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ith Asia’s stature as an investment destination for foreign funds searching
for yields, corporate governance is certainly not lost in the shuffle. In fact, efforts to
further enhance corporate governance standards across the region continue, with both
the regulators and market advocates persevering to send their message loud and clear.
In one of the most recent and significant initiatives, the first ever ASEAN
Corporate Governance Scorecard has been completed, marking the conclusion of the
inaugural assessment of publicly-listed companies using the standardized ASEAN
Corporate Governance Scorecard.
The ASEAN Corporate Governance initiative helps raise corporate governance
standards and practices in the region to give greater international visibility to wellgoverned ASEAN companies and to complement other ASEAN Capital Market
Forum initiatives in promoting the region as an asset class.
The ASEAN countries consisting of Indonesia, Malaysia, Philippines,
Singapore, Thailand and Vietnam participated in the 2012-2013 assessment,
with the OECD Principles of Corporate Governance being used as the main
benchmark in developing the scorecard.
Separately, countries such as the Philippines are pushing their own corporate
governance agenda. For instance, the Philippine Stock Exchange is proposing to
overhaul the guidelines governing companies in financial distress or under corporate
rehabilitation to include “red alerts” before the actual bankruptcy. This is designed
to better protect the minority investors who might otherwise get stuck with illiquid or
insolvent investments.
Indeed, the spotlight on Asia is serving as a driving force to make corporate
governance standards in the region to be at par with the best in the world. In
deploying their funds especially in the emerging markets, corporate governance is
very much in the fund managers’ radar, which makes it an added incentive for
Asian corporates to follow the best international practices.
And at Corporate Governance Asia, we continue to push the envelope to make
corporate governance in every corporate’s DNA.
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Corporate governance
commands premium
“Asia’s Icon on
Corporate
Governance”

“Asia’s Overall
Best Managed
Company”

“Best Managed
Company
in Asia Overall”

“Asia’s Most
Honored Companies”

2012

For Asia’s best practitioners of corporate governance, it is a never-ending
exercise of transparency to keep all the stakeholders well-informed of
their business activity. There has been a greater appreciation across the
region on the importance of good corporate governance as it translates to
several benefits, including premium on stock price and access to capital
markets. It is key to sustaining strong corporate performance.

While companies in Asia cannot be directly compared with those
of the West because of a different cultural background and their own
unique characteristics, we do have the same aspirations of attaining the
best practices in corporate governance. Asia has the best-of-the-best in
terms of compliance with good corporate governance and they share their
views on how we stack up with the rest of the world.

China Telecom always strives to maintain a high level of corporate governance and transparency to ensure healthy development of the company
and enhance corporate value. As a company dual-listed on the Hong Kong
Stock Exchange and New York Stock Exchange, we effectively incorporate the relevant regulatory requirements into our corporate governance
practice. Our board of directors is composed of experts from diversified
professions such as telecommunications, finance, economics and law, leading
to comprehensive and balanced viewpoints in the decision-making process.
We attach great importance to the perfection of the internal control system
to enhance operation efficiency and effectiveness, and integration of comprehensive risk management into our operational practice.
The company keeps the capital market and the public fully informed
of its operation and major development through press announcements and
regular activities such as analyst meetings, press conferences, global investor
telephone conferences, investor road-shows and participation in various
investment bank conferences. To enhance transparency, we also provide, on
a voluntary basis, the monthly announcement of key operating metrics and
quarterly disclosure of financial results.
The company’s website (including a mobile version) not only serves as
an important channel to disseminate corporate information to the investors
and the public, but also as an effective platform for interactive communication between the company and various stakeholders. Our persistent efforts
in corporate governance have been widely recognised by the capital markets.
We have been accredited with a number of awards and appreciation in
2012, including “ No. 1 Best Managed Company in Asia” by Finance Asia
for two consecutive years, “Asia’s Most Honored Companies” by Institutional Investors for two consecutive years, “The Best of Asia” by Corporate
Governance Asia for three consecutive years, and also “Overall Best Managed Company in Asia” by Euromoney four years in a row.

Asian companies have made encouraging progress in raising awareness
of the value of maintaining high standards of corporate governance
in recent years. Both regulatory authorities and listed companies
have strived to introduce effective corporate governance codes and
best practice guidelines, especially in Hong Kong, which has set high
standards for corporate governance equal to those required by the
authorities in the West.
With our extended business foothold across Asia apart from Macau, we have set maintaining a high standard of corporate governance
as a top priority, and in turn becoming an impetus for enhancing
overall corporate governance in the region. We are committed to fully
complying with our Code on Corporate Governance which not only
formalizes the standards and practices in directing and managing our
business affairs, but also aligns practices with benchmarks prescribed
by the Hong Kong Stock Exchange, ultimately ensuring the highly
transparent operation of Melco and its accountability to its shareholders. As Asian companies continue to expand internationally, a greater
emphasis on corporate governance in areas such as responsible decision making, transparency, stakeholder engagement and risk management should be promoted. Melco will continuously step up efforts to
advance corporate governance practices with the aim to serve as a role
model for other Asian companies.
Melco is a founding signatory of the Hong Kong Corporate
Governance Charter launched by The Chamber of Hong Kong Listed
Companies of which our Group Chairman and Chief Executive
Officer, Mr. Lawrence Ho was the former Chairman. The aim of the
charter is to foster a culture that emphasizes corporate governance
among listed companies in Hong Kong. During past years, Melco has
strived to promote and maintain the highest standards of corporate
governance as it considers good corporate governance to be the cornerstone of a well-managed organization.

China Telecom Corporation
People’s Republic of China
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In addition, what sets us apart from everyone else is that we have
subsidiaries, associates and bonds listed in the US, Hong Kong, the
Philippines, Canada and Singapore in six Exchanges, and therefore we
need to comply with more regulations and legislation than any other
company.
Bearing the overall responsibility for promoting the success of
Melco by directing and supervising its business and affairs, our Board
comprises a balanced mix of Directors, a Non-executive Director and
Independent Non-executive Directors (INED) to ensure that issues are
fully debated and that all individuals take part in the decision-making
process. The number of Melco’s INEDs represents almost half of the
Board’s members, higher than the one-third requirement of the Hong
Kong Stock Exchange. All Directors meet regularly within the financial year and are kept informed on a timely manner of major changes
that may affect the Company’s businesses, including relevant rules and
regulations.
The Group’s ongoing efforts to promote excellence in corporate
governance practices has earned market recognition from different
stakeholders and won numerous awards in the past, including the
“Corporate Governance Asia Annual Recognition Award” for seven
years presented by Corporate Governance Asia magazine. Besides,
Mr. Ho has received the “Asian Corporate Director Recognition
Award” of Corporate Governance Asia magazine and has also been
named one of the “Best CEOs in Hong Kong” by FinanceAsia magazine for four consecutive years. All of these accolades represent the
market’s acknowledgement of our dedication towards improving our
corporate governance.
Melco International Development Limited
Hong Kong

We are aware different standards of corporate governance and corresponding regulations are practiced in different markets.
The Company always endeavors to maximize its shareholders’
value and maintain high standards of corporate governance. Being
a listed company in both the United States and Hong Kong, The
Company’s adherence to the most stringent regulatory requirements
ensures all decisions are made on the principles of trust and fairness
and in an open and transparent manner to protect the interests of all
shareholders.
CNOOC
People’s Republic of China

The cultural, social, economic and political conditions differ in Asia and
the West, and therefore there should be unique set of corporate governance
standards and guidelines for the countries across regions. However, no matter how standards and practices differ from country to country, the purpose
of maintaining high standards of corporate governance is the same – to enhance shareholders value and improve long-term performance by adopting
best practices such as a quality board, accountability to stakeholders, open
communications, fair disclosure and stringent internal controls.
To this end, the well-structured board and professional management
team of China Resources Enterprise, Limited (“CRE”) strive to ensure that
the company maintains transparent communications and fair disclosure, and
that we are fully accountable to stakeholders. CRE has long taken the initiative to produce quarterly financial and operational reviews on a voluntary
basis to maintain a high level of transparency, and regularly arranges analyst
meetings to discuss the company’s business strategies and performance. We
also put a strong emphasis on our internal controls, with the company setting up a variety of committee, including the “Finance Committee”, “Audit
Committee”, “Compensation Committee”, “Executive Committee” and
“Nomination Committee” in accordance with HKEx listing rules to assist
the board in implementing its strategic plan and monitoring its operations.
Furthermore, we also attach high importance on continuous professional
development and provide a number of training and continuing education
programs to our directors and staff so as to maintain our high levels of
professionalism and competitiveness.
Our commitment to good corporate governance has not only helped
us earn our esteemed reputation in the investment community, but also
enhanced our competitiveness for truly sustainable growth, thereby putting
us in a better position to embrace new opportunities ahead and helping us
move towards our goal of becoming the largest consumer goods company
in China.
China Resources Enterprise, Limited
People’s Republic of China

Since our inception more than 50 years ago, Hang Lung Properties has
provided quality, sustainable growth through a culture founded on sound
corporate governance, honesty and integrity.
At Hang Lung, we believe that measuring up to our own meticulous
standard is the best way to ensure We Do It Right. We Do It Right not only
is an advertised motto we had in 2012, it also vindicates our visionary principle that forms the core of everything we do and the values we hold dear in
doing business.
Hang Lung is a good corporate citizen, complying with or exceeding
listing rules on corporate governance. We place an emphasis on transparency, promoting integrity and honesty by developing and implementing our
codes of conduct in Hong Kong and mainland China.
Good corporate governance is the foundation of our success and central
to our prospects for further sustainable development. Right from the outset,
we have pursued practices, procedures and policies that serve the best inter-
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ests of our principal stakeholders, namely shareholders, staff, customers and
the community. As a fast growing company operating in a complex business
environment, we have set ourselves high standards of corporate governance.
Good governance is essential to corporate success, and the responsibility
for achieving excellence should start with top management. The core of our
governance structure is an effective and qualified Board of Directors which
is committed to maintaining the highest standard of corporate governance,
sound internal control and effective risk management, ensuring total accountability and transparency throughout our operations with the aim of earning
the complete confidence of shareholders and all relevant stakeholders.
Hang Lung is believed to have one of the best corporate governance in
the industry. It is hard to find a company that has independent non-executive directors who are as active and as independent as Hang Lung’s. They
probably exercise more power than most if not all their peers. Few firms are
as transparent as we are not only in terms of financial disclosures but also
our strategy and management thinking. This is why our Chairman Mr Ronnie Chan personally pens all chairman’s letters to shareholders.
Good corporate governance demands a broad and long-term perspective on what is needed for sustainable development and how to achieve the
said goals. We Do It Right, and it is a serious undertaking that carries a lot
of weight.
Hang Lung Properties Ltd
Hong Kong

down an important cornerstone for the long-term healthy development of
Yip’s Chemical. In 2012, the Health, Safety and Environment (HSE) Committee was formed to raise the performance of the Group’s HSE aspects while
striving to safeguard the health and safety of its staff and stakeholders.
A distinctive practice of corporate governance also involves an ethical company culture. The Group is committed to promoting high ethical
standards for all levels of employees. In 2012, a set of “Ethics and Capability
Emphasising” code
Emphasizing”
code of
of conduct
conduct was
was drawn
drawn up
up to
to guide
guide employees
employees how
how they
they
should behave ethically and responsibly towards stakeholders.
We regard corporate social responsibility (CSR) as part of our mission
and are committed to incorporating the concept of sustainability into our
business operations and management processes to better achieve a comprehensive development for the economy, society and environment. As a shining
example, Yip’s Chemical has embarked on its flagship CSR program by donating mobile eye surgery centres to needy provinces in the mainland to help
restore vision for cataract patients. Under the ten-year donation plan kicked
off in 2010, a total of 18,000 cataract patients have undergone eye surgeries
as of end of Decemeber 2012. In addition to donating surgery centres, the
Group has also made an all-out effort in organizing volunteer work related
to the landmark project. As a responsible corporate citizen, Yip’s Chemical
has not wavered in implementing green production measures with the aim
of reducing the amount of pollutant emissions and their impacts on environment arising from operations. Over the years, Yip’s Chemical has been
actively developing eco-friendly paints and inks and has set environmental
protection as one of its strategic focuses in innovation.
Yip’s Chemical Holdings Ltd
Hong Kong

The corporate governance standards in Asia have enhanced in the past
decade. With more global renowned corporations mulling to list and invest
in Asia, Asia’s local companies are increasingly attentive to the issues and
execution of corporate governance such as information transparency, timely
disclosure of information, role, responsibilities and composition of the board
in order to catch up with international standards. As part of corporate
governance standards, corporate social responsibility is also very well
established in Asia. While developing businesses, corporations in Asia are
willing to contribute to society through different types of donations, charity
work and programs. Yet there are still rooms for Asia’s companies to improve
their corporate governance standards. For instance, self-evaluation of board
becoming
a hot
issue
and
quite
common
Western
countries,
while
has become
a hot
issue
and
is is
quite
common
inin
Western
countries,
while
it is not so widely-practiced in Asia. Board evaluation provides a forum for
directors to review how well the board is functioning. Yip’s Chemical has
been conducting a regular evaluation of the board’s performance following the recommended best practice introduced by the Hong Kong Stock
Exchange. We believe the boards in Asia will continue to enhance their
corporate governance standards and maintain a high level of accountability
and credibility.
Yip’s Chemical has always been placing corporate governance as a
top priority in a bid to maximize values for its stakeholders. The Group has
wellversed
successfully established a well
versedmanagement
managementsystem.
system.Since
Since2012,
2012,Yip’s
Yip’s
Chemical has started setting new designs and new positioning for its management structure. The original three-tier structure has been streamlined into
a two-tier structure comprising a board of directors and a group executive
committee. With a clearer positioning, a more compact configuration and
a quicker decision making process, the new management structure has laid

To match the international practices, the regulator of course plays an important role. The Hong Kong Stock Exchange has been changing its rules,
including rules on corporate governance, constantly, which shall certainly be
welcomed by the stakeholders showing that the city is determined to achieve
high standards.
We have written in our Articles of Association that the Board shall consist of a majority of independent non executive directors. Our independent
non executive directors are all prominent figures in management, financing, accounting, legal or risk management. We also have independent non
executive directors from England and the United States, which have high
standards of corporate governance. These are certainly important factors in
enhancing our corporate governance.
We have also separated the roles of the chairman and the chief executive officer. The two positions are taken up by different persons not in the
same family.
We have a strong Investors Relations team and constant disclosures on
company facts are made to the public to provide transparency and information to investors.
Shui On Land Limited
Hong Kong
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The standards of corporate governance in Asia are different from that of the
West due to the different levels of market development in both regions, as
well as cultural and regional differences. In recent years, the Asia market has
continued to grow rapidly and Asian companies have gradually developed
their international footprints, while at the same time, Western companies
looked for business opportunities in Asia. Therefore, Western management
theories and concepts started to spread to Asia. Asian companies are adopting and promoting Western corporate governance regimes which improve
companies’ internal controls, information disclosure and corporate social
responsibility. Asian companies are also looking up to outstanding international enterprises in order to meet globally recognized standards and to
enhance their company image and credibility.
As a company listed in both Shanghai and Hong Kong, China Minsheng is in strict compliance with the rules and regulations set in the Code
on Corporate Governance Practices in the Hong Kong Stock Exchange,
the Company Law and the Commercial Banking Law in China. China
Minsheng Bank focuses on establishing a transparent and efficient corporate
governance system and structure and refining its system. At the same time,
the Board of Directors and Supervisory Board continue to improve the
corporate governance of the Company by enhancing the implementation
of the rules. On the other hand, the Board of Directors further strengthening its strategic management. Minsheng Bank has formulated its second
Five-Year Development Outline on the basis of the analysis, studies and
discussions in the first Five-Year Development Outline to set out the strategic
objectives and directions of the long-term sustainable development of the
Company for the next five years. Minsheng Bank has further strengthened
and promoted its internal controls, and has issued a Three Year Internal
Control Plan to set out the direction of its internal controls for the next three
years. According to the Provisional Measures on Performance Appraisal
of Directors and pursuant to the Provisional Measures on Performance
Appraisal of Senior Management, Minsheng Bank has evaluated the performance of its Directors and senior management and promoted due diligence
and self-discipline. The Company focused on enhancing its Directors’ and
Supervisors’ understanding of the operation of the Company through various means, including internal research and investigation of the Bank. Based
on the results of the inspections and visits, the Supervisory Board submitted
proposals to the Board and senior management which ensure that the Company’s operations are in line with the healthy development of the Company.
China Minsheng Bank is committed to disclosing all material information in
a timely, accurate, true and complete manner and will continue to enhance
the transparency of the Company, as well as ensuring that all shareholders
have equal opportunity to access the information of the Company. Minsheng Bank adheres to its mission of “serving and caring for the people”.
The Company has also gained international recognition for establishing its
accountability system, serving the real economy, caring for customers and
employees, developing a green finance business and making contributions to
charity work, strengthening trust with different stakeholders and the favor of
many investment institutions.
China Minsheng Banking Corporation
People’s Republic of China

