles of Chairman and CEO should

be separate and should not be performed by the same individual. Table
2 shows that although close to twothirds ( 67.4 %) of the companies on
the main board complied with this
code provision, the levels observed
for H-share and red chip companies
were significantly lower.
However 86.3 percent of the
main board companies had a chairman who was an executive director.
The proportion of boards chaired by
an INED was only 1.7 percent, although this figure was marginally
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higher at 4.4 per cent for Hang Seng
Index companies than for main board
companies. In India, if the Chairman
is not an independent director, independent directors should make up
half the Board. Singapore had also
introduced a similar requirement in
their new code of corporate governance.
The report also looked at multiple
director ships and board attendance.
The average attendance of board
and board committee meetings was
above 90 percent. 85.3 per cent of
directors held only one directorship,
and less than 1 per cent held 6 or
more board positions.
The report continues a series of
analyses CFA Institute conducted on
corporate governance in the Asia Pacific region, including reports relating
to REITS governance, executive compensation disclosure in Asia, independent non-executive directors, related
party transactions, and a manual on
corporate governance of listed companies for investors. A response was
submitted together with The Hong
Kong Society of Financial Analysts on
the Stock Exchange of Hong Kong
Limited’s consultation on review of
the corporate governance code and
associated listing rules last year. n
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Sustainable business:

Shared value in practice
ary curve to shared value provides benefits
to society and local communities and in addition can add significant value to a business through cost reduction, risk mitigation, reliable sourcing, improved customer
perception, a greater degree of employee
retention, product innovation and brand
awareness.
Porter and Kramer described three
ways in which companies can create economic value by creating societal value:

“There is also an
increasing recognition of
the intangible benefits
of sustainability such
as an improved brand
reputation creating a
competitive advantage”

I

s it possible for companies to fully embrace the profit motive yet at the same
time being seen as good citizens acting
in the long-term public interest? Shorttermism tends to restrict these two objectives existing side by side. What some
companies have recognised is that a more
long-term view is needed, one in which
both commercial organisations and society
realise they have a symbiotic relationship –
they both need each other to thrive. This
concept of joint benefit or shared value is
gaining traction amongst a growing number of corporations.
These businesses believe that acting in
a sustainable manner is not just good for
society but it makes good business sense as
to do so usually results in successful operations that generate more reliable long-term
cash flows. Society also needs responsible
commercial organisations to generate the
tax revenue needed to run public bodies,
provide employment for its citizens and to
produce the goods and services needed to
fuel the economy.
The idea of enhancing business competitiveness, yet at the same time advancing the economic and social conditions in
the communities in which the business operates, is the basis of the concept of shared
value. This concept was first explored by
Michael Porter and Mark Kramer in a De-

Damian Yip: The need to meet demand
requires innovation and imagination – a
re-conceiving of products and the markets
served.

cember 2006 Harvard Business Review article, Strategy and Society: The link between
competitive advantage and corporate social responsibility.
Shared value has been described as
the next evolution paradigm in capitalism, a business environment in which an
organisation’s corporate social responsibility (CSR) initiatives have evolved. This
progression began for many companies
by moving from mere compliance with
externally imposed environmental, social
and governance (ESG) requirements to corporate philanthropy with companies supporting charitable and social causes that
supported their business objectives. More
recently companies have focused on acting
sustainably mainly for resource efficiency
and reputational reasons – environmental
sustainability.
Moving further up the CSR evolution-

CORPORATEGOVERNANCEASIA 44 APRIL-JUNE 2012

Re-conceiving products and markets
Perhaps some of the greatest unsatisfied
global needs are societal needs such as
clean drinking water, healthcare, nutrition,
housing and care for the aged. In advanced
economies, demand for products and services that meet society’s needs is growing
rapidly. Food producers are concentrating
more on nutrition and less on attributes
that have previously driven consumption
such as taste. Energy companies now market products and services designed to reduce energy usage helping to make the industry more sustainable. The need to meet
demand requires innovation and imagination – a re-conceiving of products and the
markets served.
Redefining productivity in
the value chain
Traditional measures of productivity focus
on maximising output from a given set of
resources. These measures tended to be
short-term in nature as the idea is to measure and improve and then re-measure
and improve again – a long cycle between
change and impact assessment would, it
was thought, promote inefficiency. Newer
thinking recognises that the cost-set is
broader and in the longer-term includes
externalities that previously have not been
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taken into account. For instance, efforts to
minimise pollution have long been seen as
inevitably increasing business costs and so
thought to only be worthwhile if mandated
by regulation and taxes. However, there is
growing awareness of the benefits to business through greater resource utilisation,
efficiencies, quality and brand reputation.
Enabling local industry cluster
development
No industry operates in isolation. The success of any organisation is affected by its
supply chain for the products and services
that it uses in its own operations. Traditional raw material suppliers, energy providers,
transport and the logistical infrastructure
quickly spring to mind as examples here
and the recent trend, in an increasingly
global economy, has been to source from
often more distant locations based on
short-term unit cost considerations. In addition there are broader local public assets
supporting business development such as
schools and universities, clean water provision, legal systems and enforcement and
trade associations. Poor cluster development around businesses in a company’s
supply chain can increase business costs
through greater training needs, theft, the
need for additional security, sickness cover
and other expenses. Shared value can mitigate these additional costs, increase the
economic vitality of the local community
and improve reliability of the supply chain
through work with the local community to
build a supportive industry cluster at the
company’s locations.
From theory to practice
There is extensive documentation on the
tangible benefits of sustainability initiatives
to society. There is also an increasing recognition of the intangible benefits of sustainability such as an improved brand reputation creating a competitive advantage.
As well as illustrating these benefits,
below are some case study of companies
that recognise that there is also a long-term
tangible value to their own organisations
by going beyond conventional sustainability practices and undertaking initiatives that