MPIC is a member of the Ethics and Compliance Officers Association
(ECOA) which has 1,300 members in 6 continents, mostly Corporate Governance Officers of major companies. Thus, we are able to benchmark with
other companies, not only in Asia but primarily U.S. based and regulated
companies. At least, in the Philippines, insofar as PSE and SEC mandated
corporate governance standards are concerned, we are very current, relative
to U.S. regulations/legislation. As you are aware, we are preparing towards
the Asean Score Card rating system, which will pit Philippines PLCs against
other Asean PLCs. This will be implemented in 2015 although companies
are already being validated this early.
It is an advantage that while MPIC is a large company, market cap-wise,
we are a small company in terms of number of employees. Thus, it is relatively easier for to our Chairman’s, President’s, and Director’s to implement
strategies aligned with the vision, mission and values of the company. In this
regard, passion for Good Governance that trickles down to the employees,
encourages a corporate culture that promotes ethical practices, individual
integrity and accountability, and fulfils
fullfilssocial
socialand
andenvironmental
environmentalresponsibilresponsibility. The bosses live it. And because it is very visible since we work in close
proximity, its not difficult to imbibe those values.
Metro Pacific Investments Corporation
Philippines

corporate governance, professionalism and integrity from the first day of its
operations in 1966. The Public Bank Group’s steadfast focus on corporate
governance stands as a paragon of stability and safety in times of turmoil
and volatility in financial markets, and provides a source of confidence to
stakeholders, be they customers, employees, shareholders or the public at
large. High standards of corporate governance have enhanced the corporate
image of the Group and generated greater customer confidence and businesses, contributing to shareholder value and long-term sustainable growth
of the Group. Good corporate governance has also been a source of pride
for the staff to contribute to the organisation.
The many awards that the Public Bank Group has obtained over
the years speak volume of its unwavering commitment in its pursuit of
excellence in corporate governance and its long embedded culture of
transparency and integrity. In 2012 and 2013, the Group continued to be
recognised by various international organisations and publications for its
achievements to maintaining highest standards in corporate governance.
These include the Corporate Governance Asia Recognition Award 2013
for Malaysia for the ninth consecutive year and the Alpha Southeast Asia’s
Institutional Investor Corporate Awards 2012 for Strongest Adherence
to Corporate Governance for the second consecutive year. Public Bank’s
Founder and Chairman, Tan Sri Dato’ Sri Dr. Teh Hong Piow, has again
been recognised for his sterling achievements and contribution to the
banking industry with the Corporate Governance Asia’s Asian Corporate
Director Recognition Award 2013 for the fourth consecutive year and
Asian Excellence Recognition Award 2012 for Best CEO (Investor Relations) for Malaysia for the second consecutive year.
Public Bank Berhad
Malaysia

There has been greater awareness by Asian corporations on the importance
of good corporate governance practices after the hard lessons learned
during the Asian financial crisis 1997-1998. Since then, there has been
significant improvement in corporate governance among Asian corporations
with a wide range of regulations enacted, standards developed and enforcement strengthened. In Malaysia, corporate governance reform has been a
priority since the late 1990s with several significant initiatives undertaken.
These include revisions to the Companies Act 1965, a new Capital Market
and Services Act, new corporate governance guidelines for financial institutions and government-linked companies, Malaysian Code on Corporate
Governance for listed companies, corporate governance scorecard produced
by the Minority Shareholder Watchdog Group (MSWG), establishment of
Audit Oversight Board (AOB) and convergence of local accounting standards to International Financial Reporting Standards. These requirements
which are aligned with international best practices on corporate governance
have put Malaysian corporations on a high level of corporate governance.
In addition, Asia is also witnessing more cross border cooperation for sound
corporate governance in ensuring effective oversight on corporations.
Corporate governance has come under significant scrutiny in the wake
of the recent credit crunch in developed economies. The global financial
crisis illustrates that both developed and developing countries must not rest
on their laurels in ensuring sound corporate governance. With a common
understanding of the importance of corporate governance, there is much
the East and the West can learn from each other and take concerted efforts
to ensure consistent effectiveness of corporate governance.
Public Bank is fully committed to maintaining the highest standards in
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Companies in Asia are different from those from the West. The culture,
environment and values of Asian companies are quite unique and cannot
be compared against its Western counterparts. Thus, Asia cannot be said to
have “caught up” or on the contrary, to have “lagged behind” the West in
terms of corporate governance standards and practices.
International Container Terminal Services, Inc. (ICTSI) has observed
that over the recent years, the corporate governance standards and practices
in Asia have considerably improved in terms of the legal and regulatory
framework. Other Asian countries have established or upgraded their corporate governance scorecards. In our region, most countries have instituted
stricter risk management and internal controls and these are required to be
disclosed in their Annual Reports or a separate Annual Corporate Governance Report, as mandated in the Philippines.
Companies in Asia have proven that their corporate governance standards and practices are never static and are now, more than ever, continuously evolving and adapting to the needs of the Asian market and economy.
CTSI isisininthe
ICTSI
thebusiness
businessofofacquiring,
acquiring,developing,
developing,managing
managingand
and
operating container ports and terminals worldwide. Our main priority in
conducting our business is to be a leading global port management company
with the end view of building long-term shareholder value. For 25 years,
we remained firm in our commitment to provide superior services, deliver
equitable shareholder returns, provide excellent growth opportunities for

our employees and build successful, mutually rewarding businesses with our
corporate partners. As a service – oriented company and due to our vast
experience in handling the intricacies of port labor management throughout
the world, ICTSI was able to grow its workforce into active contributors to
the company´s growth.
ICTSI’s biggest accomplishment in terms of corporate governance
is how it has sustained its corporate citizenship initiatives with continued
focus on its main advocacy --- the youth. New programs were launched and
existing ones continued as ICTSI strengthened the culture of volunteerism
and care of community. In sustaining its youth advocacy, ICTSI provided
support mechanisms in education, social services and sports in the host communities and countries where ICTSI operates. Through ICTSI’s Corporate
Social Responsibility (CSR) arm, ICTSI Foundation Inc., ICTSI Group
further enhanced its programs in the Philippines, while providing guidance
and support to CSR activities by subsidiaries in Madagascar and Colombia.
After ICTSI Foundation Inc. has fully established itself in the Philippines
through national accreditations and partnerships, and the institutionalization
of its CSR operations across the country, ICTSI hopes to replicate and cascade its youth advocacy, including its support mechanisms, to its subsidiaries
and operations in Asia, Americas, Europe, Middle East and Africa.
In the Philippines, ICTSI Foundation, Inc. forged partnership with the
Department of Social Welfare and Development (DSWD) as its auxiliary
resource agency. ICTSI merged its efforts and resources with DSWD for
common projects in the host communities of ICTSI in the country. ICTSI
Foundation, Inc. also added new dimensions in its partnerships with the
Philippine Business for Social Progress (PBSP), its beneficiary schools and
communities. ICTSI also continues to support sport activities and amateur
athletes
ICTSI is privileged to have been recognized by various international
institutions for its corporate governance standards and practices. Euromoney
has named ICTSI as winner of the overall best managed company in Asia
for the Transportation / Shipping sector in the Euromoney ‘Best Managed
and Governed Companies - Asia poll 2013.´ In 2012, ICTSI ranked 4th
The Best Managed Company, 7th Best Corporate Governance, 3rd Best
Investor Relations, 4th Most Committed to a Strong Dividend Policy, and
2nd Best CEO in the Philippines.
ICTSI
Philippines

In the past, major concerns over Asia corporate governance are:
1. concenrated
concentratedownership
ownershipwith
withaapredominance
predominanceofof family
familyor
orstate-constate-controlled businesses
2. lack of qualified professionals, such as independent directors, auditors,
and etc.
3. the transparency of the of businesses
4. regulatory enforcement of proper accounting standards and codes of
conducts
Before the 2000s, only minial Asian countries, such as Hong Kong,
Malaysia, Singapore, have independent directors and audit committees.
However, these governance devices have been commonly adopted by most
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Asian countries, including China, Taiwan, South Korea, Thailand, India,
and Indonesia since 2003 (source: Asian Corporate Governance Association). As Asia has been the net cash inflows in the past decade, local regulators also establish laws regulating listed companies and using international
GAAP to provide more transparency to attract international investors. With
foreign capital keeps investing Asian companies, we now see even family
business owners hire professional management teams to run the businesses
and government owned entities going public / listed (except for some highly
regulated industries such as defense), meaning that gap of governance
between western and Asian companies is shrinking quickly.
All these signs indicate Asia has been greatly improved its corporate governance to match international standards. The CLSA Asia-Pacific Markets
and Asian Corporate Governance Association: CG Watch, 2005 indicates
most Asian countries have been ranked high on rules and regulations, and
accounting and auditing aspects. However, enforcement and institutional
mechanisms and corporate culture are the items that in some developing
countries, such as China, the Philippines, and Indonesia, still need to be
strengthened. The system, including committee devices, transparent laws
and international GAAP may contribute much toward Asian corporate
governancy in a very short period, but it takes time and efforts for companies
to change the internal culture and to educate management behavior. That is
still the key that Asian companies have to work on.
Establishing the governing system being the greatest milestone in
Chinatrust Finacial Holding’s journey to sound corporate governance.
As one of the leading financial institutions in Taiwan, we are committed
to maintain high standards of ethics and corporate governance in every
aspect of its business. In our efforts to continuing to advance our corporate
governance, we have developed an unit of corporate governance office (the
“Office”) which is in charge by corporate secretary office in structuring the
Company’s corporate governance including its subsidiaries. Its function is to
review internal corporate governance rules in order to comply with the laws
and regulations.
For example, the “Corporate Governance Guideline” was established
for each subsidiary to create its own corporate governance guidelines in
order to strengthen the Board and its committees. To assure a sound operation of each subsidiary, a “Guideline of Governing Subsidiaries” was also
created. Based upon the idea of “taking from society and giving back to
society”, a “Guideline of Corporate Social Responsibilities” has also been
established to achieve a balance development among our economy, society
and environment.
Besides the Office and its regulations, Chinatrust also set various committees overseeing its business compliance, arranged independent Directors
enhancing governance independency, segregated management team from
Board members, and develop courses, checking points for all management
team on regular basis.
All-in-all, we try to develop a strong corporate governance culture to
protect our shareholders’ interests and move steadily closer to become a
truly caring, professional and trustworthy financial institution. By the efforts
we have done and plans we take to further enhance the structure, we are certain that corporate governance will continue to be Chinatrust’s best bridge
among the company, customers, shareholders and the society.
Chinatrust Financial Holding Co Ltd
Taiwan

Corporate governance standard in Asia has been primarily based on the
Organisation for Economic Co-operation and Development (OECD) standard,
which is accepted world-wide. This, in effect, facilitates the organizations in
benchmarking their practices against the global standard, either in the East or
in the West. Each company is required to set a policy and practice, governing
the Rights of Shareholders, Equitable Treatment of Shareholders, Roles of
Stakeholders, as well as Disclosure and Transparency and Responsibilities of
the Board of Directors. The corporate governance practices will be assessed
through information disclosed to the general public. Nonetheless, corporate
governance standards have become more complex, due in large part to crises in
the West, thus leading to revision in some regulatory requirements, from time to
time to bridge the gaps in corporate governance actions, which somehow lead to
deficiencies in data compilation among some Asian countries.
It is rather difficult to match corporate governance practices in Asia with
the best international practices, which, as we believe, will not actually measure
corporate governance behaviors within an organization. The best corporate
governance practices cannot guarantee a 0%-chance of bankruptcy or even a
corruption-free zone. Some evidences show that some bankrupted enterprises in
the West had been performing well according to the corporate governance standard. It is more difficult and challenging to create common awareness towards
corporate governance actions among all concerned in the organization, i.e. the
directors, executives and employees. They shall recognize the importance of actions in compliance with the corporate governance standard as their cooperation
can contribute to the promotion of corporate governance as a corporate culture,
which will eventually enhance sustainability of the organization.
As a financial institution, KASIKORNBANK recognizes the importance
of corporate governance. We get involved with the public, and our actions can
produce impacts on the economy and society in general.
Effective practices of corporate governance should start from the top -- the
Board of Directors and executives, believing that corporate governance can lead
the organization towards sustainability. It will enhance transparent management and a clearer standard, which will increase competitiveness and enhance
confidence for all.
Realizing that corporate governance cannot materialize without cooperation by all concerned, KBank has duly promoted corporate governance as an
organizational culture, which will contribute greatly to successful practices, as
well as concrete supervision and measurement.
An effective communication to the directors, executives and all employees is
important for creating common awareness and understanding about actions in
compliance with the Code of Conduct and Code of Business Conduct, which
will promote corporate governance as an organizational culture. Corporate
governance activities have been carried out continuously through the existing
communication channels of KBank, i.e. KASIKORNBANK NEWSLETTER, Intranet and a closed-circuit TV network – KASIKORN TV. Each year,
KBank also assesses common understanding about actions under the Corporate
Governance Principles and Code of Conduct.
The corporate governance assessment results by many organizations
have clearly confirmed that KASIKORNBANK has conducted business with
integrity, transparency and fairness, which will enhance confidence among all
stakeholders.
KASIKORNBANK
Thailand
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Our Company considers its integration and implementation of governance
rules across all organizational units and stakeholders, as its biggest accomplishment, in as far as good corporate governance is concerned.
In 2010, our Company formally established its Corporate Governance
Office to further facilitate the cascade of the Company’s Manual of Corporate Governance and its policies and programs to our directors, officers,
employees, suppliers, customers and other stakeholders. We updated our
Code of Ethics (COE) and Conflict of Interest Policy (COI) which embodies our unwavering dedication to the corporate governance principles of
fairness, accountability, integrity and transparency. All directors, officers and
employees of the Company are required to commit in writing and comply
with the principles prescribed.
We also implemented the following policies and programs:
1. Policy on Disclosure of Relatives - aims to ensure fairness, transparency and objectivity in our relations and avoid situations that may give rise
to conflict of interest
2. Policy on Blackout Period/Restriction on Trading of Shares - regulates trading of shares by Company executives, officers and employees with
direct access to unpublished information relating to the Company’s financial
and operating results.
3. “Be Right” Communication Policy - promotes open lines of communication between Management and employees, enabling Management
to relay directions and for employees to express their ideas and concerns
to Management. This policy contains two programs: “Esuggest Mo” and
“Ereport Mo”. “Esuggest Mo” encourages employees to submit suggestions
on work efficiency, cost effectiveness and business opportunities. “Ereport
Mo,” on the other hand, is the whistleblowing aspect, where reports or information on any malfeasance, violation of company rules and/or fraudulent
activities within the Company may be reported.
4. Policy on Solicitation and Acceptance of Gifts - regulates the acceptance of gifts offered and given by third parties to prevent all directors,
officers and employees from putting themselves in situations that could affect
the fair, objective and effective performance of their duties.
5. Suppliers’ Business Conduct policy– guides our Suppliers on the
standards of business ethics that they should observe while providing goods
and services to us. The Company only engages with Suppliers who adhere
to the provisions of this policy.
As we continue to embark on our journey towards a culture of good
corporate governance, the fruits of this journey can already be seen in the
sterling operational and financial results of our Company as it continues to
outperform previous year’s performance for four (4) straight years, thereby
accruing gains for all our stakeholders. Our Company’s 2012 performance
is a combination of robust numbers and growth pillars as evidenced by the
increase of our market capitalization from 231 Billion Pesos in 2009 to 434
Billion Pesos today. In the past 4 years, cash dividends paid to shareholders
have totalled 35.3 Billion Pesos— out of Core Profits aggregating 50.3 Billion Pesos. System loss was at an all time low of 7.04%, well below the allowable cap of 8.5% set by the Energy Regulatory Commission, and translating
to savings for our customers, equivalent to 8.7 Billion Pesos over the past five
(5) years, or about 6 centavos/kWh.
We believe that companies that endure are companies that do not only

deliver excellent products and services, but also abide by good corporate
governance principles and practices; companies that manifest their values
through their business decisions and the strategic directions they lay out. Beyond checkboxes and compliance, there is significance when all stakeholders
are enjoined to contribute to a cause more significant than core consolidated
net income.
Meralco
Philippines

Asia has not yet caught up with the West in terms of CG standards - a
reflection of its economic development lagging behind the West’s. In recent
years, we have witnessed the growing development of Asian economies
and a simultaneous improvement in CG standards. We are glad to see this
progression.
It is not totally justified to describe Asia as lagging behind the West in
CG standards because we are not comparing apples with apples. One error
people often commit is to consider CG as a stand-alone function which it is
not. CG has no meaning in its own right, and can only function where there
is an organisation, a business and stakeholders.
It may be more meaningful to compare today’s Asian CG standards
with that of the West of two decades ago. A lot of people would recall CG
received substantial attention around that time due to major events such as
the massive bankruptcies of Enron and Worldcom. These events led to the
introduction of the Cadbury Report published in the UK in 1992, followed
by the Principles of Corporate Governance of the OECD in 1998 and
2004, followed by the Sarbanes-Oxley Act of 2002 in the US.
In Asia the quality of CG started to become topical after the 1997 Asian
financial crisis. China’s recent growth has also triggered further need to
enhance CG standards and we have seen regulatory amendments to reflect
this.
So Asia is going through what the West experienced in the past two
decades, albeit slowly for two reasons – culture and mentality, and the need
to prioritise. As we have said, the Asian economies are far from mature, with
immediate priorities focused on stable food inflation, property prices, city development and the growing imbalance between rich and poor. CG may not
always come high on the list. Asian culture tends to be more family focused
and, generally, family interests are more dominant in business ownership
structures in Asia than in the West.
Asia still has a way to go before it can match the best international
CG practices. But does it have to? Different social systems or ownership
structures have their unique strengths and weaknesses, and we believe
striking a balance is most important. We should by all means take reference
from international standards – and at Pacific Basin we challenge ourselves to
follow international standards closely – but we should not be shy to allow for
the Asian social and economic environment.
Education is key to the success of CG. By this, we don’t just mean
educating Asian people and companies on setting rules (the easy part) and
policing their implementation and effectiveness. We also think the West
would do well to understand that at least some exported CG practices may
companies.
not be a part of the right solution for all com
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Our vision is to be a shipping industry leader and the partner of choice
for customers, staff, shareholders and other stakeholders, and our mission is to achieve this vision by continuously improving our standards of
service and conduct. As such, at Pacific Basin, we believe that our platform
for creating long-term value is based on good corporate governance and
sustainable business practices. Corporate governance brings structure and
credibility to our decision-making and communications processes, and so we
are committed to maintaining our sound internal controls, transparency and
accountability to all stakeholders. We believe a solid corporate governance
structure underpins all components of our business and enhances stakeholder confidence in Pacific Basin as a partner and a place to invest.
Ticking the boxes on the Corporate Governance Code of the Hong
Kong Listing Rules, internal controls and transparency are of course key,
but what sets us apart is the way we go beyond these standards, and how
we seek to better engage, inform and respond to our stakeholders. For
example, we seek to be at the forefront of corporate reporting and investor
communications in our sector and in the context of ever-evolving corporate
communications best practice and requirements. We are now in our third
year of Integrated Reporting, we reference globally-endorsed reporting
guidelines (covering also CSR), we use social media, our new website offers
enhanced flow and access to information, and we have also adopted online
reporting starting in 2012. The aim is to ensure our communications (verbal,
published and digital) are clear, user-friendly, comprehensive, relevant and
meaningful, and timely. This allows both existing and potential shareholders
to better evaluate our business, our performance and our prospects, and we
believe this commitment to communicating with the public not only augments investors’ understanding of our company and its development, but
ultimately also enhances shareholder value.
On the subject of engagement, we conduct annual customer surveys
and now also investor perception studies – both written and verbal – which
have already gone some way to highlighting how we can do even better…
and thus how we can make meaningful progress towards our vision for our
company in the future.
Pacific Basin Shipping Ltd
Hong Kong

We have always believed that our success is built on a strong sense of responsibility for our shareholders, and the larger community where we operate,
Governed by the company philosophy of quality, innovation and excellence,
SOCAM Development Limited is committed to ensuring high standards of
corporate governance through continuous efforts to improve its corporate
governance practices and processes, and will go an extra mile to make
corporate social responsibility an even bigger part of its business operations
and its employees lives.
Socam Development Limited
Hong Kong

Asian companies do recognise the many benefits of implementing and
exercising good corporate governance. Good corporate governance is a
premium and increases a company’s image as well as market valuation.
Whilst certain aspects of Asian corporate governance standards are not as
developed as those in the West, , significant reforms have been made to corporate governance regimes around the Asia region since the Asian financial
crisis. The outcome has been encouraging. In many jurisdictions, corporate
governance codes with elements of best international practices are adopted.
Securities laws and listing requirements have also been strengthened and
regulatory authorities have enhanced their supervisory powers.
Nevertheless, there are still steps which Asian governments and companies can take to improve the corporate governance standards. By exploring
and aligning themselves more closely to the best international practices, for
instance, whilst recognising the challenges that may present themselves given
the existence of significant differences between the ownership structures
and business practices of companies in Asia and the West. We think areas
needing improvement and greater transparency in the region’s companies
would be: key executives’ and directors’ compensation, CEO/CFO and
board accountability, timely disclosures, ethics & integrity, shareholder
communication, prudent and holistic risk management and legal protection.
Having a structure to protect the interests and rights of minority shareholders, a strong independent element in the Board of Directors, and a strong
legal and regulatory framework and impartial judiciary, are important steps
to provide a better environment for stronger corporate governance. In
Singapore, the Exchange has introduced amendments to listing rules in May
2012 to strengthen its existing corporate governance practices and foster
greater corporate disclosure. One of the new amendments requires Singaporean listed companies to have a robust and effective system of internal
controls, address financial, operational and compliance risks, and, in terms
of reporting, they are to disclose in their annual reports the opinion of the
Board, with the concurrence of the audit committee, on the adequacy of
such internal controls.
We also believe that when developing corporate governance policies
and practices, companies should adopt a balanced approach by observing
and embracing the spirit, and not just the letter of the corporate governance
code or best international practices.
When good governance becomes second nature and engrained as corporate culture throughout the entire company, the Board and Management
can focus on the company’s strategy and deliver a performance culture that
drives sustained value creation for its stakeholders.
StarHub’s Board and Management are committed to upholding the
highest standards of corporate governance and business conduct. Transparency, accountability, integrity and sustainability are the guiding principles of
corporate governance here at StarHub. We believe that good corporate governance helps drive sustained growth in the value of the company and also
strengthens the trust placed in the company by shareholders and stakeholders; including our employees, business partners, customers and the general
public. Hence, we accord the highest level of attention and invest adequate
resources to uphold and continually enhance our corporate governance
practices and policies. We are proud that we utilise technology to raise the
bar for corporate governance standards. For example:
(a) we issue electronic annual reports to shareholders (in the form of CD
Rom);
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(b) we disclose all media releases, financial results, SGXNET announcements, archived analyst webcasts and conference calls our financial results
and other corporate information on our corporate website;
(c) we use an online Board Portal (accessible via a tablet) to disseminate
information on a timely and secured basis so that the Board will always have
access to relevant information; and
(d) we adopted electronic poll voting for AGMs and EGMs to ensure
greater transparency and efficiency in the voting process and results.
Other key corporate governance initiatives of StarHub include:
- the formation of the Risk Committee to assist the Board in carrying
out its responsibility of overseeing the StarHub Group’s risk management
framework and policies;
- the engagement of external consultants to facilitate formal Board
performance review;
- the adoption of a remuneration framework for non-executive directors (“NEDs”), comprising cash and equity components, with a selling
moratorium, to better align the NEDs’ with the shareholders’ interests and
StarHub’s long-term interests;
- the more stringent requirement of a one-month trading blackout
period prior to StarHub Group’s quarterly and full-year results announcements, for directors, Management and employees who are directly involved
in the preparation of the results;
- the adoption of a Whistle Blowing Policy, which provides a mechanism for StarHub employees and any individual to raise, in confidence, any
concern encountered in the company relating to any possible impropriety or
wrongdoing;
- the issuance of AGM notice and Annual Report at least 21 days prior
to AGM, to ensure all shareholders have adequate opportunity to review the
Annual Report and participate effectively in and vote at the AGM;
- allowing of shareholders who hold shares through corporations,
which provide nominee or custodial services, to attend AGM as observers
without being constrained by the 2-proxy rule, subject to availability of seats;
and
- the enhancement of the Employee Code of Conduct and Rules on
Business Conduct to guide employees in carrying out their duties with high
standards of personal and corporate integrity when conducting business
activities with our stakeholders.
StarHub
Singapore

PTT believes that the corporate governance standards of Asia are not lagging behind the West. The fact that the Asian countries have adopted and
applied the rules, regulations and standards from the West does not mean
we are lagging behind. It should be said that there are plenty of rooms for
improvement. From time to time, the number of corporate governance
scandals of the west has far outnumbered that of the Asian countries.
There should be regulatory innovation for the Asian countries, rather
than emulating rules and regulations of the west. Recently, the emergence
of the ASEAN Corporate Governance Scorecard has signified a crossborder regulatory cooperation among the ASEAN member countries, which
is a good initiative.

Shareholder engagement, in particular minority shareholders,
should also be addressed to reflect the creative and proactive roles as
owners who know their duties and rightly exercise their rights for longterm mutual benefits and growth/performance, rather than demanding
petty short-term ones.
Regulatory enforcement should also focus on companies that are ignorant to strictly observe corporate governance best practice procedures and
standards.
PTT’s biggest accomplishments in corporate governance are in 3
categories : Rights of Shareholders, Disclosure and Transparency and
Role of Stakeholders, proved by the high scores PTT has received from
the assessment by the Thai Institute of Directors Association (Thai IOD)
based on the Corporate Governance Report of Thai Listed Companies
in 2012 (CGR 2012), of which criteria are based on the Organization for
Economic Cooperation and Development (OECD) Principles of Corporate Governance 2004 and Stock Exchange of Thailand (SET) Principles
of Good Corporate Governance for Listed Companies 2006.
1) PTT believes that shareholders have the rights as the owners of
the company to attend the Shareholders’ Meeting to establish the direction of business operation through the Board of Directors elected by the
shareholders. Shareholders have the rights to make decisions on issues
that have an impact on the company. The Shareholders’ Meeting is an
essential opportunity for shareholders to communicate, express their opinions, pose questions and make decisions on key issues. Shareholders are
entitled to attend the Shareholders’ Meeting and have sufficient time for
consideration and acknowledge the resolutions executed therein.
2) PTT has an obligation to disclose accurate information of significance to its stakeholders to support their decision-making. Disclosure
indicates operational transparency, which is both a key factor for building
investor trust and an inspection mechanism for PTT. Therefore, PTT
has emphasized the disclosure of information and expanded its communication channels, by concentrating on the accuracy, completeness,
and punctuality of corporate information disclosure. A large amount of
information is compiled on publicly traded companies and subsequently
distributed to a broad range of users on a regular basis. In addition to the
required public disclosure, PTT has made voluntary disclosure that goes
beyond the minimum requirements in response to market demand. The
market-based disclosure paradigm is essential to promote real transparency since it is a powerful tool for influencing the behavior of companies,
protecting outside investors, and increasing public confidence. Shareholders and potential investors are able to access regular and reliable corporate
information in sufficient details to allow them to assess the stewardship of
management and make informed decisions about the valuation, ownership, and voting of shares.
3) PTT’s business operation has involved several parties, including
shareholders, directors, management, employees, creditors, customers,
business partners, competitors, the community, the country and the global
society. Each party has different needs and interests. The policy for each
stakeholder has been established in accordance with their requirements.
PTT Public Company Limited
Thailand
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The 1997 Asian Financial Crisis exposed weaknesses in corporate governance in many parts of Asia. Corporate governance in Asia has come a
long way since then, as regulators in the region enacted a wide range of
laws and regulations, developed standards, and strengthened enforcement
measures. The level of interest and awareness in corporate governance in
Asia has jumped significantly as regulations relating to corporate governance
are widely implemented. The adoption of international best practices in the
region is also significant.
Furthermore, the 2008 global financial crisis had a tremendous economic impact on the West, and to a lesser extent, on Asia. This reminded us
of the importance of good corporate governance. We believe regulators in
the region will continue to ensure that corporate governance practices in the
region will develop in line with evolving international best practices.
Our philosophy
We are committed to the highest standards of corporate governance and
business integrity. We believe that a strong culture of corporate governance
will safeguard the interests of our stakeholders and contribute to the longterm sustainability of the company. Our corporate governance framework
is designed to promote corporate transparency, accountability and fairness,
and is spearheaded by a qualified and independent Board that is aided by
a seasoned and experienced management team. We adopt industry best
practices and constantly ensure that we meet evolving corporate governance
standards throughout the organisation.
Some examples of our accomplishments
In 2012, the Monetary Authority of Singapore issued a revised Code of
Corporate Governance (“2012 Code”) based on recommendations from the
Corporate Governance Council. The Council undertook a comprehensive
review of the previous Code of Corporate Governance and recommended
changes to areas such as director independence, board composition, director
training, multiple directorships, remuneration practices and disclosures, risk
management and shareholder rights. Even though the 2012 Code is taking
effect for Annual Reports relating to financial years commencing 1 November 2012, our Annual Report (i.e. 2012 Annual Report) for the financial year
commencing 1 January 2012 complied with the 2012 Code in all material
aspects.
Some of our more recent accomplishments in corporate governance
practices and disclosures include:
• Implementing integrated reporting for our 2012 Annual Report to demonstrate the link between the Group’s strategy and performance and how
it translated into value creation for our stakeholders
• Incorporating risk assessments in sizing bonus pools and disclosing our
approach to determining remuneration, showing the links between strategy, performance and remuneration
• Undertaking an annual assessment of our Board and putting measures in
place to enhance the workings of the Board and the Board Committees
• Continued efforts to ensure Board diversity (gender, ethnicity, varied
relevant expertise)
• Continued efforts to ensure that our development programme for directors remains effective and relevant so that they are well-apprised of legal,
regulatory, economic and business matters relevant to the business and
operations of the Group

• Continued efforts to set aside time every year for the Board and senior
management to deliberate on the Group’s strategy and longer term action
plans for future growth
• Establishing a Group Disclosure Committee to enhance disclosure standards
Recognition
Our initiatives to raise disclosure standards and enhance transparency
garnered accolades such as the ‘Most Transparent Company (Finance) in
Singapore’ and the ‘Singapore Corporate Governance Award (Big cap) – 1st
Runner up’ at the Securities Investors Association (Singapore) Investors’
Choice Award 2012.
We were third among all listed SGX companies in the 2012 Governance & Transparency Index compiled by NUS Business School and
Business Times.
We were named “Best Managed Bank in Asia Pacific” at The Asian
Banker Leadership Achievement Awards 2013. This award recognised
our efforts in managing the bank, which were aided by good corporate
governance.
DBS Group
Singapore

It is difficult to generalize that Asian companies lag behind their Western
counterparts in terms of corporate governance standards. In today’s highly
competitive and increasingly interdependent global economies, both Asian
and Western companies must adopt and implement the corporate governance standards consistent with the best international practices as a matter
of survival and success. In Taiwan, for instance, we have seen the promulgation of relevant regulations and guidelines in recent years that are in keeping
with the best international practices.
We are committed to high standards of corporate governance. In 2002,
we became the first publicly listed company to institute an independent
director system with the election of two independent directors to our board.
We currently have four independent directors on our 13-members board.
The past and present awards for “Best Corporate Governance”, such
as those presented by Corporate Governance Asia, have affirmed our efforts
in prioritizing corporate governance and emphasizing the accuracy of our
reporting and the transparency of our operations.
We highlight some of what we consider to be major achievements in
terms of corporate governance as follows:
(1) Engaging the most highly qualified professionals and maintaining a
check-and-balance system between the board and management;
(2) Alloting 4 seats for independent board members (over 30% on the
board);
(3) Establishing an Audit Committee at is fully able to conduct an independent review and audit of the company’s financial statement;
(4) Establishing a Corporate Governance Committee in charge of the
nomination of directors as well as ensuring operational and systemic with
corporate governance principles;
(5) Establishing a Remuneration Committee to review the remuneration
structures and standards for directors and executives;
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(6) Providing a timely and transparent information disclosure structure
to protect the right to know of investors and shareholders;
(7) Effectively implementing internal control and risk management systems to increase efficiency of operational activities and reduce business risks;
(8) Promoting high standards of integrity and moral discipline of directors, mangers and employees.
Fubon Financial Holding Co Ltd
Taiwan

Asia has been catching up with the West in terms of corporate governance standards. The public and private sectors in Asia have taken
steps to improve corporate governance practices based on international
standards. The global ‘best practice’ standard of corporate governance
has been implemented as part of maintaining sustainability during and
after the economic crisis in Asia.
These standards include the following:
a. OECD Principles of Corporate Governance
In 1999, the OECD issued the Principles of Corporate Governance.
The principles, which can be implemented in the public and private sectors,
consist of the following:
1) Ensuring The Basis for an Effective Corporate Governance Framework
2) The Rights of Shareholders and Key Ownership Functions
3) The Equitable Treatment of Shareholders
4) The Role of Stakeholders in Corporate Governance
5) Disclosure and Transparency
6) The Responsibilities of The Board
Specifically, ADB provides technical assistance through the National
Committee on Corporate Governance (Komite Nasional Kebijakan Governance) to implement the governance principles in Indonesia. Therefore, the
OECD principle of Corporate Governance has been used as reference by
the Indonesian banking institutions and capital markets.
b. ASEAN Corporate Governance Scorecard
ASEAN Capital Markets Forum (ACMF) has implemented the ASEAN
Corporate Governance Scorecard and the ranking of corporate governance
of public-listed companies (PLCs) in the ASEAN region. The objectives of
the scorecard and the ranking exercise are:
1) To raise corporate governance standards and practices of ASEAN PLCs
2) To showcase and enhance the visibility as well as investability of wellgoverned ASEAN PLCs internationally
3) To complement the other ACMF initiatives and promote ASEAN as
an asset class
2. Corporate Governance Asia has bestowed its highest recognition on
your company in terms of corporate governance. What would consider as
your biggest accomplishments as far as corporate governance is concerned?
Bank Mandiri is committed to maintaining a sound and strong banking system in Indonesia. Bank Mandiri is confident that the continuous
and consistent practice of Good Corporate Governance (GCG) will
increase investor confidence and become an added value for our shareholders and other stakeholders. The practice is implemented through the
following stages:
a. Formulation of governance commitment

• Formulation of Bank Mandiri vision, mission and strategies
• Formulation of corporate values
• Code of conducts
b. Enhancement of governance structure
• Ensuring a full membership within the Board of Commissioner
(BOC), the Board of Directors (BOD) and the Committees under the supervision of BOC and BOD
• Strengthening the risk management, compliance and internal controls
• Enhancing the organizational structure to ensure the implementation
of checks and balances
c. Enhancement of governance mechanism
• Formulation of GCG Charter
• Application of GCG principles in the rules, guidelines, regulations
and standard operating procedures
• Implementation of the reward & punishment mechanism
• Product transparency
• Development of call center & customer care unit
d. Socialization and evaluation
• Instilling the corporate values
• Socializing the strategic initiatives, rules, regulations, etc.
• Conducting a self-assessment of the quality of GCG implementation
• Assessment of GCG by an independent party
e. Walking the talk
• Implementation of GCG principles in every part of the bank activities
• Change Agent (1 : 4) mechanism
• Service excellence
• Ensuring the implementation of ethical practice at every level of the
organization, for example through the application of e-procurement, and
the establishment of integrity pact and confidentiality
To enhance GCG practice, Bank Mandiri continuously makes periodical assessments of the quality of its GCG practice. The result of the assessments reflects The success of management in managing the company is not
only reflected by the result of the assessments, but also from various awards
and acknowledgments that the bank receives from domestic and international institutions.
Domestically, Bank Mandiri has been honoured with the following
GCG awards:
a. The Indonesian Institute for Corporate Governance (IICG):
The Most Trusted Company category for six consecutive years, from
2007 to 2012,
b. The Indonesian Institute for Corporate Directorship:
• The Best overall for 2009, 2010 and 2012
• The Best Financial / Bank for 2011
In terms of international awards, Bank Mandiri has been honoured
with the Corporate Governance Asia Recognition Awards for five consecutive years (from 2009 to 2013) in the category of Asia’s Best Companies for
Corporate Governance.
PT Bank Mandiri
Indonesia
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years, not only its directors and management, but also all other members of
the Company, know and abide by good governance practices. The Company is
proud that it has stood for good corporate governance practices even before such
practice became a corporate buzzword worldwide.
From the various Board policies to the more specific human resource policies applicable to all employees, all members of the Company are guided by
its core corporate governance values which may be summed up by two words:
Transparency and Accountability. To keep this good governance culture in the
Company alive, all corporate policies are circulated throughout the entire organization from the Board of Directors to all team members. Moreover, to keep
employees abreast of company policies and recent developments in corporate
governance, the Company has, among others, adopted a Manual of Corporate
Governance and holds yearly corporate governance seminars for all team leaders
and team members, including new hires.
The Company’s good governance practices have propelled it to be one of
the best managed companies in Asia. Despite increasing challenges brought
about by ever-changing business landscapes and good governance npractices
affecting its businesses, the Company’s strict adherence to these core values and
its passion for better ways helps it in taking future challenges head on.
Aboitiz Equity Ventures
Philippines