“Efforts to minimise
pollution have long
been seen as inevitably
increasing business
costs and so thought
to only be worthwhile
if mandated by
regulation and taxes”
create shared value.
In 2008 IBM conducted a survey on
attaining sustainable growth through
corporate social responsibility. The survey
highlighted how a surprising number of
companies consider corporate social responsibility as a platform for growth and
differentiation. For example, “Over two
thirds (68%) of the business leaders surveyed by IBM are focusing on CSR activities
to create new revenue streams and over
half (54%) believe that their companies’
CSR activities are already giving them an
advantage over their top competitors.”
In 2008 the Economist Intelligence Unit
produced a report showing evidence that
corporate citizenship contributes to the
bottom line. In the survey conducted for
the report, “US-based executives agree:
when asked for their company’s primary
corporate citizenship motivation, the top
three answers all relate to bottom line:
revenue growth, increasing profit and cost
savings.”
CASE STUDY 1: General Electric
GE has been one of the leaders for the last
decade when it comes to sustainability. A
concept GEC has broadened to corporate
citizenship or shared value creation. In its
own words, the company, “Continues to
adjust its products and processes to meet
growing environmental challenges and the
sustainability demands of customers and
communities around the world.”
Shared value has been on the company’s agenda for a while and more so since
2005 with the launch of its ecomagination programme aimed at balancing economic, social and environmental objec-
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tives. It covers among other things GE’s
efforts to enhance investment in developing sustainable technologies and increase
revenue from sustainable products, while
lowering emissions and improving energy
efficiency at production plants. It enabled
the company to generate $70bn in sales
in the first five years. Four years later GE
launched healthymagination – a six year,
$6bn commitment to healthcare innovation to help deliver better care to more
people at lower cost.
In addition, GE has made a number
of commitments in other areas as part of
its citizenship strategy, including supplier
engagement, partnership initiatives to promote sustainable strategies, water usage
reduction, human rights advancement and
the promotion of community programmes
around the world.
GE believes success of these citizenship
initiative is as important as success of other
key business processes such as operation
planning, strategic planning, budgeting
and risk assessment and mitigation. Employee awareness of sustainability issues
starts with initial staff training and performance is monitored throughout the business with rigour to ensure that the company achieves its strategic goals.
CASE STUDY 2: Nestlé
Nestlé’s involvement in rural development
is a great showcase for how a company can
integrate business and society and generate significant business opportunities. Numerous examples show how it worked out
to be a great a win-win strategy for Nestlé.
The Harvard Business School article on
shared value uses the case study of Nestlé’s
entrance into the Indian milk market in
1962 to show how the company succeeded over the years in improving the standard
of living of local farmers while ensuring
itself a stable supply of high quality commodity and creating an extended market
for its products. Nestlé has invested in rural
development for over a century. It started
to build factories in rural areas in Brazil and
South Africa, establishing milk districts to
supply them. Today the company is heavily
involved in rural development worldwide,
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providing milk districts in over 30 countries,
training farmers in different techniques including animal husbandry, water and feed
and extending about $45m in financial assistance last year.
New factory investments were made
in 2010 in Indonesia, Chile, India, the
Philippines, Sri Lanka, Mexico, Ghana and
Equatorial Africa. The Nescafe plan was
also launched in 2010 and takes an ‘holistic approach to farming.’ The company
repeated the experience across the globe
in countries such as Brazil, Thailand and
China and has been successful on every
single occasion.
The Nescafe plan focuses on doubling
the amount of coffee purchased from famers directly and enhancing their revenues
by distributing hundreds of millions of
high-yield coffee plants. Along with the
cocoa plan, the Nescafe plan will result in
over 600m Swiss francs (CHF) invested in
key rural development initiatives over the
next 10 years.
The Sustainable Agriculture Initiative
at Nestlé (SAIN) has encouraged best agricultural and sourcing practices to secure
a long-term supply of safe, quality assured,
and regulatory-compliant agricultural materials. While making a significant impact
on local communities, SAIN has helped
Nestlé to obtain reliable sources of raw
material at a competitive cost, improve its
quality control and risk management, enhance its communication with local stakeholders and benefit from a better reputation and brand image.
CASE STUDY 3: Unilever
With the Sustainable Living Plan, in 2010,
Unilever embarked on a new journey
where the scope of its initiatives goes beyond its own factories. It now includes suppliers of raw material as well as customers.
The plan focuses on improving health and
well-being and enhancing the livelihoods
of the hundreds of thousands of people in
their supply chain, in addition to reducing
the environmental impact of its products.
Although not quantified, Unilever
makes a strong business case for the intangible value of its initiatives. From driv-

“Consumers not only want
to be reassured that the
products they buy are
ethically and sustainably
produced – they also choose
a brand that is good for
them and good for others”
ing customer preference, winning customers, generating sustainable innovation, to
growing markets and generating cost benefits the company develops a clear assessment of the advantages they are expecting
to get out of their sustainability efforts and
why it makes perfect sense to have it integrated in its business strategy.
Unilever conducted studies that show
customers are sensitive to the impact the
products they purchase have on the environment, ”Consumers not only want to be
reassured that the products they buy are
ethically and sustainably produced – they
also choose a brand that is good for them
and good for others.“
So brand differentiation is definitely
one benefit the company expects to capture as part of its sustainability action.
The role of management
accountants
Management accountants have a key role
to play in driving the sustainable strategic
and operational decisions that underpin a
successful shared value strategy. Managing
for shared value must be embedded in decision making.
When it comes to capital expenditure
and investment decisions, for example, it
is vital that companies apply the principles
of sustainable procurement and consider
long-term implications – financial, environmental and social – rather than just shortterm costs.
Management
accountants
are
equipped with tools and techniques to
help businesses understand the scale of
the problem, come up with viable solutions
and ensure they are properly implemented.
They have a pivotal role in providing busi-

CORPORATEGOVERNANCEASIA 46 APRIL-JUNE 2012

ness intelligence to support strategy and
influence decision making. Truly embedding shared value into normal business
life will require the rigour and commercial
acumen of the finance function. Failure for
management accountants to get involved
when key decisions are being taken could
result in far higher costs, lost opportunities
or reduced competitiveness.
With the data they own, the analysis they can provide and the discipline
they bring to the value creation process,
management accountants can enhance
the credibility of shared value initiatives
within the organisation and the ability to
deliver tangible, sustainable results. management accountants also have the professional objectivity needed to stop executives getting carried away with populist
ideas or the latest trends. They have the
rigour necessary to ensure decisions are
made based on sound evidence of longterm tangible and intangible benefits to
both society and the business.
Conclusion
Each of the company case studies demonstrates savings or returns on investment
that provide evidence to help justify the
financial impact of CSR and the rationale
behind adopting share valued principles.
Advantages such as improved customer
perception, governance and transparency
might not be as tangible and are therefore
harder to measure but should definitely be
considered when assessing the benefits
of shared value initiatives. Other benefits
such as reduced risk, reliable sourcing,
lower cost of capital, improved access to
environmentally sensitive markets, reputation advantage and role in emerging economies are also worth considering when
thinking about the added value of taking a
shared value approach to corporate social
responsibility.
When much of public opinion seems to
question the societal value of corporations
the adoption of shared value principles
may be seen as essential to re-establish the
standing of business within the community
as a force for good to create a vibrant and
sustainable economy. n

How sustainability is changing
the role of corporate boards

F

or companies headquartered in Asia
or with operations there, sustainability
pressures are specific and acute. Asia
is the world’s manufacturing hub and has a
fast-growing population that is experiencing
significant improvements in living standards.
These factors are rapidly causing large increases in demand for energy and natural resources, as well as levels of greenhouse gas
emissions, waste generation, and pollution.
Asian cities are being strained by huge population growth and migration. Water scarcity
is chronic and critical in many regions of
Asia, and food security is a major challenge.
Climate change threats are serious, especially to coastal areas but ultimately to all parts
of the continent.
Until recently, sustainability issues have
been of greater concern to boards of companies in some industries than to boards in
other industries. Today, however, all boards
must regard sustainability as an issue of central strategic importance to the companies
they govern. The fundamental physical aspects of sustainability, such as resource availability and long-term weather patterns, create real risks and strategic implications that
should be on the agenda of every board.
Boards also need to be conscious of
how sustainability is influencing the ways
in which stakeholders look at and deal with
companies. For a large and growing number of customers, suppliers, employees, investors, regulators, and other stakeholders,
questions about sustainability are among
the foremost questions shaping their attitudes and decisions. Consider the following
examples of changing stakeholder views on
corporate sustainability:
• China’s central government has instituted a policy instructing state-owned
enterprises to adopt corporate social responsibility (CSR) practices and prepare for

David Pearson:
Sustainability is an
emerging and evolving
issue for many boards
of directors.

Yvonne Wu:
Sustainability-related
disclosures are
already required for
sustainability issues.

compulsory reporting by 2012.
• Under new rules issued by the Korea
Financial Supervisory Commission, beginning in 2012, some 250 Korean companies
will be obligated to disclose their greenhouse gas (GHG) emissions, the results of
carbon reduction activities, and their green
technologies.
• The Shanghai and Shenzhen Stock
Exchanges have been active in introducing
sustainability indexes that provide investors
with information to improve their investment decisions.
• The China Entrepreneur Club
launched the “China Green Companies Top
100 Awards” in 2008 as a way to promote
CSR practices. Last year, the event attracted
significant local media attention for leaving
out some high-profile companies that did
not meet the awards’ criteria.
• Australia has become one of the
first countries to institute a carbon pricing
scheme. A national carbon tax will fall on
approximately 500 large emitters starting
this year.
• The Shanghai Stock Exchange has
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mandated listed companies in heavy polluting industries to disclose environmental and
CSR information to help enforce government policies aimed at curbing pollution.
The regulatory and reputational aspects
of sustainability, then, should cause boards
to devote attention to the issue. In fact,
many boards of directors have already taken
stronger roles in overseeing their companies’
sustainability agendas. Some now review the
sustainability information in their companies’
public filings, identify stakeholders’ concerns
and priorities, and help to plan and oversee
sustainability practices. Others, through the
board chair, the governance committee, or
a dedicated sustainability committee, lead
their company’s sustainability programs.
Yet many boards have yet to determine
what role they should take with regard to
sustainability. This article offers some observations and suggestions to help all boards
define and fulfill appropriate roles in governing their companies’ sustainability programs.
Strategic dialogue about sustainability
More than ever, companies’ sustainability
agendas are tied closely to their overall success. If companies do not have an outlook
on sustainability, then their boards should
see that management has a plan for making
sustainability an integral component of overall strategy. In reviewing sustainability strategies, programs, and policies, boards should
ensure that these are clearly aligned with
their companies’ overall strategies. Directors
should challenge management on the shortterm value and long-term positioning related
to the company’s environmental and social
performance, and how that compares to the
positions of key competitors.
The board should also engage in a strategic dialogue with management about
activities in which sustainability could or
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should change critical business decisions. For
zations can better identify both the opportuter reputations with their stakeholders.)
example, boards and management should
nities and threats posed by different sustainBoards should begin by determining
consider the impact of environmental and
ability issues, and devise strategic responses.
which sustainability aspects have, or may
social issues on decisions about where to
have, a material impact on the company’s
invest capital for growth, products and serMeasuring and reporting
ability to meet its objectives. The board
vices; where to add or reduce capacity and
on sustainability
should then ensure that management propresence; and which markets to enter, reinAs investors and other stakeholders pay close
vides it with appropriate reporting, both in
force, or exit. Boards can also help to ensure
attention to corporate sustainability, reportterms of content and frequency, on those asthat management is undertaking appropriing of sustainability performance is increaspects so directors can monitor sustainability
ate analysis of operational inputs and outingly becoming integrated with financial
performance on an ongoing basis. This will
puts, profit and loss sensitivity, regulatory
reporting. Sustainability-related disclosures
include identifying key performance indicarisk, customers and competitors, and brand
are already required for sustainability issues
tors and key risk indicators and putting appositioning to identify areas where high fithat are material to investors. At minimum,
propriate internal or external mechanisms
nancial impact aligns with high sustainability
boards should see that their companies meet
in place to ensure the completeness and
priorities.
requirements for environmental-related disaccuracy of the information management
The latter point, on sustainability analyclosures in securities filings as set forth by
provides to the board on material sustainsis, is critical for boards to emphasize. AlInternational Financial Reporting Standards
ability aspects.
though sustainability initiatives have become
(IFRS) and other regulations.
increasingly important to business, many
For sustainability practices and perforFocusing the board’s attention
companies are still developing effective ways
mance aspects that are not subject to reporton sustainability
of measuring the financial returns from
ing requirements, a board should consider
For their part, boards need to ensure that
their sustainability strategies and
they devote sufficient time and reprograms. Direct value can result
sources to the oversight of sustainFive questions for boards to ask when
from cost reductions, increased proability and sustainability reporting.
getting organized on sustainability
ductivity, or new revenue streams,
This may involve delegating re1. Is there sufficient expertise within the board regarding the busiamong other drivers. Sustainability
sponsibility to an appropriate board
ness and strategic implications of sustainability issues?
creates indirect value through such
committee: either one dedicated to
2. Has the board put an appropriate governance structure in place
means as enhancements to a comsustainability or as part of another
to effectively oversee sustainability practices and performance? How
pany’s brand and reputation.
committee, such as the audit commuch time does the board spend on discussing sustainability issues?
mittee.
3. Does our company have a sustainability strategy supported by
Sustainability in risk
Sustainability is an emerging
suitable sustainability policies? Have they been reviewed and approved
management
and evolving issue for many boards
by the board?
Risk management is a major dimenof directors. Some boards still rarely
4. Does the board understand the sustainability risks not just to
sion of the value associated with
discuss sustainability issues, while
the organization, but also to directors? Has the company carried out a
sustainability, as well as a traditional
others take a variety of approaches.
sustainability risk analysis?
concern of boards. Companies
In any case, the underlying drivers
5. Does the company have policies and procedures for measurneed to mitigate the risks associated
of sustainability are not going away,
ing sustainability practices and performance (i.e., internal reporting)
with sustainability exposures, such
which makes sustainability a matter
and disclosing those practices and performance to investors and other
as stakeholder activities related to
of strategic importance. Companies
stakeholders (i.e., external reporting)?
inadequate sustainability reporting
need to be aware of and engaged in
and transparency, brand risk related
these changes. If they do not, their
to stakeholder perceptions in the marketasking for improvements in internal perforstrategic options will gradually lose relevance
place, and changes in sustainability practices
mance measurement and reporting, as well
and weaken profitability. It is up to the diand the expectations of competitors, supplias expanded public disclosures. Better interrectors serving on boards to see that their
ers, and customers.
nal performance measures can help a board
companies are prioritizing the sustainability
Boards, therefore, need to consider the
to monitor sustainability management and
matters that the companies face. n
potential impact of environmental and social
progress on an ongoing basis and confirm
David Pearson is Global Leader, Sustainability and
issues on their strategic plans. By developing
that the company is on track in implementClimate Change Services for Deloitte Touche Tohmatsu
scenarios about the potential impact these
ing its sustainability strategy. (Outside Asia,
Limited. He is based in New York. Yvonne Wu is Partner,
issues may have on the business – across its
where companies commonly practice exterEnterprise Risk Services and Leader of Sustainability
supply chain, its industry, and between other
nal sustainability reporting, businesses are
and Climate Change for Deloitte Touche Tohmatsu CPA
Limited (Deloitte China). She is based in Shanghai
supply chains and other industries – organiusing their sustainability reports to build bet-