BDO: With the implementation of the Asean Scorecard across Asean countries,
it has effectively raised the standards of corporate governance at par with the
West. The Scorecard reflects already the global principles and recognized best
practices in corporate governance applicable to publicly listed companies. Sometimes, it even exceeds the requirements in the corporate governance legislation of
other countries. In the Philippines though, there are at least 4 differences between
the national regulation and the Asean Scorecard. These are as follows:

1. Chairman & CEO
2. # of directors
3. Minimum public float
4. Term Limit of Independent
Director

Philippines

ASEAN Scorecard

same person- allowed
15
10%

not allowed
12
5%

10 years

9 years

More than the accolades and awards the Bank has received on corporate
governance, it is the good reputation, trust and confidence we have generated
from the public and our stakeholders that we consider as our biggest accomplishments in practicing good corporate governance. This beneficial impact on the
Bank’s business will help in achieving positive performance results in the short
term and sustainable growth and continued prosperity of the institution in the
long term.
Guided by regulators and institutions, BDO has adopted a professional approach to corporate governance. The Bank has instituted a governance framework, practices and policies suited to the environment and situation it operates
that have provided direction in managing the different businesses and operating
units under the Group.
With the Board of Directors leading the way in the practice of good cor-

porate governance, the culture of fairness, transparency, accountability, integrity
and ethical behavior that respects the rights of all stakeholders has been promoted, practiced and lived on a day-to-day basis from the top down to the lowest
level of the organization. Indeed, the strong tone at the top drives compliance
and performance as well direct involvement of all concerned.
Ultimately, the best thing that good corporate governance has brought to
us is to instill in the BDO organization that we exist not for ourselves but for the
service of others; not to control but to promote the rights of others; and not to do
what is convenient but to do what is right and just consistent with our corporate
vision and mission.
BDO Unibank, Inc
Philippines

In 1998, The Philippine Long Distance Telephone Company (PLDT) is honored
to be recognized as one of the Icons of Corporate Governance. The citation for
its efforts in corporate governance is a validation of the company’s emphasis on
ensuring compliance with rules and regulations and the development of the appropriate competencies of its personnel, both of which lead to the establishment
of the right corporate culture that is anchored on the values of accountability,
integrity, fairness and transparency
More specifically, PLDT is very proud of its engaged and active leadership,
led by the Chairman of the Board, Manuel V. Pangilinan and our President
and CEO, Napoleon L. Nazareno, who, with rest of our Board of Directors
and Senior Management, take a direct hand in ensuring that our governance
structures, policies, processes and practices are effective, innovative, responsive,
and dynamic.
It is their leadership and example that have also inspired the company to fulfil its obligations under the demanding regulatory environment that PLDT finds
itself in. PLDT, after all, complies not only with Philippine corporate governance
rules and regulations but is also subject to certain rules and regulations of the
United States since its American Depositary Shares are listed in the New York
Stock Exchange. Not only that, PLDT, as an investee company of First Pacific
Company Ltd., whose shares are listed in the Hong Kong Stock Exchange, is
required to pay appropriate attention to the corporate governance standards
of Hong Kong. PLDT thus has access and exposure to rigorous governance
standards and best practices from both the East and the West.
These standards, have in turn, influenced the various corporate governance efforts and initiatives of PLDT. In 2002, PLDT adopted its Corporate
Governance Manual. In 2004, PLDT became the first Philippine corporation
to adopt and comply with international accounting standards. In the same year,
it also became the first company in the Philippines to establish an independent
Corporate Governance Office (CGO). It is the CGO, working as the secretariat
and implementation arm of the Governance and Nomination Committee, that
attends to the following: issuance and review of appropriate policies; guidance to
personnel on corporate governance matters; enforcement and compliance; and
the conduct of a continuing education and communication program to give life
to, and clearly articulate, the company’s Governance Manual, Code of Business
Conduct and Ethics, and other corporate governance and ethics-related policies.
In 2006, PLDT established its whistleblowing system. The company maintains
its system of helplines and other disclosure processes, enabling employees to
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report violations of corporate governance policies, accounting and auditing matters, and violations covered by the Company’s Personnel Manual.
PLDT’s brand of corporate governance is likewise expressed through its
corporate citizenship efforts which have been shaped by a sincere desire to
partner the Company’s resources and business objectives to respond to issues
regarding the environment, education, health, community and livelihood
development, and youth development and sports. In 2009, the principles formally guiding these efforts were articulated in PLDT’s Group Corporate Social
Responsibility Statement.
Most of all, PLDT takes pride in its continuing emphasis on integrating
governance and compliance functions into its business plans and objectives, establishing compliance goals as a corporate-wide priority, and demonstrating to all
its employees the benefits of adherence to principled performance that sustains
profitability and generates value for all stakeholders. set out to transform itself
from a monopoly into a world-class company in terms of profits and processes.
The Company recognized early on that attainting this lofty goal required good
governance practices at par with the best companies in the world. The objective
was to build PLDT into the Philippines’ flagship corporation that can proudly
stand alongside the best companies from other parts of the world. Corporate
governance has since then been an integral part of PLDT’s business strategy.
Through the years, PLDT’s transformation has been anchored on the
promotion and observance of corporate integrity as a way of life, a culture.
In creating a culture of integrity, PLDT finds that the values of transparency,
accountability and fairness are likewise indispensable and that taken together
these inevitably serve the ends of good business judgment and profitability.
PLDT has learned that aspiring to be a world class company is not solely about
quarterly or annual financial results. Neither is it just about structures and
policies on corporate governance and business ethics nor by the sums of money
it dispenses for philanthropy. What it ultimately requires is a firm commitment
to values and principles that sustain profitability and generate value for all
stakeholders under both healthy and challenging business conditions. As PLDT
Chairman Manuel V. Pangilinan has stated, “It is the values which reside in
your heart that will determine how the Company will operate in good – but
more importantly- in bad times.”
PLDT
Philippines

As a PRC incorporated companies, we notice that Chinese companies have
made great achievements in improving corporate governance in recent years.
Many corporations in China have been making their great efforts in matching
the best international practices for the past years, in particular on the greater
emphasis on board independence, internal control and the timeliness and quality
of information disclosure, etc. However, we also regard there is still room for
many Chinese corporations to make further improvement. Areas such as board
diversity, board evaluation and corporate social responsibility are getting more
awareness in the western community, and we believe those should be the areas
that Chinese companies should be focusing more in the future development on
corporate governance.
China Comservice is one of the Chinese companies who attach great
importance to corporate governance and perpetually pursue higher standards for
international best practices. In the past 7 years since listing, China Comservice

has committed to maintaining sound corporate governance standards and procedures to ensure the completeness, transparency and quality of its information
disclosure, and strives to achieve more standardized operational procedures and
effective management, so as to safeguard shareholders’ interests to the greatest
extent. With these core principles in mind, China Comservice has high regards
to the long-term sustainable healthy development rather than just pursuing shortterm goals, places strong emphasis on credibility and transparency, and stresses
open dialogue with our shareholders and investors so that they could have timely
and easy access to the Company and could always get the latest updates from the
Company and make informed decision. The followings are the major measures
in place in fostering our sound corporate governance:
First of all, as a company incorporated in the PRC and listed on the Stock
Exchange, China Comservice has not only complied with the relevant provisions
of the Listing Rules, but also abided by the PRC Company Law and other
applicable laws, regulations and regulatory requirements of Hong Kong and
the PRC as fundamental guidelines for the Company’s corporate governance.
While strictly complying with relevant laws and regulations, China Comservice is
continuously striving to further strengthen its internal control and risk management procedures in order to improve its corporate governance standards and
transparency. The Board of the Company has also efficiently implemented its
responsibility of performing corporate governance duties.
Secondly, China Comservice has efficiently established and maintained
sound corporate governance structure, in which five committees are set up
under the Board with only independent non-executive directors as committee
members. The directors are required to make declaration of own interest and
abstain from voting for resolutions in which they are interested to ensure the full
independence in the major decisions of the Company.
Thirdly, China Comservice strictly complies with the regulations and
requirements of information disclosure of the Listing Rules. In the past years,
the Company continued to make prompt information disclosure for its sensitive
information regarding rights issue, acquisitions, etc.. Meanwhile, the Company
circulated internally the disclosure requirements and guidelines of “Inside
Information” of the Securities & Futures Commission of Hong Kong and the
Stock Exchange, to ensure that the Company complied with relevant regulations
and requirements.
Furthermore, in accordance with relevant regulations of the PRC, China
Comservice also kept implementing the measures for the “Three Major One
Significant Decision Making System”, carried out stringent approval procedures
for major decision making, major appointment and removal of personnel, major
project arrangement and significant funding operation, to standardize the decision behavior of the Company and enhance the level of corporate decision making, and strived to prevent operation risks and promote internal management.
China Comservice’s persistent efforts in fostering sound corporate governance have been recognized by the capital market. In the past 7 years, China
Comervice has continuously won numerous phenomenal awards from the
investment community. For example, in 2012, China Comservice was awarded
No. 1 in “Best Managed Company in China” by Euromoney, a global renowned
financial magazine, and recognized as one of “The Best of Asia” by Corporate
Governance Asia, an authoritative journal on Corporate Governance in Asia.
Moreover, the Company was awarded again a Gold Award in “Corporate
Governance and Investor Relations” again by The Asset, a respected financial
magazine in Asia.
China Communications Services Corporation Limited
People’s Republic of China
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The Investor-Corporate
ESG Summit
SGX will do what it takes to maintain a well-functioning and competitive platform that continually
attracts leading companies and sustainable investments into our marketplace
One of the most articulate early adopters
of SRI was John Wesley (1703–1791) with
his speech on “The Use of Money”. He
outlined the basic tenets of social investing – that is, not to harm your neighbour
through your business practices. That basically established what is sustainable investing today – the investment approach with
reference to environment, social and governance factors in the choice and management of investments.

By
Magnus Bocker
CEO of Singapore
Exchange

Size of global financial asset
Increasing investments on
As we all know, for 3 decades, the glosustainability
balisation of financial markets appeared
Today, there is at least US$13 TRILLION
to be unstoppable. But the financial crisis
worth of professionally managed assets that
brought that era of rapid growth to a halt.
incorporate ESG into their investment seMore than 4 and half years after the crisis
lection and management. This is based on
hit us, recovery is still distant. According to
a Global Sustainable Investment Review on
McKinsey, the growth pace of global finanglobal trends in sustainable investment that
cial assets[1] has slow down to less than 2%
is commissioned by a group of regional soannual. Cross-border capital flows are 60%
cial investment forums (SIFs).
below their 2007 peak. Loans and investIn this report, Europe is the largest rement flows between countries are currently
gion with about 65%. Europe, the U.S and
worth US$4.6 TRILLION in 2012, a huge
Canada account for 96% of the SRI. Asia
drop from US$11.8 TRILLION in 2007.
accounts for only US$74 billion, or 0.6%.
The “unsustainability” and unpredictability of the size of the financial sector serves
Growing attention on
as a reminder to stakeholders how
sustainability in Asia
fragile the future of our global
===
===
However in Asia, we are seeing
market can be. That said, global
We are seeing
an increasing number of global
investors are increasingly more
an increasing
players allocating more resourcprudent in their investments and
number of
es into establishing sustainable
the call for sustainable investment
global players
investment teams. Regional fiis much louder today than before
allocating more
nancial institutions are monitorthe crisis.
resources into
ing sustainable investment issues
To be fair, the principle of susestablishing
and integrating aspects into their
tainability investment or socially
sustainable
investment policies.
responsible investing (SRI) has a
investment
More research specialists are
more profound and richer history.
teams
establishing themselves in Asia.
Fund managers are sending out
===
===
The global financial assets is at US$225 trillion
ESG questionnaires and actively
as of Dec 2012.

“

[1]

”
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engaging companies on ESG related issues. There are also ongoing discussions
of whether an Asian approach to sustainability investment may be more effective.
Responsible and sustainable investors are
on the look-out to engage companies and
projects that meet their ESG agenda.
When you look at Asia, a number of
Asian stock exchanges are raising awareness and are introducing a combination of
ESG guidelines, awards, specialist market
services, sustainability indexes. There is
also strong interest in China’s future development and Chinese capital market
stakeholders are taking a leading role in the
implementation of progressive regulations
on a broad range of ESG issues. The Securities & Exchange Board of India (SEBI) issued a circular in August 2012 and mandated ESG disclosures for its country’s top 100
listed companies. In the same month, the
Hong Kong Stock Exchange announced its
decision on ESG reporting to “comply or
explain” by 2015.
Though the awareness of ESG issues
and sustainability is high, it is still early days
in terms of practice in Asian markets. The
adoption of ESG varies significantly across
the different Asian markets.
More to be done in Singapore
What about my side of the woods? As some
of you may be aware, the Singapore government has been a strong advocate of
sustainable economy for many decades. Its
blueprint encompasses strategies, initiatives
and goals to achieve economic growth and
a good living environment over coming
decades.
We, and I mean both the country and
SGX, are in constant pursuit to uphold
our international financial and regulatory

standards. We are honoured to be ranked
tops in corporate governance practice and
standards in Asia for consecutive years. We
have introduced numerous initiatives to
build an environment that promotes the
spirit and practice of ESG.
As a developed and mature economy,
there are naturally higher expectations of
Singapore’s leadership in sustainability
practice and disclosure. And there is growing demands from institutional investors,
international initiatives, increasing external
pressure, and in due time, demand from retail investors, for corporates and organisations in Singapore to demonstrate sustainability practice and results.
Currently, there is much more to be
done and we are living on “borrowed” time.
In July 2011, we rolled out the Sustainability Reporting Guide for listed companies to disclose their efforts in operating and
growing their businesses in an accountable
and sustainable way. Several educational
workshops were organised to assist listed
companies in their sustainability reporting.

To support investors and companies, SGX
may explore the possibility of a Singapore
sustainability index.

of CSR and more specifically philanthropy.
On a more positive note, there are
a higher number of companies who use
internationally recognised management
systems to plan and manage their environment, health and safety performance. It is
quite clear that more needs to be done to
ensure that companies in Singapore are in
line with international best practice and
developments in communicating to their
stakeholders.

Findings of KPMG study
Recently, we partnered with KPMG to conduct a comparative review of listed company disclosure in Singapore to assess the current state of non-financial reporting and
compare sustainability related disclosure in
2010 and 2011. The findings revealed that
disclosure in the form of external reporting
Heighten efforts and new initiatives
does not appear to have improved in any
The landscape of sustainability reporting
significant way from 2010 to 2011.
evolves continuously as more stakeholders
Only a handful of companies are dissuch as regulators, investors, ratclosing substantive sustainabiling agencies and NGOs, seek for
ity-related data. The research
===
===
non-financial data. The discloindicates a lack of genuine comSGX will do
sure, or sustainability reporting, is
mitment and the Boards have yet
what it takes
becoming increasingly important
to embrace sustainability either
to maintain a
in the relevance and future of our
strategically or holistically. About
90% of the companies did not well-functioning capital market. As a regulator, we
and competitive are well aware of the need to raise
discuss any sustainability-related
platform that
the level of sustainability disclomatters within their corporate
continually
sure among our listed companies.
governance or sustainability disattracts leading
With the world moving forclosures, other than those mancompanies and
ward and embracing sustaindated within the Singapore
sustainable
ability as a core foundation of
Code. Only 13% of 100 cominvestments
successful business and long-term
panies use internationally recoginto our
performance, we are reviewing
nised standards or guidelines for
marketplace
our policies and will push forreporting the information they
ward to greater disclosure and
do disclose. Sustainability is still
===
===
practice
viewed through the narrow lens

“
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We will move to a “comply or explain”
basis for sustainability practice and introduce more tools that support listed companies in their reporting. At the same time, we
will be adding on more educational tools
for retail investors to strengthen their understanding of the value of sustainability in
their investments. One of which is to introduce an online investors’ guide to reading
sustainability report.
We will also be reviewing the scope of
the new GRI’s 4th generation sustainability
reporting guidelines as the final version is
expected to be available by May 2013.
We also note that investors are increasingly diversifying their portfolios by investing in companies and products that set
industry best practices with regards to sustainability. To support investors and companies, SGX may explore the possibility of
a Singapore sustainability index.
Doing our part for the future
In a KPMG commentary, ten global sustainability ‘Megaforces’ have been identified that will impact every business. Among
which are population growth, material
resource scarcity, wealth, urbanization, energy, fuel and more.
Here is the reality check - Today, there
are 7 billion people living in 194 countries.
Of which, there are 21 megacities with
over 10 million people. There were only 3
megacities in 1975. By 2050, there will be
9 billion people and 70% of us will be living in urban areas. Asia today is home to 4
billion people, almost 60% of the world’s
population. Imagine the demands and impact on our economics and markets. There
are a lot to be done to meet the needs of
this fast-changing new world.
As it is, the mentioned megaforces are
already redefining expectations, public
policies, regulatory frameworks, and hence
our business environments and investment
outcomes.
SGX will do what it takes to maintain a
well-functioning and competitive platform
that continually attracts leading companies
and sustainable investments into our marketplace. n
Keynote Speech by Magnus Bocker, CEO of Singapore
Exchange at RI Asia 2013: The Investor-Corporate ESG
Summit on 19 March 2013
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The Global Financial Sector –
Transforming the Landscape
Sometimes, a journey of a thousand miles really does begin with a single step

By
Christine Lagarde
Managing
Director,
International
Monetary Fund
Frankfurt Finance
Summit,
March 19, 2013

B

onjour! Guten Tag ! Good day. It is a
pleasure to be back in Germany and
to be a part of this year’s Frankfurt
Finance Summit. I would like to thank Dr.
Lutz Raettig, the Chairman of the Board
of Frankfurt Main Finance, for inviting me to
participate.
Let me also thank Jens Weidmann for his
very kind words of introduction. It is indeed
an honor to speak today about financial sector reform, here in Frankfurt – for centuries
the center of commerce and finance in the
heart of Europe.
This year’s Summit examines “how regulation and crisis management will change the world’s
financial landscape”. This is exactly what we
are all working towards: a new financial
landscape.
History shows that financial crises often
alter the financial sector landscape. The terrain that emerges usually features restructured balance sheets, a stronger regulatory
framework, and often a different population
of banks. We can point to examples such as
those in the Nordic and Asian countries after
crises in the 1990s.
But there are also examples where there
was little fundamental change, or where improvements weakened over time as the architecture failed to keep up with innovation.
Take the United States barely 20 years had
elapsed between the resolution of the Savings

and Loan crisis and the sub-prime debacle.
While these were vastly different crises, as
were their spillovers (unfortunately), real estate lending and the failure of regulation and
supervision were common denominators.
The industry did not learn the right lesson.
Here we are, more than five years into
this crisis; has the “landscape” been transformed? In other words, have we built a
stronger system?
Not yet. We have made progress, but
there is more to do. Our job today as policymakers and regulators is to bring about
change that is more effective and permanent;
that results in a robust set of banks and also
reduces the frequency and severity of systemic busts.
I would like to focus today on what we
believe is needed to bring this about. Each is a
necessary, but on its own, not sufficient condition for successful transformation.
1) Global regulatory reformn how close
are we to a solid set of rules?
2) Balance sheet repair and banking
union necessary and worthwhile
1. Global Regulation: Reform and
Reinforce
Policymakers and regulators around the
world and in Europe have laid out a comprehensive reform agenda. Many long nights
were spent burning the midnight oil to negotiate agreements on regulation. I participated
in just a few of those “nuits blanches”. I can tell
you, what Otto Von Bismarck said is true:
“Laws are like sausages, it is better not to see
them being made.”
But the sausage-making did happen, and
has produced some historic achievements.
Agreements on global bank capital and liquidity regimes, and FSB standards on Effective Banking Supervision and Resolution
Regimes are major steps forward. Here in
Europe, deeper policy commitments have
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greatly reduced near-term stability risks.
My main concern is that progress is
uneven. This risks un-doing some of our
achievements.
The pace of implementation has been
adjusted intentionally to support banks on
the mend, but delays also reflect difficulties in
agreeing on the way forward, and pushback
from industry averse to changing outmoded
and dangerous business models.
Let me address some of the key regulatory issues, beginning with bank capital and
liquidity:
Capital and liquidity
Much has been done both on capital rules
and liquidity standards as well as setting capital surcharges for globally systemically important banks.
We are, however, worried about uneven
implementation of these rules, particularly
the delay of Basel III in major jurisdictions.
Different rates of implementation could contribute to dilution of overall minimum standards. These delays affect longer term business decisions, straining credit markets and
spilling over to the real economy.
The IMF is also worried about national
differences in the calculation of the riskiness
of assets – the very basis for determining the
capital needs of all banks, and the success of
the new rules. Recent studies by the U.K. authorities, the Basel Committee, and the European Banking Authority have found a wide
variation in bank risk weights with similar risk
profiles. In an interconnected world, the lowest common denominator is connected to all.
Accounting
Progress with accounting standards is also
mixed. For example, on this same issue of risk
measurement, the two main accounting bodies, the International Accounting Standards
Board and U.S. Financial Accounting Stan-
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temic institution, regardless of its size, interconnectedness and complexity. In addition
to cross-border collaboration arrangements,
this requires an ability to impose discipline
on the managers, shareholders and junior
debt holders of large failed banks, using
bridge banks or other resolution tools to preserve the liquidity of borrowers, depositors
and other counterparties.

dards Board, have not reached agreement on
a common approach for asset impairment,
that is, whether to base it on expected or incurred losses.
This is not just an academic exercise.
As you know, it materially affects the assessment of asset quality and valuation, which of
course informs investors and regulators about
an institution’s financial strength.

Over the counter derivatives
Too big to fail and resolution
Progress on reform of derivative markets is
What about resolution and the big banks?
too slow. We all agree that wider use of clearThe FSB led the initial progress, and the
ing houses – central counterparties – will
United States and the United Kingdom reraise transparency of over-the-counter marcently moved forward on coordinating conkets and make the system safer. However, no
tingency plans when winding down failing
authorities have met the deadlines to implecross border banks.
ment reforms.
But some banks are still considered “tooFirst, available data shows that the inimportant-to-fail,” due to their size, complexcrease in the value of centrally
ity, and interconnectedness. This is
cleared contracts has been modunacceptable.
===
===
est. For example, as of September
The IMF estimates the implicit subsidy available to big banks in From a financial 2012, only 10 percent of all credit default swaps were contracted
terms of lower borrowing costs at about
stability
through central counterparties.
0.8 percentage points. Others have
perspective,
Second, data is limited, and alused this to derive a dollar figure
the level and
most nonexistent for commodity,
for the five largest banks in the
structure of
equity and foreign exchange asU.S. of about $64 billion, roughly
compensation
set classes. This is a problem we
equivalent to their typical annual
must align
need to address.
profits – a gift from the taxpayer.
incentives
Recent headlines suggest
While this may be a simplistic apwith risk
that banks’ internal risk manageproach, it highlights the social diprofiles, and
ment systems are not keeping up
mension of the issue.
ultimately with
with derivative innovation. For
Pressure to address the moral
performance
example, the loss by JP Morgan
hazard from this problem and
===
===
Chase of over $6 billion in the
facilitate resolution has fostered
so-called London Whale case
the development of regional
demonstrates the daunting complexity of
initiatives to legislate banking activities or
assessing risks in these big institutions, and
ring-fence operations, such as the Liikanen,
the glaring failure of risk managers and
Vickers and Volcker proposals, and the
policymakers in this area.
soon-to-be legislated German and French
reforms. While well-intentioned, these sepaShadow banking
rate plans could undermine common goals
Back in 2009, when I was with the G-20
of harmonizing global standards if they are
Finance Ministers, we made the point that
not well coordinated.
regulation needed to cover “all markets, all
The bottom line is that we have yet to fix
products, and all operators”
“too-big-to-fail”.
On shadow banking, however, I am
We need to forge ahead on three fronts
afraid there is not much progress to report.
to address the root cause of this problem: (1)
This is worrisome since regulators were
regulation, like systemic surcharges; (2) inlargely in the dark before the crisis hit and
tensive supervision; and (3) frameworks for
since then, I suspect that funds have been
orderly failure and resolution, nationally and
migrating to new unregulated activities. For
across borders.
example, we have anecdotal evidence – beIn the coming months, jurisdictions
cause there is no official data – that trading is
need to spell out plans to resolve each sys-
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moving to unregulated hedge funds.
While “Guidance” on the monitoring
and regulation of money market funds has
been published, there is little consensus on
actual implementation. There is other work
in the pipeline at the FSB, but we need to see
more concrete progress.
Compensation
Compensation? This has been in the headlines lately, particularly in Europe. Mark
Carney stressed recently that “an important
lesson from the crisis was that compensation
schemes encouraged individuals to take on
too much long-term risk and tail risk”.
From a financial stability perspective,
the level and structure of compensation
must align incentives with risk profiles, and
ultimately with performance. The common
goal here is to make sure that the structure
of compensation curbs incentives for excessive risk taking.
The financial sector has a duty to live up
to the highest ethical standards. To that end,
the FSB forged consensus on compensation
practices some time ago. We fully support
these principles and encourage all jurisdictions to implement them.
Impact in Europe
Together with Outright Monetary Transactions and other liquidity support from the
ECB, these reforms have helped to calm
markets, particularly in Europe. Borrowers,
however, particularly small business and
households, have not yet felt the impact,
and rates of lending to the real economy
have not yet incorporated this framework
of stronger discipline, nor the path towards
banking union.
Some financial systems are still facing pressure and negative feedback loops
between sovereigns and the real economy
continue.
To fix this, troubled banks need to be recapitalized or wound down. This brings me
to the second aspect of a new landscape –
balance sheets.
2. Balance Sheet Repair and Banking
Union – Necessary and
Worthwhile
Balance Sheet Repair: The Missing Link
in the Quest for Recovery
It is possible that delays in agreement
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Banking Union in Europe –
on regulatory reforms reduced the drive to
Necessary and Worthwhile
deal with needed balance sheet repair and
Of course this is part of the bigger picture
bank resolution. Or has insufficient balance
full banking union in Europe. What exactly
sheet repair acted as a brake on reform
do we mean by “banking union”? We mean a
progress?
single supervisory and regulatory framework,
Either way, we need to move beyond this
a single resolution mechanism and resolution
chicken and egg question and tackle both
authority, and a common safety net that inbalance sheet repair and regulatory reform
cludes deposit insurance and lender of last
simultaneously. Further progress on the reguresort capabilities.
latory reform agenda is essential, but to get
This integrated oversight framework is
credit flowing in support of a recovery, banks
the logical extension of an integrated bankhave to be in a financial position to respond.
ing system, but it also plays a central role
Again we can point to some progress:
in the global process of transformation. In
U.S. and European banks have substantially
many ways it represents a microcosm of the
increased their capital ratios. During 2007aims of the global regulatory re2012, the number of credit instituform agenda.
tions in Europe declined by about
===
===
Banking union will move re5 percent (20 banks were resolved
Hopefully, we
sponsibility for supervision and poand 60 banks have undergone
are moving
tential financial support to a shared
deep restructuring).1
toward an
level which would help contain sysBut more needs to be done.
“Enlightened”
temic risks and curb moral hazard.
Many banks are still shackled by
era in global
This would remove destructive inthe leftover effects of the crisis.
finance and
centives for deposit flight and fragThis is the weak link in the chain
regulation,
mentation, and weaken the vicious
of recovery.
one based on
loop of rising sovereign and bank
We still see fragmentation in
experience and
borrowing costs.
funding conditions – a direct result
reason
The IMF recently released two
of concerns about the quality of
important
papers on these issues,
bank assets – which is impairing
===
===
including last week the inaugural
the credit transmission to the real
Financial System Stability Assesseconomy. In addition, peripheral
ment for the European Union. And I would
euro area banking systems remain relatively
encourage you to take a look at them.
weak, with capital buffers still low relative to
Let me first recognize the considerable
impaired assets.
progress on banking union so far: agreement
These banks are less able to absorb losson the Single Supervisory Mechanism; proes, which worsens the drag on new lending.
posals by the EC to harmonize regulations
This chokes off credit to viable firms and
on capital (CRR the Capital Requirements
reinforces weaknesses in corporate sectors,
Regulation, and CRD-IV, the Fourth Capiperpetuating “zombie” companies as well as
tal Requirements Directive), on resolution
zombie banks.
regimes, and for national deposit insurance
There is a way out of this adverse spiral:
schemes; agreement to draw on the ESM
clean up balance sheets and use a common
to recapitalize banks, with ECB supervision;
backstop – the European Stability Mechaand finally, commitment to a Single Resolunism (ESM) – for systemic cases. Enhanced
tion Mechanism with backstop arrangements
disclosure and credible asset quality reviews
to recoup taxpayer support over time.
will help restore confidence and banks
should be urged to deleverage by raising
“To do” list
equity and cutting business lines that are no
Policymakers need to plow ahead with their
longer viable.
“to do” list. Recent agreements are major
Country authorities and the Single Susteps towards a new landscape, but follow
pervisory Mechanism (SSM) should underthrough will be critical. This means swift
take selective asset quality reviews.
adoption of the various directives, and enFor direct recapitalization by the ESM,
suring that they are in full compliance with
modalities and governance arrangements
global accords, namely Basel III and the FSB
should be established as soon as possible.
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“Key Attributes”.
Other priorities include endowing the
single supervisor with requisite resources and
authority; implementing the common resolution and safety nets with a coherent, credible backstop; and setting up the resolution
authority and insurance fund with access to
common backstops.
Full embrace of this Union-wide architecture is needed to ensure durable financial stability, but also to sustain the currency
union and the single market for financial
services in Europe. This includes severing
the link between weak sovereigns and future
banking sector risks, otherwise, the impact
of new rules and institutions on economic
growth, and on the citizens of Europe, will
be limited.
Conclusion: enlightened stewards of
the financial system
Let me conclude: I asked earlier if the financial landscape been transformed? I would say
not yet. I believe that we are making progress,
but it is mostly in the wiring and the plumbing – essential elements of a solid structure,
but under the surface. The structure is still
half-built and not safe.
Weak banks are still a drag on growth.
Balance sheet repair needs to be tackled at
the same time as regulatory reform, in a
mutually reinforcing manner. Finishing the
business in both areas is necessary to reap
the fruits of hard-won gains in regulatory
reform and to restore the full functioning of
the financial sector so that it can do its job of
intermediating funds to borrowers and support growth.
I am an optimist, drawing inspiration
from Martin Luther, who said “Everything
that is done in the world is done by hope.”
…. But I am also a realist. Immanuel
Kant, one of the greatest German philosophers, said that “using reason without
applying it to experience only leads to theoretical illusions”. The free exercise of reason by the individual was a theme of the
Enlightenment.
Hopefully, we are moving toward an
“Enlightened” era in global finance and regulation, one based on experience and reason. n
_________________
1
European Union: Financial System Stability Assessment, IMF
Country Report No. 13/75; http://www.imf.org/external/
pubs/ft/scr/2013/cr1375.pdf

The Perils of
Risk Mismanagement
The case is a salutary tale of allowing trust to take precedence over prudence

By
Dr Alan Waring*

O

ver the past 25 years, there has been a
growing realization that failure to implement robust risk management in an organization is likely to lead to damage to corporate
finances, overall performance, reputation, share
values and access to capital. In extreme cases,
corporate survival can be at stake. However, despite greater awareness and risk control efforts,
major corporate risk failures continue to arise.
A Catalogue of Risk Scandals
The Barings Bank collapse in 1995 seemed
destined to bring about a radical improvement
in finance sector risk management. The revelations of boardroom and senior management
attitudes and general behaviour within the
Barings organization, including Barings Singapore, and the lack of even the most basic risk
management systems that might have stopped
the ‘rogue trader’ Nick Leeson, were astonishing. Yet, in 2007 Société Générale was hit with
a €4.9bn trading loss, following 18 months of
rogue trading by Jerome Kerviel in a case that
was remarkably similar in many ways to Barings. Then, in September 2011 UBS in London
was hit with a €1.5bn trading loss following
rogue trading by a senior employee. After Barings, tougher regulations and risk management
requirements covering the finance sector were
implemented in tandem with the wider corporate governance discipline placed on stock
exchange listed companies. All of this failed
to control numerous risk exposures such as
sub-prime mortgages, complex derivatives and
other dubious practices that led to the collapse

of banks such as Lehmans, Icelandic banks
and Northern Rock, scandals at Royal Bank of
Scotland and Lloyds TSB (and more recently
on other matters at Barclays and HSBC) and
the world financial crisis in 2008-9, all of which
continues to aggravate economic performance
and the sovereign debt crisis of many countries.
From the 1980s onwards, corporate fraud
cases in the UK such as BICC, Polly Peck and
Mirror Group Newspapers as well as the Barings collapse provided the impetus for corporate
governance initiatives, resulting in 1999 in the
Combined Code. In the United States, the 2001
collapse of Enron and its negligent auditors Arthur Andersen led to the Sarbanes-Oxley Act in
2002, all of which was intended to inject greater
corporate governance and risk control. Yet, despite such efforts, Ponzi fraud schemes such as
Bernard Madoff ’s (US$57bn) and Stanford International’s US$8bn fraud flourished for several more years and, as noted above, high risk
instruments and practices were still widespread
throughout the finance sector right up to 2008.
There is every reason to be concerned that new
(or even old) high risk activities with inadequate
controls may arise. As one former chairman of
the Board Risk Committee of a national bank
in the EU stated in 2011, too many directors of
large organizations still think in terms of ‘what
can we get away with?’ and some also just will
not accept that anything bad will happen and
that risk management needs tightening up.
What has gone wrong?
After some 35 years in risk management, I have
reflected and tried to make sense of it all. Why
has increased regulation of risk and governance
issues, and ever more elaborate corporate management systems for risk and governance, failed
in many cases to result in a proportionate increase in actual risk control?
In a new book Corporate Risk and Governance –
an End to Mismanagement, Tunnel Vision and Quackery, I describe, analyze and discuss a range of
inter-related corporate risk and governance
CorporateGovernanCeasia 23 april-June 2013
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issues, which I have found during my professional career to be of special relevance to risk
professionals, corporate board members, senior
executives, risk committee members, financiers,
insurers and a wide range of professional advisers, regulators and legislators. Lest any reader
is in any doubt, it is not possible for any board
to claim convincingly that it is well governed
unless and until it can demonstrate that all its
significant risk exposures are well managed.
In my experience, far too many board directors have a touchingly naïve faith in their
own knowledge and expertise in risk management. Largely untutored in the subject, they
believe that the mere fact that they have been
a company director for a number of years is
evidence enough that they are their own risk
experts! That false belief is reinforced if the organization has managed to avoid a major disaster during the director’s term of office. Hidden
disasters may be brewing, of which the overconfident director is blissfully unaware.
The book includes some 75 case studies
from around the world. Some Asian cases are
illustrative.
Security threats start next year
A huge integrated resort was being built in the
Far East at an investment cost of US$ billions,
including hotels, cinemas, sports facilities, restaurants, conference centres and gaming halls.
Thousands of people would be using the showpiece resort daily, including foreign dignitaries
and other VIPs. The design & build phase took
several years. Various technical security features had been designed into the site but overall
there had never been a proper examination of
the security threats and requirements on a lifecycle basis, from design through construction,
snagging & testing, handover, operation, maintenance & repair, development and disposal.
With another year to go before completion and
handover, the position of senior management
was that security issues begin with the operational phase from handover onwards. There-
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fore, they concluded that there was no need to
examine the security requirements until then!
Pointing out to them the blindingly obvious
fact that the construction phase was the most
vulnerable, because of the myriad of contractors on site who had access to plans, premises,
software etc, failed to persuade them. They just
did not want to accept that organized criminals
who wanted to plant electronic surveillance
and other devices to be activated once the site,
and especially the casinos, became operational
would have already infiltrated the contractors.
Computer files would have been hacked into
and copies of plans, wiring diagrams and other
intelligence were just a bribe away. Further,
there was potential terrorist infiltration in a region with an uncomfortable record of terrorist
attacks on the hotels & leisure sector such as the
bombings in Jakarta, Bali and Mumbai. Criminals and terrorists do not conveniently switch
off their activities and mark time just to suit
the timetables and fanciful security delusions of
their targets.
Preparing for pandemic crises in Asia
In 2003, the whole of the Far East was engulfed
in the crisis caused by Severe Acute Respiratory
Syndrome (SARS). Starting in Hong Kong in
November 2002, the SARS virus epidemic resulted in 8,422 known cases of infection in 37
countries, including 916 deaths before finally
subsiding after about nine months. It was a virtual pandemic i.e. an epidemic of an infectious
disease spread across a wide geographical area,
typically numbers of countries, entire continents or even globally.
Apart from the actual health impact on
those infected, the SARS epidemic had a huge
impact on the way the populations of countries
in the Far East behaved day-to-day. For fear of
infection, many people avoided public places
and public transport. Schools were closed and
conferences and business meetings were postponed or cancelled. Business travel dropped
sharply. All of this behaviour change had an immediate negative impact on the retail, tourism
and services sectors, with hotels, restaurants,
bars and shopping malls bereft of customers
and airlines carrying few passengers in the region. Unemployment shot up in Hong Kong
and elsewhere. Fortunately, once the SARS
crisis had passed, business recovery was fairly
rapid but the bad experience is still vivid in the
minds of those who were there at the time. My
book cites a relevant case study on how one or-