CORPORATEGOVERNANCEASIA 48 APRIL-JUNE 2012

• By David Gerald, President/CEO, SIAS

“It is only through market
initiatives that we gain the
support of corporations to
willingly raise standards in
corporate governance rather
than just the legislative route”

Promoting
good corporate
governance
through
market initiatives
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Why does SIAS place so much importance in corporate governance?
For investors, corporate governance failures can wipe out entire life
savings. The Lehman Brother’s collapse
saw many investors lose their life savings. Singapore has had it’s fair share
of such corporate governance failures
and scandals. The Barring collapse and
the CAO debacle are some recent examples. And more recently, the Olympus scandal in Japan, only reminds us
of the grim prospect of a similar scandal happening here.
At the same time, there is empirical evidence that adopting good corporate governance practices also improves financial performance. Research
by Lipper & Governance Metrics International in 2004 showed that managers of large-cap mutual funds tend to
overweight companies with above –
average corporate governance profiles.
In addition, those funds which were
heavily over-weighted in well-governed
companies outperformed the average
fund in both three– and five-year holding periods.
McKinsey in 2000 surveyed 200
institutional investors in Asia and 89%
reported that they would pay more for
the shares of a well-governed company with comparable financial performance.
In Singapore, results of Pricewaterhouse Coopers Corporate Governance
Survey of Institutional Investors in 2000,
indicated the need to continuously improve Singapore’s standard of corporate
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governance to meet the increasing expectations of investors and provide a
climate conducive to the orderly development of the capital markets.
“If a company lists in a market
where corporate governance and
transparency requirements are not as
demanding as USA, investors will factor that risk premium into the valuation of the stock” commented a senior
Managing Director of NASDAQ.
However, there are difficulties in
analyzing whether good corporate
governance practices translate into
better performance. Firstly, many companies still practice the ‘box-ticking’
style of corporate governance and it
is difficult to measure the real quality
of corporate governance in companies.
Secondly, many factors affect measures
like P/E ratios. While governance is one
such factor, but the soundness of the
business model, qualify of management, efficiency in managing operations, and internal control are all equally important.
More recently, in 2008, a study of
listed companies in Asia undertaken
by Associate Professor Jeremy Goh,
Lee Kong Chian School Of Business, of
SMU, found that good corporate governance practices does result in long term
better corporate performance and the
study is consistent with many international studies in USA and Europe.
What are the market initiatives that
promote corporate governance?
Since 2000 SIAS has acknowledged
the importance of governance and
transparency in the development of
our capital market. We launched the
Most Transparent Company Award
and in 2003 with the development
of the Corporate Governance Code,
we launched the Singapore Corporate
Governance Award to recognize companies that best meet both the letter
and spirit of the Singapore Code, from
the investor’s perspective.
Since SIAS’ first Investor Choice
Awards launched in 2000, there have

SIAS is pleased announce today,
that we are commissioning SMU Sim
Kee Boon Institute to develop a new
score card for the selection of the Singapore Corporate Governance Award.
This new score card will include OECD
principles, the latest revision on the
Singapore Code, and initiatives relating
to investor rights.
We are indeed pleased to be working closely with SMU Sim Kee Boon on
this important market initiative.

David Gerald: Since 2000 SIAS has
acknowledged the importance of
governance and transparency in the
development of our capital market.

been other initiatives that also recognize good governance and performance.
More recently, to meet the changing global landscape following the last
financial crisis, SIAS together with industry partners, launched the Singapore Corporate Governance Week in
2010 to create greater awareness of
the importance of improving corporate
governance standards and providing a
platform to bring together the regulators, the big 4 accounting firms, Corporate lawyers and Corporate governance practitioners.
Additionally, SIAS also launched
in 2010, for the first time, as part of
the Singapore Corporate Governance
Week, a pledge by listed companies
and other professional bodies to publicly pledge to support good corporate
governance standards. I am pleased to
announce that to-date, 40 companies
have already pledged to support good
governance, although we are some six
months away from the next Corporate
Governance Week.
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So what is the next step in improving corporate governance?
Good corporate governance is a
journey and not a destination. Thus at
SIAS, we continue to find ways to help
listed companies improve good corporate governance standards and also
communicate them by engaging them.
I am also pleased to announce that
SIAS would embark on helping investors to identify the Top 100 Singapore
listed companies who excel both corporate governance and performance.
The SIAS Top 100 companies will
be tracked based on their performance
and corporate governance practices
and highlights will include the major
areas of concern to investors, such as
independence on the board, separation of Chairman and CEO, internal audit procedures and controls, risk management and remuneration policies.
These market initiatives will go a
long way to help investors make informed investment decisions. It is only
through market initiatives that we gain
the support of corporations to willingly
raise standards in corporate governance rather than just the legislative
route.
The focus on corporate governance
from the investors perspective, will
therefore, provide a foundation for the
development of our capital markets
and help investors build wealth. n
Speech by Mr David Gerald’s Speech On
Promoting Good Corporate Governance
Through Market Initiatives At MOA Signing
Ceremony Between SIAS And SMU SKBI

• By Professor Gregg Li

LESSON 1

Favoring Simplicity
The first real lesson of the 10 lesson series in helping the director and chairperson
understand the art of corporate governance is about simplicity