ganization in Singapore coped with SARS.
Almost immediately, an epidemic of ‘bird
flu’ caused by the H5N1 virus and spread largely by birds was moving rapidly across the Far
East, Asia and into Europe and Africa. From
2003 to 2012, the WHO reported 594 cases
including 349 deaths in 15 countries. Then, in
2009, a pandemic of ‘swine flu’ caused by the
H1N1 virus arose and resulted in at least 18,000
deaths across more than 200 countries.
Throughout 2009 and 2010, the
WHO and national health authorities disseminated a great deal of public information on
suitable prevention and protection measures.
Employers and organizations generally were
encouraged to prepare themselves for the possibility that the epidemic could escalate into a
full pandemic. In the experience of the author
and many others who were involved in crisis
management planning at that time, few organizations in the Far East in fact took the issue seriously and did any kind of Crisis Management
and Business Continuity Planning for pandemics. A large part of the resistance stemmed from
apathy and cynicism in boardrooms about the
topic, coupled with the strong ‘gambling’ or
‘what can we get away with?’ view of corporate risk management in Asian companies. The
‘bird flu’ and ‘swine flu’ epidemics were passing and few boards and corporate executives
judged that a high impact pandemic was a high
probability. This attitude is all the more astonishing when one considers the fact that barely
6 years had passed since the relatively limited
SARS epidemic and all its bad impact on businesses. In my opinion, most Asian businesses
still remain unprepared for any such future
crisis. For comparison, the so-called Spanish flu
pandemic of 1918, also caused by the H1N1
virus, resulted worldwide in at least 20 million
and possibly up to 100 million deaths.
Business Media China
My article on ‘due diligence’ in Corporate Governance Asia Jan-Mar 2009 included a number
of Asian case examples of how failure to thoroughly check the background and probity of
employees and business partners has ended in
serious financial loss and damage to corporate
credibility and reputation. The following is a
further sobering case.
Mr Klaus Hilligardt, the creator of Business Media China (BMC), discovered too late
and to his cost that highly trusted senior Chinese employees had been systematically deCorporateGovernanCeasia 24 april-June 2013

frauding the company. Mr Hilligardt placed a
lot of trust and confidence in two individuals,
one his personal secretary Miss Teresa Tu and
the other a young senior executive Mr Li Yangyang whom he had appointed in Beijing. Before
long, his secretary and the executive became
romantically involved and got married.
BMC did well. By early 2008 and the approach of the Beijing Olympics, share values
were over €20. Immediately after the Olympics,
however, advertisement revenues fell sharply
and far more than might have been expected.
The revenue downturn continued throughout
2008 and income had virtually ceased by year
end. By mid-2009 the share value was about
€0.40.
The BMC main board in Germany lost
confidence in the China operations and Mr
Hilligardt and the senior executive Mr Yangyang were removed from the board. A new
Swiss CEO was appointed who discovered that,
despite the books showing no orders, in fact
the BMC advertisement boards at prime sites
were full of advertisements from BMC’s clients.
A separate company called BMC Heli using
the same logo as BMC had been set up by Mr
Yangyang and a number of current and former
employees, including the personal secretary
Mrs Teresa Tu Yangyang. They were diverting all the advertisement business to the parallel
company. BMC Heli was also invoicing BMC
for all its operating costs. Arrests on charges of
embezzlement were made.
The case is a salutary tale of allowing trust
to take precedence over prudence. Trust is always an important ingredient in any business
relationship but it cannot be extended to blind
trust.
Conclusion
Either doing little or nothing on risk management or expecting to muddle through are no
longer options that companies can get away
with readily. It is not compulsory for an organization not to experience corporate damage and
disaster. Good governance and robust risk management do not just happen by chance. They
require commitment, effort, knowledge and expertise. Owners, shareholders, employees and
other stakeholders surely deserve no less.
Dr Alan Waring is an independent risk management consultant with extensive experience in Europe, Asia and the Middle
East. For details of his book, visit www.gowerpublishing.com/
isbn/9781409448365.
©2013 Alan Waring
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ASEAN Exchanges CEOs announce
next rollout phase of Invest ASEAN 2013
following its debut success
Vietnam to host Invest ASEAN 2013 for Capital Market Drivers and Regulators as
the country prepares its market for cross border trade

the 1,200 investors in total who attended
Invest ASEAN 2013.”
Magnus Bocker, Chief Executive Officer of Singapore Exchange concurred,
saying, “Invest ASEAN underscores the
firm collaborative partnership of ASEAN
Exchanges in its commitment to create an
ASEAN asset class by providing investors a
unique channel and access into the ASEAN
market that is robust and growing. The interest shown by investors in Invest ASEAN
is heartening and supports ASEAN Exchanges’ ambition to grow intra-regional
investment flows.”
Tajuddin Atan, Chief Executive Officer
of Bursa Malaysia, added that the success
of Invest ASEAN went beyond the goal to
reach out to investors as it also garnered
wider attention and interest from the international investment community.
Tajuddin said, “We are very pleased
Dr. Tran Dac Sinh, Chairman of Hoby the wider recognition and interest in
ChiMinh Stock Exchange, said, “We are
ASEAN Exchanges stemming from our colencouraged by the success of Invest ASElaborative initiatives. Invest ASEAN has in
AN 2013, signifying the strong interest
fact further raised our profile particularly
amongst investors to trade cross border in
amongst the international investment and
ASEAN. HoChiMinh Stock Exchange and
trade community. Recently, a western trade
Hanoi Stock Exchange are excited to bring
council approached us with their keen interabout progress to our market to attain the
est to work with ASEAN Exchanges. This is
level of market maturity necessary and, we
a strong endorsement of the collaborative
hope to fast-track this process by bringing
efforts of ASEAN Exchanges in our effort
Invest ASEAN 2013 first to our Regulators,
to promote ASEAN as an asset class.
Brokers and Fund Managers.”
“On that note, cross border
The Invest ASEAN 2013
visibility and familiarity is para===
===
debut roadshow profiled a total
mount not only amongst investors
“Invest ASEAN
of 11 public listed companies inbut primarily, the regulators and
underscores
cluding ASEAN Stars companies
capital market players. To this
the firm
from Bursa Malaysia, Singapore
end, I applaud the steps taken by
collaborative
Exchange and The Stock ExHoChiMinh Stock Exchange and
partnership
change of Thailand. Company
Hanoi Stock Exchange to host Inof ASEAN
CEOs and executives were presvest ASEAN in Vietnam”, added
Exchanges in its
ent to engage directly with the
Tajuddin.
commitment to
investors while the roadshow also
Following the successful decreate an ASEAN
garnered strong support from
but rollout, the ASEAN Exchangasset class
ASEAN Trading Link Participates CEOs were united in their deby providing
ing Brokers who were present at
cision to rollout Invest ASEAN
investors a
the roadshows to educate inves2013, beginning with HoChiMunique channel
tors about cross border trading.
inh Stock Exchange.
and access into
Invest ASEAN 2013 is one
In Vietnam, Invest ASEAN
the ASEAN
of the many efforts being under2013 will be rolled out to Regumarket that
taken by ASEAN Exchanges to
lators, Brokers and Fund Manis robust and
promote the exciting companies
agers, in a move to align market
growing
listed on the seven exchanges in
players towards integration with
ASEAN.
other ASEAN capital markets in
===
===
ASEAN Stars are the 180
the future.
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t the 18th ASEAN Exchanges CEOs
meeting held here today the seven
CEOs of ASEAN Exchanges announced
the next rollout phase of Invest ASEAN
2013 following the success of its debut rollout, which was held this year at the three
connected exchanges of the ASEAN Trading Link – The Stock Exchange of Thailand on 12th January, Singapore Exchange
on 2nd February and Bursa Malaysia on
2nd March.
Organised in collaboration with local broker partners, Invest ASEAN 2013,
underscores the collaborative effort and
on-going progress of ASEAN Exchanges
towards the development of the ASEAN
capital market as a highly investable asset

class. The Invest ASEAN 2013
roadshow is one of the many efforts being undertaken to profile
the exciting companies listed on
the seven exchanges in ASEAN
to both domestic and foreign investors.
The ASEAN Exchanges
CEOs reported that the debut
rollout of Invest ASEAN 2013 received enthusiastic response from
local investors who attended the
event to learn more about ASEAN investment opportunities and
to gain insights to investing in
ASEAN stocks directly from experts and corporate leaders.

===

“

===

”

===

The
enthusiastic
turnout of local
investors at
Invest ASEAN
2013 debut
roadshow
is a strong
validation of the
collaborative
efforts of ASEAN
Exchanges ...
===
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Charamporn Jothikasthira,
President of The Stock Exchange
of Thailand said, “The enthusiastic turnout of local investors at
Invest ASEAN 2013 debut roadshow is a strong validation of the
collaborative efforts of ASEAN
Exchanges to open up cross border trade in ASEAN. Indeed for
retail investors, Invest ASEAN
2013 presents an exciting beginning to new investment opportunities in ASEAN and the turnout
confirms investors’ readiness and
desire to trade cross border. And
this was reaffirmed by the positive
feedback received from many of

”
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ASEAN blue-chip stocks that represent the
30 most exciting companies of each ASEAN Exchanges country as ranked by investability in terms of market capitalisation and
liquidity.
The roadshow is the latest collaborative
initiative by ASEAN Exchanges following
its successful rollout of the ASEAN Trading Link connecting the exchanges of Malaysia, Singapore and Thailand, providing
investors easier accessibility to trade a total
of over 2,200 counters listed on these three
exchanges.
Investors can also gain up-to-date information about ASEAN markets and a single,
integrated view of the ASEAN market
through the website – www.aseanexchanges.
org. The website is built around the ASEAN
Stars which allows investors to gain access
to aggregated ASEAN market data and
analytics, market performance of the seven
ASEAN exchanges individually, Broker research reports and FTSE/ASEAN Indices
Weekly Report.
The seven ASEAN Exchanges have
a combined market capitalisation of over
USD2.0 trillion and more than 3,000 companies listed on their exchanges. Some of
these companies are the largest and most
dynamic companies in the world, including leaders in finance and banking, energy,
telecommunications, commodities, automotive manufacturing and other industrial sectors. n
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To Develop a More
Open and Inclusive
Capital Market in China
China spent only 20 years to travel the journey which took Europe and North America 200 years

By
Guo Shuqing
Chairman of China
Securities Regulatory
Commission

O

ur capital market is a product
of reform and opening up.
Currently, the stock market
capitalization, the balance of bonds and
the trading volume of commodity futures all rank among top markets globally. We can say that, China spent only
20 years to travel the journey which
took Europe and North America 200
years. However, like all metaphors, it is
not exactly accurate.
Our market is full of vitality. Electronic trading technology has been adopted since the capital market’s inception in the early 1990s. E-trading makes
it easy for investors to participate, thus
a huge number of investors have come
to trade. In the A-share market alone,
there are 78 million retail investors,
with over 168 million trading accounts.
If we take their families into consideration, then the stock market involve
around 200 million people.