S

implicity and elegance adorns a
great piece of art, and so it is with
Corporate Governance. Best-in-class
organizations have simple governance
structure, not overly superfluous. There is
indeed a linkage between corporate governance and performance but this link is not
short term. You won’t find good corporate
governance leading to immediate higher
share prices, but you will find that good
corporate governance will strengthen the
foundation of the firm to undertake higher
levels of risk, thus allowing a stronger and
steadier upward appreciation in value and
ability to withstand market shocks. On the
other hand, ineffective CG or bad CG, once
known, can immediately trigger a drop in
share value. Like a painting, once someone
identifies a flaw in a masterpiece, value
drops almost instantly. Thus, I refer to the
presence of CG as the hygiene factor of a
company. Like a bathroom, you would notice if it is not clean. Nonetheless, having
a clean bathroom won’t bring you a high
level of comfort.
Yet, simplicity can be clouded and we
can be fooled if we are not careful. Probably the biggest contributors to improving performance in the boardroom lie
in the quality of the directors, their
deliberation process or what they do
when they do meet, and after all the
debate, a strong resolve and leadership to monitor and get things done,
wrapped around by a system of feedback that works. But we often forget the
real purpose of an organization and we are
distracted with floral additions to their vi-

“These distractors will be our
reminders that we have gone
too far right or too far left.
Like a warning yellow card in
a soccer match, these simple
guideposts will flag us
when we have gone too far.
Eliminating distractors helps
to bring back simplicity”

sual appeal, with subjects like loyalty, stakeholder concept, branding, corporate social
responsibilities, and others that would
embellish the image of CG. Don’t get me
wrong! Each is good in itself. All good in
themselves in fact, but would only fit for
the purpose they were designed for. Let’s
not be distracted for now. Let’s focus on
keeping things simple. Life is complicated
as it is.
It’s hard to imagine anyone not having heard of the term “corporate governance”. Still, it may not be of any surprise
that the term has meant different things to
different people. Simply put, and for fear
of repeating myself, corporate governance
(“CG”) is the system, or set of systems and
processes, by which companies are directed
and controlled. The art of CG lies in how
this system is being used to allocate the
power of decision-making and accountability to those who help govern the board.
The aim of governance is longevity and
sustainability, from one generation to the
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next. Governance is not simply about compliance. Nor is it simply about ownership or
being transparent about one’s interests. It is
a combination of all those elements, mixed
and blended beautifully in the right amount
to create a masterpiece. This is simplicity.
Distractions of Governance
Boards do have a role to play in creating
value and endorsing sustainability. This simple set-up within a complex capitalist system has partially contributed to one of the
longest economic growth cycles in mankind. In some cases this has gone wrong
because our board system has been overburdened with too many distractions and
even restrictions and tagged on with too
many attachments. Our boards have been
distracted and many those on boards have
been misguided by those who have never
sat on a board. Many of these distractors
are not aware of the inter-linkages of a
change in any one measure would have on
the totality of the CG system.
Currently I see five distractions and we
shall aim to recognize them and put them
aside. These distractors will be our reminders that we have gone too far right or too
far left. Like a warning yellow card in a soccer match, these simple guideposts will flag
us when we have gone too far. Eliminating
distractors helps to bring back simplicity.
The principal “distractors” are:
1. A focus on independence, that independence is somehow sacrosanct.
2. A belief that the role of the Board is
mainly to monitor management.
3. A bias on rewarding heavily the CEO
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while neglecting the other value creators
such as the innovators in your company.
4. A leaning towards compliance over
performance.
5. An emphasis on the mechanics and
parts of governance, while neglecting the
whole system of governance.
These have become distractors because
we have put too much emphasis and attention on these, persuaded by well-intended
bankers and ardent academics. We have
used too many non-essential colors in our
tapestry! Under the right balance, the underlying theme in each is actually useful for
many boards. It is the mixture that needs
to be readjusted and rebalanced. Some day
in the distant future other distractors will
become more prominent. Such is the flux
in any evolving system. For now, it is sufficient that we have raised these issues here.
We will come back to these out-of-bound
guideposts along the way.
Getting back to Basics
Taking a hint from architects who transform
art into functional reality, we as board artists should aim to design things where the
principle of form would follow function. In
the real world, there is no one best type of
boards, but many. The exact form of the
board must follow its functions and these
functions do change; hence, the structure
of a board does change over time. A formal
board with 12 directors, three of which are
independent non-executive directors, may
work well for a listed vehicle; but would be
disastrous for a start-up.
Therefore, the first question a Chairman
should be asking, and asking constantly, is
“what is the role of my board?” Given
the limited time and attention we have,
what are a few imperatives that we must
do, because no one else has the authority,
time, and perspective that we have.
This is because form would follow
function. Other than the legal or regulatory requirements for board directors, what
is the purpose of having a board? “Does
my present board structure fit for the
current purpose?” A Chair shouldn’t be
looking to find directors because these directors are great, but because they repre-

“As in Zen, when simplicity
has been achieved, don’t
forget to question the
assumptions. Be wary of
over-simplification as well”
sent the best fit for the structure in mind.
If managers were doing their jobs properly,
the board wouldn’t be spending so much
time on oversight and you may not need
everyone to have an accounting background on your board.
The form of the board must be flexible, simple, and yet sufficiently firm to
allow for changes in the future. A board
doesn’t usually change how it performs
and any changes do tend to be gradual.
If this is true however, what should be
kept the same and what elements of the
board should change with the times? The
only certainty is change. Hence, companies
should not carry out their functions with a
blind adherence to best practices like introducing more independent non-executive
directors (INEDs) because those practices,
however well tested, cannot work in a
vacuum. Governance practices should be
simple, and relevant to the operating nature of the organizational architecture.
There is not a single system of specific
strategy for achieving effective governance.
As the company’s business evolves, so too
must its Board of Directors and the Board’s
interlinking committees. Years back, Audit
Committees didn’t exist; and today, we
are talking about an introduction of a Risk
Committee. Years hence, we may even create an Innovation Committee. Boards too,
need to evolve and adapt.
There is not a single system of specific strategy for achieving effective governance. There are many systems, whereby
design may work better for some types
and maturity levels of boards in a particular
industry, but there’s rarely a one size that
fits all. As the company’s business evolves,
so too must its Board of Directors and the
way it shares its power and responsibilities
with management. The Board’s interlinking
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committees where both board members
and management participate would have
to evolve over time to reflect such changes
(and this is one important reason why all
boards should do a self-evaluation of its impact and effectiveness once a year). Having
a simple structure, simple and consistent
processes, and simple framework allows
for the organization to adapt itself much
more easily as the environment changes.1
As in Zen, when simplicity has been
achieved, don’t forget to question the assumptions. Be wary of over-simplification
as well.
Chairman’s Exercise in Simplicity
In this exercise, I want you the reader or
coachee to practice focusing, to think of
one critical measurement for your business or endeavour. Just one, not two, and
the answer cannot be ROI or some profit
numbers 2. Use these questions to help you
focus:
1. How would I define success for
my business?
2. What are the five things that my
firm can do, that would really upset my
core customers (and indirectly help created the board in the first place)?
3. What do our customers really
want from our firm that have differentiated us from our competitors and
how have the board protected those
differences?
4. What is the one thing that we
must do right if we are to have a delighted customer?
5. Now, how would we delegate
authority such that we are never in
doubt that these customers would get
the very best from our firm?
If you or your board takes longer than a
day to arrive at a good answer, it is time you
rethink how well your board have understood your business model. Some directors
would say that these are really the issues
Nonetheless, the paradox is that Boards however should
not be designed with a mind-set that the structure will
change, nor should it assume that the present structure
will last forever.

1

Profit is a result of a well-executed strategy, but itself,
is not a strategy.

2

of management, not issues of the Board.
I would disagree. If a director doesn’t really understand or be able to articulate the
values that are being created, then the directors don’t really understand the business
and more importantly, how to direct the
company in view of the values that are being created, destroyed, and recreated every
day. These directors would have few clues
what in fact they are protecting and would
probably be expecting some form of yet-tobe defined compensation and return that
would go beyond what you can afford.
A good chairman continually reminds
everyone what they are doing and how
they are doing in ways that would make
bring a sense of purpose for the trade-off in
time and attention. There are indeed better
things to do on a Saturday morning than
sitting around debating which supplier to
use or which employee to fire.
A great chairman will also find the time
to remind others what key questions we
need to ask.
Chairman’s Guide
Just to recap in another way, simplicity is
achieved by putting attention to these:
1. Clarity of Command. Who’s in
charge of what.
2. Focus or “Centering” on Differentiators that matter to your core customers.
3. Minimizing Control by Focusing on
“Critical Control Components – both risks
and performance types.”
4. Making Sense of Chaos or what I call
“Harnessing Complexity.”
5. Understanding what are the residual
risks, after risks have been mitigated and
control, and to what extent the company
would still be exposed. Simply put, identify
which risk factors ought to be transferred
(e.g., insurance), which best to be absorbed by management and the business
model (e.g., hiring a manager) and which
can be mitigated by other means (e.g., alliance with suppliers).
Let’s take a brief detour and focus on
the first two. The other distractors will be
covered in other lessons. We will again revolving around the notion of simplicity…
and in the following case, embellishing it.

“Ultimately all authorities
should be delegated to
others from the Board to
the CEO down to the front
line; and conversely, all such
authorities can be revoked
by the Board”

Facilitating Simplicity
Simplicity can be encouraged by putting attention, continual attention, to a combination of these:
• Clarity of command and improving the
speed of decision making; and
• Focus or “Centering” on value differentiators that matter to you and your core
customers
Nonetheless there are others. These
are two of my favourites and if properly executed and in the right sequence, they can
generate a lot of impact. Let’s touch briefly
on each of these.
Improving Clarity of Command
Clarity of command deals with a singleminded lucidity on who is in control of
what, and flowing out from this, how a
corporation should distribute or rather delegate authority (but with a feedback loop
that certain critical decisions have been
made)? Checks and balances is a key guide
that must be designed into the process of
decision-making. No one or party should
have unchecked authority.
For start-ups and typically family businesses, this is easy. The founder or patriarch
has total authority3 But we are not talking
about these. We are referring to the giants
of enterprises that need to delegate authority from the top down to the front line.
We are not saying a system of dictators but
a well-communicated system of authority.
Which people in which locations should
have the authority to handle which issues?
And at the same time, hard, because no one can provide
a role to check the abuse of the patriarch.

3
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What is the authority matrix?
Top management has to carefully think
through which decisions it sets aside for
itself, and more importantly, which to let
others to decide. It would be laughable to
have the CEO answering all phone calls for
fear that only the CEO would know how
to respond correctly to the wishes of the
customers. Great Boards find it sensible
to identify in writing those specific issues
reserved for the Board. Better ones would
cascade this down to other levels, like having clarity for all leaders down to team
leaders (e.g., letting the CEO approve the
firm’s annual compensation plan and major
capital expenditures). Ultimately all authorities should be delegated to others from the
Board to the CEO down to the front line;
and conversely, all such authorities can be
revoked by the Board. This is because authority should be given to the level where
they do come in contact with the customers and where the employees already have
sufficient information to take the right
decisions. To complete the picture, simply
allow the supervisor sufficient oversight
and the loop of checks and balances will
then be complete. However, this is easy
to say but difficult to do. Most front-line
staff have very limited authority and most
choose not to test such limits even if they
have the authority.
Can or should any high level authority
reside in the front line? Are there instances
in which the Board would be put in a position to override what the front line wants
to do? For example, does a department
head have the authority to change the
corporate Human Resources policy put in
by the Board? The obvious answer is ‘No’.
What if the policy specifically is in conflict
with a core service that has defined the
business? Would then the department
head or the CEO have the discretionary authority to allow an exception? You would
be surprised that in today’s corporate
world, some boards are so remote from the
front line that they really have no clue what
indeed drives the company. Under such
circumstances, many employees simply do
nothing, rather than to challenge the might
of the Board.
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The permutations of this issue
are endless and can have consequential knock-on impact throughout the
entire organization if there is little
clarity in command.
In many organizations where
project work is the main type of activity, we have a matrix management
system and this has often been a challenge for many organizations where
one person may have two or even
10 bosses, or in other words, where
the clarity of command is quite vague
and unpredictable like the weather.
The Board effectively cannot hold
anyone accountable because the
decision-making system has been
shared on a basis that changes with
the new structure which happens
once every few months. Authority is
delegated then to the Project Directors and Project Managers. Management
of the team members can have a difficult
time holding their subordinates accountable because their subordinates can always
claim their priorities are secondary to the
priorities of their project bosses.
This command structure can still work
and many professional consultancies are
run like this. The key is having professional
staff who know their own roles clearly and
who can play different roles on a team as
the team membership changes to reflect
the needs of their client. A great project
team plays like a great basketball team. Everyone has a role, but everyone can instantly change role should the situation warrants
it, and everyone else would instantly adjust
their role accordingly.
In Asia where the command structure
is much more hierarchical, open dissent is
rarely endorsed or tolerated. It is not that
directors do not challenge management,
which they do. Arguments behind closed
doors are acceptable forms of dissent, but
not open, in-your-face type of display of
disagreement. In China, take the Communist Party as an example, it is unusual for
the party to accept open dissent. Mao TseBig Surprise” Democracy China and the Communist
Party, The Economist, December 19th, 2009, pages 45-46.