owned shareholders take up over 57.8%
Our market has great prospects.
of capital stock in the market, and single
China has almost the highest savings
largest shareholders of listed companies
rate in the world. Even calculated at the
hold 37% of the shares on average. It
current exchange rate, China’s total anis common to see a single largest sharenual savings is about 4 trillion US dolholder that dominates a listed company.
lars, far ahead of other countries. The
Fourth, market order and rules need
demand of residents and corporate secto be improved. There is a lack of martor for investment and wealth manageket integrity and legal awareness among
ment is extremely booming. Thus the
some market players. Some listed compotential supply of financial resources
panies make frauds in disclosure and fiin the market is sufficient. Meanwhile,
nancial statements. Insider trading and
in China over 13 million incorporated
market manipulation happen from time
enterprises, more than 40 million selfto time.
employment businesses, and a great
Fifth, market volatility is substandeal of innovative and startup activities
tial, especially in the past 5 or
need to raise funds in the capi6 years. The Shanghai Comtal market.
===
===
posite Index surged by 97%
However, we are also fully
in 2007, plunged by 65% in
aware that, our market is still
In the futures
2008, and then sky-rocketed
rather immature. It is still esmarket,
again by 80% in 2009.
sentially an emerging market
turnover grew
However, in 2012, some
in a transitional period. The
by 38% to 1.45
positive
changes have taken
reasons are as follows:
billion lots, with
place
in
the
capital market:
First, market structure is
171.1 trillion
First,
markets
have become
unbalanced. The bond market
RMB Yuan in
more
balanced.
In
2012, alis significantly lagging behind
trading value,
though
equities
financing
has
the equities market, but the eq24% higher than
lowered,
corporate
bond
fiuities market is also not diverthe year before.
nancing increased by 60% to
sified. The futures and deriva3.62 trillion RMB Yuan. In
===
===
tives market is underdeveloped
the futures market, turnover
as well.
grew by 38% to 1.45 billion
Second, valuation in the
lots, with 171.1 trillion RMB Yuan in
equities market is unreasonable. High
trading value, 24% higher than the year
quality of blue-chip companies are not
before.
reflected by high P/E ratio. SME shares
Second, investor structure has been
have a premium of 50% to their nomiimproved. Now professional institunal value on average.
tional investors hold 17.4% of freeThird, share holding structure of
float market cap of A-shares, 1.7 perlisted companies is rather unique. A
centage points higher than that at the
large percentage of listed companies
end of 2011. Retail investors’ holding
are state-owned or family-owned. State-
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judgment on profitability to
is 25.3%, decreasing by 1.2
===
===
information disclosure in IPO
percentage points. Enterprises
reviews. We will tighten the
and other institutions’ holding
We conducted
scrutiny on pricing for IPOs,
takes up 57.3%, which is 0.5
an assessment
improve the pricing mechapercentage points lower.
on the current
nism, and reduce speculation
Third, trading structure
situation in
of new shares on the secondhas become better. Now retail
China, which
ary market, so that the primainvestors account for 80.9%
found the 40
ry market and the secondary
of the total trading volume,
items under
market can develop in a balwhich is 3.1 percentage points
the 7 categories
anced way.
lower than the level in 2011,
of the IMF’s
Fourth, to improve delistwhereas professional instituconcept
ing
system. Based on the pretional investors take up 15.2%
of capital
vious
delisting system, we have
of turnover, up by 1.8 percentaccounts have
introduced
several marketage points.
all achieved
oriented
criteria,
established
Fourth, equity price struccertain levels of
risk
warning
system
and a
ture has been improved. Blueconvertibility
preparation mechanism, and
chips’ valuation increased.
===
===
allow failed companies to relist
The CSI 300 index grew by
after restructuring. Now, listed
7.6%, Shanghai 180 shares incompanies can enter or exit
dex climbed by 10.8%, Shangthe market, or they can even choose to
hai 50 shares index gained 14.8%,
delist voluntarily. Delisting will become
which are far higher than the market
more regular.
average. In addition, the average offerFifth, to increase dividend payout by
ing price dropped by 28%, and the P/E
listed companies. While fully respecting
ratio declined by 36% last year.
the autonomy of listed companies, we
Fifth, equities market fluctuation
encourage them to formulate on-going
is much smaller. Share prices become
cash dividend payout policies and decimore stable.
sion making mechanisms, which should
Secondly, please allow me to brief
be clear and transparent. Currently, the
you the reform measures we have redividend yield ratio for large listed comcently adopted.
panies or blue-chips in particular, is not
The 12th Five-Year Plan highlights
only higher than that in other emerging
the importance of the capital market in
markets, but also outperforms some maChina’s economic growth and developture markets. For example, the dividend
ment. In recent period, we have taken
yield ratio for CSI 300 index reached
significant measures to deepen capital
2.66% in 2012, compared with 2.24%
market reform.
for S&P 500 index.
First, to further loosen governmenSixth, to build a multi-tiered capital direct control. Regulators shift their
tal market. While improving the main
focus from market access control to suboard and the SME board, we also try
pervision on behavior and operation.
to develop an OTC market, by setting
Last year, we have dismantled 35 apup the national SME stock transfer sysproval items. Another 10 items will be
tem, or the so-called “new third board”,
cancelled after law amendment.
and try to bring the regional equities
Second, to encourage long term intrading venues under regulation.
vestment. We have adopted a differentiSeventh, to promote the developated dividend tax policy for retail invesment of corporate bond market. An
tors based on holding period. We have
inter-ministry coordination mechanism
improved and encouraged the employwas set up to develop the corporate debt
ee-holding schemes. To reduce tradmarket. Now, the regulatory standards
ing costs, the exchanges have lowered
are more coordinated; the inter-bank
charges and fees three times last year.
market and exchange-traded market
Third, to deepen IPO reform. Atare more interconnected; cross market
tention has been shifted from a material
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law enforcement is more effective. In
addition, we have launched SME private placement bond, the so called high
yield bond, which raised a total of 8.41
billion RMB Yuan by the end of December last year. Those products can
provide more diversified channels for
SMEs to raise funds.
Eighth, to nurture more institutional investors. We have eased the rules to
attract social security funds, insurance
companies, trust schemes, private equity funds and other professional institutional investors, and encourage the
development of various kinds of wealth
management products and agencies.
We have made great efforts to bring in
long term overseas investors. Last year,
we added another 50 billion US dollars
to the total investment quota for the
QFII scheme, and increased the RQFII
investment quota by 250 billion RMB
Yuan. Three exchanges conducted the
first global road show to overseas institutional investors, which have generated
encouraging results.
Ninth, to strengthen law enforcement in the market. We have improved
the legal structure, and stepped up for
enforcement, with zero tolerance towards violations. Last year, we have initiated investigation of 143 cases, which
is 24% higher compared with the year
before. Among them, 113 cases have
been formally filed, growing by 20%,
and 33 cases have been submitted to the
public security authorities, increasing
by 32%. Beside that, 77 cases of administrative penalty have been completed.
Finally, I would like to talk about our
efforts to further open up the market.
Talking about the level of opening
in China’s capital market, if we use the
current concepts, definitions and standards of some international agencies
like the IMF to make the assessment, we
will find that it is still rather low. But
that is not true in reality. We conducted
an assessment on the current situation
in China, which found the 40 items
under the 7 categories of the IMF’s
concept of capital accounts have all
achieved certain levels of convertibility.
No item is entirely inconvertible. The
best examples include real-estate trans-
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following measures will be taken.
action by individual mainland residents
First, while encouraging two-way
in other countries, and overseas derivaFDI, we will also support two-way
tives trading by mainland enterprises.
balanced portfolio investment. InterThe key point is that, the Residents
mediaries and exchanges at home and
Principle makes a great difference from
abroad can cooperate in creative ways.
the Citizens Principle. What’s more, the
Our goal is to make it easier for non-rescontrol of foreign exchange may not alidents to issue or trade securities in our
ways be that effective.
market. We will further increase the inLet’s look at this issue from another
vestment quota, reduce the investment
perspective. By the end of 2012, foreign
restrictions, and lower the investment
shareholders have over 11 thousand
threshold for QFII and RQFII
trading accounts on the A===
===
schemes. Yesterday evening,
share market, holding an agwe had a working dinner with
gregate of 77.5 billion shares,
Low interest
some local institutions and
accounting for 2.56% of total
rates and
they proposed to develop the
equity capital and 3.66% of
abundant
Qualified Foreign Individual
total market cap on the Aliquidity have
Investor scheme (the so-called
share market. However, if we
contributed
QFII2) and RMB QFII2 (the
look at the number of comto asset price
so-called RQFII2). It is worth
panies they invest, over 200
accelerations
studying the feasibility of such
QFII investors hold shares in
in some Asian
proposal. Reforms in the B89.1% of all the listed comcountries,
share market will be stepped
panies, overseas shareholders
especially in
up, to help B-share companies
10.7% and foreign-investedreal estate
operate and develop in a betenterprises (FIEs) 75.1%. In
markets
ter manner. Overseas investors
addition, we have more than
===
===
will be welcomed to partici1,000 companies listed overpate in the development of the
seas, among which H-share
crude oil futures, metal futures
companies, red-chips and Chiand financial futures markets.
na-concept-companies listed in Hong
Second, allowing residents to issue
Kong have 1.8 trillion US dollars in
or purchase wider range of financial
market cap. If we take into account all
instruments outside China. To a large
the domestic companies listed at home
extend, the Chinese residents now paror abroad, 15% of their shares are held
ticipate in overseas equities, futures and
by overseas investors. Meanwhile, as
real-estate market, by sidestepping our
you all know, the B-share market has
regulations. On the one hand, we will
been entirely open to foreign investors
support Hong Kong in developing an
since it started. So, it’s fair to say that,
offshore RMB centre; on the other hand,
the actual level of opening in China’s
we will gradually expand channels for
capital market is already very high. This
residents to directly enter overseas maris an undeniable truth.
ket. In this way, individual residents’
We always believe, for a capital
capital account transactions can be
market to grow mature, it must have
more convenient and better regulated.
openness and competition. We also unFor example, we will improve the QDII
derstand, in any economy in the world,
scheme, launch pilot program on Qualicapital account convertibility does not
fied Domestic Individual Investor(or the
mean no regulation or supervision at
so-called QDII2)scheme, ease the rules
all. In reality, fully free flowing capital
for domestic companies to list overseas,
does not exist. In the future, we will
and support qualified domestic entergradually achieve full convertibility of
prises to raise funds abroad.
RMB under the capital account, and
Third, intermediaries should prosteadily open the capital market wider
vide better services to cross-border inand deeper, while taking into account
vestment. Both domestic and overseas
the actual demand of the capital marfinancial institutions, especially securiket in China. Specifically speaking, the
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ties companies, need to improve their
services to cross-border investment by
residents and non-residents. More innovative products and services should be
launched to meet their clients’ demand.
Foreign investors are allowed to hold up
to 49% of shares in joint venture securities companies and futures firms. In
the future, more foreign stakes will be
allowed to invest in domestic securities
and futures industry, and more businesses will be open to the joint ventures.
Meanwhile, domestic intermediaries
are encouraged to develop overseas
business. Futures brokerage firms are
able to develop overseas brokerage business in a pilot program.
Since last year, our cooperation with
Hong Kong has reached a new level.
On the one hand, we have made it more
convenient for Hong Kong investors to
access the mainland’s capital market.
On the other hand, we have eased the
rules for mainland companies to list in
Hong Kong, and supported the issuance of RMB-denominated bonds by
mainland institutions and enterprises
in Hong Kong. A pilot program has
been successfully kicked off for B-to-H
share conversion. A joint venture has
been set up by Shanghai, Shenzhen and
Hong Kong’s stock exchanges, which
strengthened the exchange of information, product, technology and personnel. As a next step, we will assess the
feasibility of raising the stakes Hong
Kong investors can hold in joint ventures in the securities, futures and mutual fund industries. We will support the
growth of cross border ETFs and the
development of cross border bond market. We can also find ways to achieve
mutual recognition of registered funds
between Hong Kong and the mainland,
cross-border distribution and cross-listing of products on the exchanges both
in Hong Kong and Shanghai. In one
word, we will continue to provide substantial support for Hong Kong as an
international financial hub. n
Chairman Guo Shuqing Delivered a Speech at the
Asian Financial Forum 2013-01-14
Asian Financial Forum, Hong Kong January 14,
2013
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Challenges Ahead
So, what are some of the key challenges facing us?
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Cross border regulations
Governments from the developed world
responded to the global financial crisis by
overhauling financial regulation with a
focus on global co-operation and global
convergence. Whilst the reform should
strengthen the resilience of the global financial system, there is a risk of a “onesize-fits-all” solution without adequate regard to the different sophistication of local
regulatory systems and the maturity of economic and financial development.
In fact, some of the legislation and
rules formulated in the West have farreaching extraterritorial effect on foreign
jurisdictions. Therefore it is important for
Asian regulators to stick together to ensure
that those changes which do not work in
our markets are not imposed on us.
Relationship with the Mainland
Recently, some Mainland privately owned
enterprises listed in Hong Kong have reported deteriorating results not too long
after their listing. Therefore, another crossborder regulation issue concerns access to
information, especially access to auditors’
working papers, which has recently become a burning issue. It is not appropriate
to comment in detail on the ongoing proceedings against Ernst & Young over access

and they think regulators are in their way.
to audit working papers (the case is schedWhen the market is bad, regulators should
uled for hearing starting on 27 March) but
not pull everything to a halt. Where do we
in general terms I can say that it is impordraw the balance between protection of
tant that the SFC and auditors are able
investors and short-term profitability and
to discuss issues that may arise from the
does the market give enough credit to good
audits of listed companies in Hong Kong
corporate governance and business ethics?
especially if there are issues that may affect
As part of the drive to strengthen the
the integrity of the market for shares in a
quality of our financial markets and to imlisted company.
plement certain global reforms, there are
Whilst the auditor is often likened to
a number of key changes this year such as
a watchdog rather than a bloodhound, I
the new Price Sensitive Information (PSI)
would like to describe the SFC as more like
Regime and the reform of the regulation
a bloodhound and the regulatory frameof IPO sponsors, which I will talk more
work presumes that the watchdog auditor
about in a minute.
will be able to put the bloodhound regulator
There is also the G20 reform
on the scent. To do this, auditors
for OTC derivatives regulation –
must be able to discuss matters
===
===
in fact KPMG has been working
they come across and/or issues
When the
with the SFC to develop the finanthat the regulator comes across,
market is
cial resources rules under the new
and sometimes that must involve
good, people
regulatory regime.
disclosing matters contained
just want to do
Other areas where we are
within the audit working papers.
more business
looking at include the regulation
This is a little different from
and they think
of high frequency trading, operathe issue that has arisen in the
US where the spotlight has re- regulators are in tion of dark pools, sale and disclocently focused on non-US audit their way. When sure requirements of investmentthe market is
linked assurance schemes or what
firms located on the Mainland.
bad, regulators
we call ILAS, development of a
This raises a significant crossshould not pull
scripless market, review of the
jurisdictional issue because it
everything to a
professional investor regime and
involves Mainland firms and a
halt
the overall reform of prospectuses
foreign regulator. In contrast,
legislation.
the question here in Hong Kong
===
===
And the list goes on!
concerns Hong Kong firms and
the application of our law in
New PSI regime
Hong Kong.
I would now like to spend a bit more time
on the new Price Sensitive Information or
Battling with short-termism
Inside Information Regime, which became
The lessons of the financial crisis are fading,
law and came into effect on the first day of
which poses a common problem for regula2013. So what does the law say?
tors around the world. How do we remind
Basically inside information refers to
corporations, investors and intermediaries
information not generally available to the
to avoid focusing on short-term gains, and
investing public, but once becomes public
instead adopt approaches which achieve
knowledge could materially affect the share
long-term returns? When the market is
price of a listed company and a listed corgood, people just want to do more business

“

”

CorporateGovernanCeasia 31 april-June 2013

rR eE GG uU lL AA tT oO rR sS

rR eE GG uU lL AA tT oO rR sS
poration must disclose “inside
information” as soon as reasonably practicable unless one
of the safe harbours applies.
A key objective of the PSI
regime is to cultivate a disclosure culture by listed companies, which unfortunately has
been lacking in Hong Kong.
We note that the number of
announcements concerning inside information has increased
since the new law took effect.
In January alone, listed companies made 401 announcements
related to inside information,
an increase of 87% year on
year. The numbers speak for
themselves – listed companies
are working towards more disclosure.
What has the SFC done to help with
compliance?
To assist compliance with the new law,
we have issued guidelines to explain how
the provisions operate. The guidelines have
quoted precedents from the tribunals to illustrate the key elements that constitute inside information and include examples to
help companies to be aware of the pitfalls.
They also include pointers to show companies how to set up internal controls and
procedures.
In December, more than 1,700 participants from Hong Kong, Shanghai and
Beijing attended the seminars jointly organised by the SFC and Stock Exchange
of Hong Kong to help them better understand what is required under the new law.
We have also started an enquiries hotline from 1 December 2012 on interpretation and application of the provisions. Up
to the end of January, we have received
some 50 calls covering a range of questions
which can be summarised into six broad
areas:
1. Where can I find the guidelines on
the SFC website?
2. The definition and interpretation of
inside information which I just explained –
indeed, it’s not a new concept.
3. I mentioned safe harbours earlier – these refer to specific circumstances
permitting a corporation to withhold the

the publication of inside information and
disclosure of inside information. We wish
if the corporation believes that confidento strike a balance between encouraging
tiality cannot be maintained then they
timely disclosure of inside information and
should consider publishing a preliminary
preventing premature disclosure which
announcement or a holding statement.
might prejudice a corporation’s legitimate
For example, a company enters into
interests.
a very substantial transaction which is
The five safe harbours are:
subsequently ruled by HKEx as a reverse
• the prohibition of disclosure under
takeover and hence is required to comply
Hong Kong laws,
with all new listing requirements. As a full
• incomplete negotiations or proposals,
announcement cannot be made sooner, the
• trade secrets,
company should consider issuing a prelimi• liquidity support to banks by the Exnary announcement, including the terms
change Fund, and
of the transaction, HKEx’s ruling and the
• disclosure waived by the SFC if a disclocompany’s proposed course of
sure is prohibited by foreign
action. And a company may aplaws.
===
===
ply for a suspension of trading
Except for the first safe harCompanies
of its shares pending a full anbour -- prohibition of disclosure
are permitted
nouncement.
under Hong Kong laws -- listed
to take all
A question was asked as to
companies must maintain confisteps that are
whether a company will be in
dentiality before they can rely on
necessary in the breach if an announcement canthese safe harbours.
circumstances
not be made promptly because it
Timeliness of disclosure and
prior to making
is being vetted by the regulator!
preservation of confidentiality
disclosure, such Well, I can assure you that we
- under the new regime, comas ascertaining
will be very sensible in handling
panies are permitted to take all
sufficient
such a situation should it arise.
steps that are necessary in the
details, internal
However, if a company submits
circumstances prior to making
assessment and
a draft announcement which is
disclosure, such as ascertaining
verification of
materially deficient or there is
sufficient details, internal assessfacts
undue delay in responding to
ment and verification of facts.
regulatory comments and thereHowever, strict confidential===
===
fore the disclosures, then in these
ity must be maintained prior to

“

”