3

volved in making them.
Exercise: Identifying the Signs of “Linked”
Accountability: We often talk about
accountability at the Boardroom level
and many times we fail to recognize that
accountability operates alongside a chain
of command. Unfortunately, the strength
of this overall chain is determined by
the strength of the weakest link. Take a
look at the highest level and see if the
accountability chain can be linked up from
the board room to the front line. You will
probably find that this is an impossible
exercise to perform. Note the levels
where accountability become vague, and
typically you will find that’s the sources of
many of your delays.

tung toyed with the idea known as Tenure
System in the mid-1950s which gave delegates to party congress notional supervisory
power over officials for the entire five years
of congress4. But that was later scrapped
and has never come back. The Communist
Party carries tremendous clout in the business world. Majority of the Chinese Stateowned Enterprises in China have Supervisory Boards that monitor the work of the
main Board, but the real power belongs
to members of the Communist Party who
may sit on either of those boards and who
can remove members of both Boards. The
power of the Party Secretary sometimes
acts as the ‘adjustor’ in the system.
Again, the key is that the system does
work, within a limited confine. If these
boards adopt a more Western type of open
discussion and transparency it may do more
harm than good, when the underpinning
culture does not support such behaviors.
The point I would like to make is that there
are many forms of command structure. The
speed in which good decisions are made,
tends to be the result of a clear command
structure, and the hierarchical nature of the
Chinese culture does promote faster decision-making. Albeit decisions made in such
a way may not be better or more widely
accepted decisions, as less people were in-
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Speeding up Decision-Making
Essentially, a higher body should nottake decisions or take on responsibilities that can be accomplished at
a lower level. Always push decisions
where this can be taken, where the
decision-maker making the decision
has all the relevant facts (and correspondingly the right level of authority) to make such decisions. But
have a loop built into such decisions
so that the next higher level knows
such decisions have been made. If
this is not possible nor understood in
a firm, then CG doesn’t really work
there.
Would it be sensible to tell your
customers that his wish to buy a blue
carpet will need to be approved by
the Board of Directors whose business is
selling carpets? Nothing’s wrong with this
except the speed of decision would be
needlessly impaired. And in this competitive world, your competitor will be offering
to deliver the carpet before your Board can
agree on the color of the carpet. I am implying that the type and form of a board
is actually influenced by the way decisions
have to be made for that line of business.
Another principle is that the decisions
and roles of a Board should not be confused with those of operations. After all, a
basic definition of a Brain is that it is doing
something other than directly running a
business, that of getting other parts of the
body to do the real work. A good non-executive director does not micromanage and
interferes with the running of that firm.
He wouldn’t have the time, know-how,
authority, nor the sensibility to be making
good operating decisions.
A key enabler to better decisions is
recognizing how to harness the many
complexities faced by the board and sort
them into piles before they become more
complex. Indeed, at its core, corporate
governance is about setting in and
fostering the semi-automatic decisionmaking architecture for an organization – from the board level to the

front line as the company evolves and
strengthens its business model. It is
about setting in an institution so that managing competing resources at the highest
level can be made. It is about making decisions that would contribute more to value
and less to risks. These scenarios are only
possible with a Board that has a predefined
system that can manage complexity, and
allow management and the front line to
manage their complexity that is inherent in
all environments. This is called an authority matrix and a useful means to improving
board’s authority is to articulate what indeed is this authority matrix for your board.
Clear accountability and authority,

Board has managed its own complexity.

“Every firm has its own
culture, built and reinforced
by its own cadre of founders
and directors, competing in
their own market space”

making architecture. Sometimes we call
this the Culture of Corporate Governance.
We can only harness complexity if we
can cut through the haze. Ask a front line
employee to cite three core values of the
firm. If they understand correctly what
these are and are able to recite them, then

Sample decision making processes with oversight

coupled with the timely presentation of
accurate and meaningful information to
those who need to take decisions (and this
is not just the Chairman but everyone who
has a job in the organization), should really
help. Allowing the front line to make decisions, based on some simple principles that
you the Chairman had set down, will make
the difference. Their own job descriptions
will do the rest. When the front line understands what are the “non-negotiable”
and able to navigate around these as the
complex environment throws things at
them, without constantly referring to your
guidance, then you will have installed a
functioning and nearly automatic decision-

you have given them a proper mandate
and a scope with which to make operational business decisions. Core values indirectly
would frame the limit of decision-making.
Every firm has its own culture, built
and reinforced by its own cadre of founders and directors, competing in their own
market space. This is because the markets
being faced by each company are complex
and ever changing. A good chairman understands his own limitations and his lack
of omnipresence. He and his board of directors simply cannot be in all places at all
times.
To see how well your Board has taken
on this challenge, let’s look at how the
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Chairman’s Exercise: Decision-Making
Ask yourself these questions:
1. How does the Board strengthen,
facilitate, or impede the decision-making process on major accounts?
2. Does the Board make decisions
on the right issues in the right way and
then ask the CEO to see to it that they
are converted into real work and accomplishment?
3. Does the Board confuse activities
with the results of those activities?
4. What are the core values that the
Board has promoted? (Ask a front line
to recite.)
5. Based on these core values,
would a front line staff be able to make
new decisions on an unusual request by
a customer (and still be consistent with
what the board had intended)?
Clarity also means that all employees,
especially those at the front line, understand the fundamental purposes, goals,
and values of the enterprise; and based on
these, are able to make decisions for their
customers within their scope, even when a
corresponding policy has yet to be written.
There is nothing more powerful than
a team working in unison and focus plus
clarity will provide that. With a focused organization, the front line doesn’t need to
be told about their new direction because
they would already know which direction.
Chairman’s Exercise: Authority Matrix
Create a simple one-page authority matrix.
Best to use a spreadsheet for this exercise.
Create three columns. On column one, list
down all the key authorities that must be
determined by the organization. On column two, label this as decisions owned by
the primary party, the Board. On column
three, label this as decisions owned by the
secondary party, management. Try to keep
this to just one page.
Focusing on Value
One of the greatest challenges for today’s
directors is how to remain focused around
the core value that the business is develop-
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ing. Directors are bombarded with a conand begin from there. Someday you will be
Sun Tze’s Art of War attempts
tinual series of new compliances, rules,
able to articulate a crisp statement that is
to bring one key message,
regulations, codes, national laws, new best
unique you and for your board.
practices, that are put in place by those
and that is being focused.
who mean well and as a result directors
Recap: Corporate
are constantly distracted. Increasingly every
Governance is…
borrowed from a few great leaders:
year directors have to face and master new
From the table page 57, indicate the de1. “We have a negative tolerance
practices, and even if we are introduced to
gree of your agreement and understanding
towards any kind of non-Christian bejust 20% of changes every year, after just
with each of the quotes. In the last column,
haviors.” Chairman of an international
four years, or the length of most tenure
indicate your level of agreement. Put a ‘5’
Architecture Firm.
for directorship, we would have been lookif you agree completely. A ‘1’ if you do not
2. “If ten soldiers desert us, we will
ing at an entirely different position to that
agree at all. And a ‘3’ if you are neutral.
kill a hundred. If a hundred, we will kill
when we first started. This is the speed of
Remember that the essence of corpoa thousand. If a thousand, the whole
change. This is the tolerance of distraction.
rate governance is not only the oversight
Mongol empire should die.” Ghangis
More and more, Boards are being
of the long-term growth of an entity. CorKhan.
blamed for a whole range of malaises, from
porate governance is not only about con3. “Thou shall not kill your competisenility to being unnecessary by shareholdtrol. Contrary to popular beliefs, corporate
tors.” Moses and The Ten Commanders. Boards today are put under tremengovernance is not just about management.
ments.
dous pressure, some rightly so, for years of
It’s hard to imagine that anyone in
4. “We will not sell anything to
negligence or by sheer luck management
business these days have not heard of the
our customers unless we believe they
was able to take up some of those roles and
term “corporate governance”. Still, it may
are good for our customers, even if it
accountability. We see shareholders quesnot be any surprise that the term has and
means we won’t make our budget for
tioning the values that Board has brought
still does mean different things to differthe month.” Unknown.
in their efforts in bringing about “sustainent people. Accountants often think of
5. “Don’t confuse activities with reability”, not for the company mind you, but
governance simply in terms of compliance;
sults…” Lou Gerstner at IBM.
for themselves. Sustainability, we were told,
lawyers think in terms of ownership and
Definitely not a challenge for the faintwas the essence behind corporate goverrights; and economists often think in terms
hearted! You won’t be able to arrive at the
nance and it was argued that better govof conflicts of interest and corporate social
answer in a fortnight. Put this in the back
ernance would mean the enterprise would
responsibility. There seem to be many defiof your mind. Someday it will come. Think
be more sustainable, sustain itself from one
nitions for what was once a useful term.
of some true values that you have lived by,
generation to the next. But somehow most
Simply put, corporate governance
directors had forgotten this
(“CG”) is the system, or set
aim and were attempting to
of systems and processes,
build a legacy for themselves.
by which companies are
Chairman’s Exercise:
Extending their board memdirected and controlled.
A-B-C Time Management Exercise
bership for another term was
The aim of governance is
Context: All businesses exist to deliver a service or a product.
really their interest.
longevity or now known as
Anything or any activities that go towards producing such
Where have we gone
sustainability, growing and
services or products are called core activities, or “A”. But
wrong? How can you avoid
sustaining the activities and
sometimes we need other non-value-added activities so that
this pattern?
profit from one generation
these core activities can take place. Accounting, HR, and
to the next.
legal support are the other “B” activities that must exist,
Chairman’s Questions:
Governance is not simbut only to the extent of enabling the real business to take
Focus
of the Firm
ply
about compliance. Nor
place. It doesn’t get more simple than this. Then there are
Ask yourself, what are the one
is
it
simply
about ownership
the “C” activities, or wasteful activities or by-products that
to three principles that all emare produced whenever we do something. The aim here is to
ployees must abide in deriving
reduce or minimize all “C” activities.
Harvard Business Review on Corporate
their decisions made in the
Governance, 2000, President and
As the Chair, please ask your CEO to give you a one-page
Fellows of Harvard College.
best interest of the company?
list of ABC. Then go to the front line and ask them to give
Sheridan and Kendall, 1992, Corporate
What are the clear and powyou a one page ABC. Compare the two.
Governance, Pitman.
erful reminders to employees
Demb and Neubauer, 1992, The CorpoWhat has gone wrong?
that will help them focus?
rate Board: Confronting the Paradoxes,
How about some of these,
New York, Oxford University Press.

or being transparent about one’s interests. It is a combination of all those elements, mixed and blended beautifully,
each in the right amount, to create a
unique masterpiece. A snapshot is taken of this mix, for tomorrow’s mix will
not be the same. That snapshot is that
simplicity.
Zen, Zen Art, and Corporate
Governance
Zen Art, like all items of art, is quite subjective, quite contextually based, and requires its own interpretation. I have used
Zen to describe Art. Zen Art has a different quality in that one needs to find just
the minimal amount of strokes, nothing
superfluous.
Understanding art is not an easy exercise. Why is that certain individuals can
see so much in a fine painting, while others
cannot fathom nor interpret the message
being presented? Art is communication
and translates symbols and lines into something that the artist wants to convey. But

the reader must have the language and the
communication protocol to understand
what is being conveyed. To understand the
board, one must strip it down to its core
elements. I have always believed in designing boards of directors with the minimalist approach. A board should not be too
complex, but complex enough to serve its
purpose.
Zen is clean. Good corporate governance is also clean. When we see a piece of
art that is Zen-like, as in the case of corporate governance, we look for these things:
• Simplicity
• Balance
• Contrast
• Immediacy
• Spontaneity and Control
• Creation (or Innovation) of Life
• Self Awareness
When we attempt to understand what
is good CG, one has to first understand
what is Zen. For example, symmetry is not
a characteristic of Zen. Zen items are never
symmetrical, they are slightly off, done so

to represent that in the real world, hardly
anything is really symmetrical. The board is
really not round, but oval.
In the next series of chapters, each of
these seven Zen characteristics will be introduced, in the light of its interpretation in
the CG world. In the next lesson we shall
touch on balance. n
Professor Gregg Li has written extensivelyon
board governance issues. He has been advising
boards since 1997 on effective ways to improve
both performance and conformance when he
was running the management think tank at the
University of Hong Kong. His work in the last decade has been used from South Africa to Canada
to the Philippines. Now retired from heading a regional practice for aglobal consulting firm, Gregg
teaches and guides young directors on how best
to work with their family boards in Asia. Gregg
received his Engineering Doctorate from Warwick, MBA from UCLA, MA in Asian Economics
from Hawaii; and Liberal Arts from Washington
University in St. Louis, where he is currently an
advisor to their Asian Board. Gregg is one of our
consulting editors and practices Tai Chi and Zen .

Definitions

Contributing Authors

...the system by which companies are directed and controlled.

UK Cadbury Report 1992

At its core, corporate governance is not about power but about ensuring that decisions are made effectively.

John Pound, Harvard

Corporate Governance is about the exercise of power over corporate entities.

Robert Tricker, Warwick

Corporate Governance rests with the conduct of the board of directors, who are chosen on behalf
of the shareholders.

From an annual report of a
public company

Corporate Governance is about the encouragement and oversight of the ability to create long-term sustainable value.

An expert in CG

Management is concerned with the company’s operations, governance with ensuring that the executives
do their jobs properly.

Sheridan and Kendall

Corporate Governance is about the way in which a company organizes and manages itself to ensure
that all financial stakeholders receive their fair share of a company’s earnings and assets,

From an article in the H K
Company Secretary, March 2001

…Corporate governance is the process by which corporations are made responsive to the rights and wishes
of stakeholders.

Demb and Neubauer

“Corporate Governance is a system of processes and structures to direct, control, and account for the business
at the highest level.”

Neubauer and Lank, 1998

Corporate Governance is concerned with the processes by which corporate entities, particularly limited liability
companies, are governed; that is, with the exercise of power over the direction of the enterprise, the
supervision of executive actions, the acceptance of a duty to be accountable and the regulation of the corporation
within the jurisdiction of the states in which it operates.

Bob Tricker when he was teaching
at the University of Hong Kong in
the early 90’s

Corporate Governance is about the management of the Board.

A CG Expert
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