CorporateGovernanCeasia 32 april-June 2013

ties, and has no actual knowledge of the
circumstances, we may take enforcement
information or involvement in the breach,
action.
the officer is unlikely to be personally liable
Profit warning or positive profit alert
under the law.
- this is an area where there is probably
So I am saying, dial the SFC’s hotline
room for improvement. We would like
if in doubt but don’t expect us to decide for
companies to avoid using standard, boileryou what qualifies as price sensitive inforplate language when making such an anmation. We’re just drawing your attention
nouncement and I have a few examples:
to the types of questions that you should be
• A company announced that it expected
asking yourselves. My suggestion would be:
to record a loss for 2012 and attributed
If in doubt, publish it!
the loss to a drop in turnover. Clearly in
this example the company should disA note about ORA
close also the reason for the drop and
I also want to use this opportunity to talk
estimate the magnitude of the loss. An
about overseas regulatory announceannouncement that lacks substantive inments (ORAs), a designated category of
formation really defeats the purpose of
announcements on the HKEx website by
disclosure.
dually-listed companies to fulfil their over• In another case, a company announced
seas regulatory requirement.
that it expected to incur a significant loss
Although over 20% of announcements
in 2012 due to bad investment decisions
are actually categorised as ORAs, investors
including early redemption of bonds,
pay little attention to them because they’re
but without providing the estimated
often administrative in substance – such as
quantum of individual items. Again, we
a notice of a directors’ meeting, issued by
followed up with the company which
Chinese companies according to the Mainthen issued an itemised account of the
land regulations.
losses.
HKEx has allowed companies to pub• In another extreme case, a company’s
lish ORAs either in English or Chinese, or
information in the announcement didn’t
both languages, although less than 1% of
even tally. The company in question exORAs are issued in both languages.
pected profit for 2012 would decrease
Some ORAs, however, contain price
by over 50% compared to the profit of
sensitive information such as preliminary
RMB1 billion last year, but then in the
results, or information on asset impairsame announcement added that 2012
ments or revaluations, litigation, reversal
profit would range between zero and
of a bad debt provision, and changes in acRMB50 million. Clearly, either the profit
counting treatment, etc. We wish to remind
would decrease by 50% or the profit ceilall dual-listed companies to carefully coning of RMB 50 million was flawed. The
sider whether the information in an ORA
statement was later rectified by the comconstitutes inside information, and, if so, to
pany to clarify that it’s expecting a profit
ensure they comply with the law
decline of over 90%.
and make proper disclosure.
Liability in relation to a
===
===
breach and internal controls.
Auditors
How do we monitor discloWhat I do want to point out is
who want to
sure?
that when considering whether
uphold a high
All along, we have worked with
an officer has taken all “reasonstandard will
HKEx to minimise overlap beable measures” or has acted
be confronted
tween the new statutory regime
intentionally, recklessly or negliby their clients
and the Listing Rules. As a regently, the SFC will take into acwith questions
sult, HKEx has removed the
count the roles and responsibililike “How come
reference to price sensitive inforties of the officer concerned. In
other auditors
mation from the Listing Rules.
case of a breach by a company,
say, yes’ and
There’s also close co-operation
if proper internal controls are in
you say, no’?”
between SFC and HKEx in
place, and the officer concerned
monitoring disclosure, press arhas acted in good faith and in
===
===
ticles and share trading of listed
accordance with his fiduciary du-
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companies. The SFC might contact the
companies in question to raise issues or
give guidance where there are disclosure
inadequacies or anomalies. 6
However, under the new regime,
HKEx remains the front-line regulator to
ask listed companies about unusual trading
movements or when price sensitive information has been leaked to the press before
a company announcement is made. HKEx
can require the company concerned to
make an announcement or halt trading.
If HKEx becomes aware of a possible
breach of inside information provisions, it
will refer the matter to the SFC. Now that
there is statutory backing for corporate
disclosure, the SFC is the enforcer where
there is a breach.
Regulation of IPO sponsors
Now I’ll talk about the regulation of IPO
sponsors. When I was an auditor, I knew
the dilemma that auditors often found
themselves in – when the market is good,
everybody wants to go for a listing. Auditors who want to uphold a high standard
will be confronted by their clients with
questions like “How come other auditors
say „yes’ and you say „no’?” I can imagine
sponsors facing the same problem. But we
are equally concerned that the standards
of sponsor work have fallen short of reasonable expectations.
To address these concerns, we issued a
consultation paper last year on proposals to
provide a regulatory basis for defining the
expected quality of sponsor work which
is in the interests of public investors and
indeed all stock market participants. The
conclusions of the consultation were published in December last year and the new
requirements will apply to listing applications from October this year.
The key changes include:
a. publishing of the bilingual advanced
draft prospectus on the HKEx website as
soon as it’s received by the Stock Exchange
and before the Exchange starts to look at
the document.
Furthermore, if after an initial review
by the Exchange a document is returned
because it’s not “substantially complete”,
the document will remain on the website.
And the fact that it’s returned will also be
published. If a document is not immedi-
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market by enforcing a sound regulatory
ately returned but is subsequently rejected
framework through effective surveillance
by the Exchange during the commenting
and in the last resort, enforcement. One
process the document will also remain on
of the key elements of a quality market
the website.
is fairness and justice, which means that
The idea is to encourage sponsors and
wrongdoers are punished and investors are
listing applicants to submit a quality first
adequately compensated for losses due to
draft. Initially, successive amended drafts,
market fraud and misconduct.
regulators’ comments and applicants’ reIn particular, we’ll pursue criminal
sponses will not be published although we
sanctions whenever we can. This has
will reassess this position;
proved a very effective approach which
b. clarifying sponsors’ responsibilities
we’ll continue. And we may take
over due diligence work and exmore cases to court as a result.
perts’ report. A sponsor is not
===
===
However, I want to stress that in
expected to re-perform the work
A knowledgeable
respect of criminal prosecution,
of an expert but it should ensure
and educated
the priority should not be in the
that the scope of the expert’s
investor is the
time needed in the legal process
work adequately covers the relibest defence
but rather the goal we are trying
ability of the information proagainst market
to achieve. This is to send out a
vided to the expert;
malpractice and
clear deterrent message to the
c. requirement that a listing
fraud
market that there’s a huge price
applicant formally appoints a
to pay in an offence.
sponsor at least two months be===
===
2. We should also proactively
fore a listing application;
promote the education of invesd. clarifying sponsors’ liability
tors through our subsidiary, the Investor
under the Companies Ordinance although
Education Centre, to help people better
this will require legislative changes; and
equip themselves to make informed finane. streamlining of the listing process
cial decisions and to manage their money
by HKEx’s Listing Division and clarifywisely. A knowledgeable and educated ining what information must be submitted.
vestor is the best defence against market
Since the consultation conclusions were
malpractice and fraud.
released, the SFC and the Stock Exchange
3. For listed companies, in addition to
have been working closely on measures to
encouraging good corporate governance, I
streamline the regulatory commenting prowould like to see more effective indepencess so that companies can be listed more
dent non-executive directors (INEDs). I am
efficiently.
sure that many INEDs take their responsibility very seriously but unfortunately there
My Vision
are still those who merely rubber-stamp
I’ve talked about the challenges we face
what is put forward by management. I
and highlighted our work in two key initiawould also like to see more diversity on
tives. So I will now elaborate on my vision
the boards of listed companies, especially
for the SFC and indeed the future of the
more women on boards!
Hong Kong financial markets.
4. We will continue to implement
Hong Kong has a reputation as the
and adopt global financial regulatory refreest economy enjoying both free capital
forms but try to make adaptations to suit
and information flows, benefiting from
the uniqueness of Hong Kong’s securities
strong institutions that uphold the rule of
markets through our involvement in the
law and protect property rights. It is this inInternational Organization of Securities
stitutional structure that provides certainty
Commissions and other global regulatory
and predictability to investors around the
bodies.
world, including Mainland China, and
5. The profile of the players in Hong
underpins our success as an international
Kong’s securities and futures industry is
financial centre.
quite unique with a combination of interMy vision for the SFC is:
national, local and an increasing number
1. First and foremost, to protect invesof Mainland players. With this profile,
tors. We will continue to uphold a quality
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Hong Kong is well positioned to become a
wealth and asset management centre – the
SFC has a key role to play in this regard.
To achieve this, we will collaborate more
closely with the Financial Services and the
Treasury Bureau, key industry associations
and market participants. We are currently
looking into enhancing the legal and regulatory regime for investment fund vehicles.
While we facilitate market development
and expansion of product choices, we will
not compromise investor protection in the
process.
6. Last but not least, we will proactively
engage with our stakeholders by means of
consultations, seminars and close dialogue
and will work closely with other regulators
to close any regulatory gaps.
Closing
Our commitment lies in the overriding mission of the SFC to protect investors and to
ensure that markets are fair, efficient, orderly,
internationally attractive and sustainable.
We promise to continue to uphold regulatory standards and resist regulatory arbitrage.
The SFC’s commitment to promote transparency and market efficiency is simple: we
don’t compromise our standards!
Whether we like it or not, there will
always be diverging interests and views on
the functioning and future direction of our
financial markets. Very often, our challenge
is to find the balance between the various
interests. We will therefore always establish
the facts, listen to our stakeholders, and
carry out a thorough analysis before making any final decisions. It is most important
that the SFC remains independent and acts
in the best interests of the investing public
and maintains the stability, quality and development of Hong Kong as a world-class
financial centre.
In closing, I just want to say that instead
of having a plethora (pages and pages) of
rules and regulations and the toughest enforcement regime, I would much rather see
the market regulate itself. I therefore look
forward to the day when all market players practise strong business ethics, pursue
long-term sustainable profits instead of
short-term gains and invest in the future of
our community.
I will then be out of a job!
Thank you. n

Deepening of Reforms-the
Way Ahead
China will face many challenges in its quest to become a modern and creative high income society

By
Sri Mulyani
Indrawati
Managing Director,
World Bank
China Development
Forum

B

y any standard, China’s economic
performance over the last three
decades has been impressive. GDP
growth averaged 10 percent a year, and
over 500 million people were lifted out of
poverty.
But there is no time for complacency
in a rapidly changing world where global
growth rates and global trade are slowing
down. Growth has come down in China as
well: Government’s prognosis for the current year is 7.5%.
In addition, many of the underpinnings for China’s growth are gradually
weakening.
The main reasons are well known by
now:
First, population growth is low and falling, and the labor force is expected to start
declining soon.
Second, the continued accumulation
of capital, while sizable, will inevitably
contribute less to growth as the capitallabor ratio rises.
Third, total factor productivity growth
– a measure of improvements in economic
efficiency and technological progress – is
also declining. The economy has exhausted gains from first-generation policy
reforms.
In addition, China’s rapid growth has

come with a considerable burden on the
environment and rising income inequalities, both of which are socially undesirable.
The Government has fully recognized
this shift in the growth pattern and the
need to change course.
The 12th five year plan reflects many
of the needed policies, but more needs to
be done.
Let me focus on three broad areas that
promise significant gains in efficiency and
productivity and a reduction in imbalances:
First, the enterprise sector needs to facilitate more efficient resource use and to
motivate innovation and entrepreneurship.
Second, reforms of input markets –
land, labor, and capital – needs to overcome severe distortions in factor allocation.
Third, the fiscal system needs to help
deliver the level and quality of public social
and environmental services.

ing field between foreign and domestically
owned firms.
Relative to the private sector, SOEs
consume a large proportion of capital, raw
materials, and intermediate inputs to produce relatively small shares of gross output
and value added.
“Strategic” sectors or “basic or pillar”
industries remain the almost exclusive domain of SOEs.
This undermines efficiency of the
economy, limits innovation, hampers the
transformation to a new growth pattern,
and reduces the welfare of China’s people.
Increasing competition requires the
following:
• lowering entry barriers into State dominated business sectors,
• dismantling monopolies and oligopolies
when competition would yield superior results, for example in petroleum,
chemicals, electricity distribution, and
telecommunications,
• introducing oversight arrangements
Increasing competition
where monopolies are considered necesChina’s own past as well as international
sary to ensure that market power is not
experience show that increased domestic
abused, such as in railways,
competition can raise productiv•
a review and modernity and efficiency and promote
===
===
ization of the industrial policies
innovation.
The expanded
that the authorities have used
The rapid growth of the last
scope for the
so far. In countries that have
three decades has been based on
private sector
successfully implemented inthe private sector’s significant
would have to be dustrial policies, such as Korea
role, and this has put competitive
complemented
and Japan, State intervention
pressures on State Owned Enterby the
was aligned with competition
prises (SOE) to reform.
restructuring
amongst private firms that had
China’s accession to the
of remaining
to compete for this support.
World Trade Organization in
SOEs to mixed
The expanded scope for the
2001 triggered economy-wide
ownership
private sector would have to be
improvements in efficiency and
enterprises
complemented by the restructurspurred technology acquisition
and listed
ing of remaining SOEs to mixed
and adaptation.
corporations
ownership enterprises and listed
More recently, the phascorporations.
ing out of incentives stimulated
===
===
China should consider limits
competition by leveling the play-
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Opening up more regular channels of
local government financing will reduce the
need to use land financing.
China is already piloting property
taxes in two cities but is finding that its introduction is usually difficult for technical,
institutional, and social reasons.
But such a tax has considerable revenue potential: Countries such as the United States and Canada raise 3–4 percent of
their GDP from property taxes, and the
average among OECD members is near 2
percent of GDP.
Regular, on-budget local government
borrowing should eventually replace the
current land-based financing.

on the financial support that its local governments can provide to firms, so that noncompetitive firms do not continue to divert
resources from more efficient ones.
Overhauling factor markets
Let me turn to the second reform area. To
complete the transition to a market economy and further strengthen growth, China
needs to overhaul its factor markets.
Well-functioning markets of land, capital and labor are also a pre-requisite for
efficient and inclusive urbanization, one
of the key priorities of the government as
Prime Minister Li Keqiang has emphasized.
China’s pace and pattern of urbanization will determine its growth trajectory
and its spatial convergence (or lack thereof)
in living standards.

Capital market
Despite impressive progress in reforms,
China’s financial system remains repressed
and suffers from key structural imbalances.
Not only do these imbalances pose sigLand market
nificant systemic risks, they will
Over the next twenty years, land
prevent China’s financial system
will become increasingly scarce
===
===
from serving an increasingly dyand its efficient use will become
namic
and internationally intemore critical for food security,
Anchoring
grated
economy.
innovative cities, equality of opexpanded land
The first priority should be
portunity, and social stability.
rights in law
to
increase
interest rate flexibility
To increase the efficiency of
would provide
and
move
to
a point where interland use, the most pressing priorfarmers with
est
rates
clear
the credit market.
ity is to ensure security of agrirecourse to the
China’s
authorities
would
cultural land tenure.
courts, which
need
to
introduce
a
plan
that
The recent policy decisions
will prevent
phases
out
the
ceiling
on
deposit
to grant indefinite land use rights
land conversion
rates and the floor supporting
to farmers, expand land registraabuse
lending rates at the same time.
tion, and strengthen rural land
===
===
Second, the capital market
markets are steps in the right diwill need to be deepened and rerection.
formed to make more equity and
A second priority is reformsecuritized financing available.
ing land acquisition and compensation
To achieve this, China could reform
practices.
the system of initial public offerings.
Local governments must not acquire
In parallel, China will need to focus on
rural land for urban use when the urban
improving the capital market’s legal framedevelopment plans have been not been rework, upgrading the financial infrastrucviewed and approved by a higher level of
ture, and imposing more stringent rules on
government.
information disclosure.
The current practice of compensation
Europe between 1945 and 1992 pro– a frequent cause of complaints – needs to
vides an example of how the financial secbe overhauled.
tor can be gradually reformed and liberalAnchoring expanded land rights in law
ized and, ultimately, internationalized.
would provide farmers with recourse to the
Of course, there are risks, as we know
courts, which will prevent land conversion
from the Asian, and more recently the globabuse.
al, financial crises, so reforms need to be deA third priority is to develop alternafined and developed bearing risks in mind.
tives to land rents and land financing.
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Nonetheless, China’s authorities have
gained tremendous experience and capabilities to manage and supervise its financial sector.
Labor market
Developing a flexible and dynamic labor
market will be central to China’s future
success as a high-income, open economy.
Over the coming decades, the absorption of hundreds of millions moving from
rural areas to urban areas in search of better
jobs will require labor markets that are flexible and institutions that protect workers.
Reforming the hukou system, a key impediment to mobility, will be a top priority
that needs to be completed sooner rather
than later.
Advancing hukou reform would include:
• delinking the hukou from access to public services and using a residential permit, not household registration, to determine eligibility to receive services;
• encouraging pilot reform programs at
the local level;
• redefining financing responsibilities, and
revenue authority between central and
local governments as an incentive for reform.
To increase labor mobility, social security
(pensions, health and unemployment insurance) should become portable nationwide.
Social security would need to remain
affordable for employers and not become
an impediment for hiring labor.
Absorbing legacy costs in the general
government debt and raising the pension age
are options that would reduce social security
taxes and increase the demand for labor.
Reforming the fiscal system
I have already touched on fiscal reforms,
and this morning Stephen Groff from the
ADB also reviewed the fiscal reform issues
ahead.
For the sake of time, I will therefore
just touch on three challenges.
The first challenge is to contain government spending while changing its composition in line with China’s new priorities, reallocating resources over time from
lower- to higher-priority government programs, such as health and education.
{The revision of the 1994 budget law,

which is currently being considered, is an
opportunity to modernize China’s fiscal
institutions.}
The second, challenge is raising more
revenues to meet rising budgetary demands, for example, through:
• higher SOE dividends;
• higher taxes on energy and motor vehicle use; expanding property taxes to
residences;
• personal income taxes as China grows
richer (these taxes make up only 1 percent of China’s GDP, compared with
an average of almost 6 percent in highincome countries); and
• expanding the VAT to services (which
would encourage firms to outsource services currently produced in-house for
tax reasons).
The third fiscal challenge is to match
budgetary revenues with expenditure responsibilities.
China is among the most decentralized
countries in the world when it comes to
government spending.
But revenues are highly centralized,
and rapid urbanization will exacerbate the

already large revenue disparities among local governments.
To improve the match between spending and revenues at the local level, three
reforms are critical:
First, increasing the scope of local revenues, such as with the property tax, which
I mentioned.
Second, centralizing some spending,
notably on social security. This would also
increase labor mobility.
Third, developing nationwide rules for
more equal distribution of revenues from
the provincial level to townships and municipalities.
Conclusion
Over the next two decades, China will face
many challenges in its quest to become a
modern and creative high income society.
One is how to urbanize.
And, if China can remove distortions
in the land, labor, and capital markets;
align incentives with responsibilities in the
fiscal system; and increase competition
across its economy, China will have addressed more than half of the challenges

soCiAl respoNsibilitY

Thai bourse supports
Thai firms to produce CSR reports
for sustainability disclosure

C

orporate Social Responsibility Institute (CSRI), under The Stock
Exchange of Thailand (SET) group, is
committed to encourage Thai listed companies to develop and operate businesses
with social responsibility. To support the
firms in producing CSR reports, SRI has
continued building understanding of CSR
through seminars and other trainings, aiming at creating sustainability for Thai organizations, underscoring SET’s long-term
capital market development plan.
SET Executive Vice President and
CSRI Director Bordin Unakul said that
enhancing CSR reports is a core target
of CSRI to support Thai listed companies in disclosing their CSR information

and activities. This disclosure is essential,
as investors increasingly value companies
operating with social and environmental
responsibility under good corporate governance as one of investment selection criteria. Therefore, a CSR report is a key tool
for organizations to evaluate themselves in
order to improve business efficiency and
grow with sustainability.
“To encourage Thai firms to do their
CSR reports this year for distribution in
2014, a program, called “Enhancing Thai
listed firms’ CSR report development,”
has been created and organized by CSRI,
together with the Thaipat Institute (The
Foundation of Thailand Rural Reconstruction Movement Under Royal Patronage).
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in urbanization.
China’s urbanization could raise and
equalize living standards across the vast
territory if the nature and form of urbanization are such that they fulfill the objectives of economic efficiency, social cohesion, and environmental sustainability.
If done right, urbanization in China
will be an engine of growth in the 21st
century.
There is an underlying vision to all of this:
• A prosperous China.
• A China with a harmonious balance between cities and countryside.
• A China that extends one citizenship to
every woman and man, boy and girl, no
matter where they were born and where
they live.
• A China where everyone lives his Chinese dream, where effort and labor are
fairly rewarded, and where everyone is
treated equally and enjoys equal access
to basic healthcare, schooling, social entitlements, and jobs. n
Speech by Sri Mulyani Indrawati, China Development
Forum, Beijing, China, March 24, 2013.

Companies participating in the program
will learn how to plan and collect information for reporting following the Integrated
CSR Reporting (iCSR) framework, which
is also in accordance with the Securities
and Exchange Commission rules to be announced this year. They are also offered a
template of topics and issues in following
iCSR and samples of series of indicators
for the report,” Bordin said.
In addition, the program also provides
extensive advice and suggestions for doing CSR Report, as well as activities for
exchanging knowledge and opinions for
further improving the report with quality, before upgrading the report to follow
the GRI framework. Admission is open
for Thai listed companies from now until
April 17. n
For more information, please contact csri@set.or.th
or visit www.csri.co.th.
SET Group “Matching Your Right Financial
Opportunities”
For more information, please contact S-E-T
Call Center +66 (0) 2229 2222

