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Good CG Practice vs. Untrammeled “laissez faire”

* The savings and investment process, unregulated

 Movement of cash from “surplus” to “deficit” units of the
economy that will maximise its use

« Fiduciary character of the process — nature of the
“surpluses”

* Pressure (P&L, growth, etc.) on bank/FI leadership

« Short-term “temptations” leading to market gaps/failure

OICD



Corporate Governance (“CG”) — What is it?

“Procedures and processes according to which an organization is directed
and controlled. @ The corporate governance structure specifies the
distribution of rights and responsibilities among the different participants in

the organization...”
Organization for Economic Cooperation and Development (OECD)

“The system by which companies are directed and controlled.”
Cadbury Committee, 1992

“The system of rules, practices and processes by which a company is
directed and controlled. Corporate Governance involves balancing the
Interests of the many stakeholders in a company — these include its
shareholders, management, customers, suppliers, financiers government

and the community.”
Investopedia O
QICD



Corporate Governance (“CG”) in Financial
Sector

Especially important because:
* The sector manages peoples’ savings

« Sector enjoys very special privileges (money creation,
leverage, maturity mismatching, etc.)

In exchange, sector is expected to ensure:

« Maximization for the economy as a whole; appropriate risk
management of the process

* As “lubricant” of the economy, the banking system has a
profound impact on all sectors
QICD



Financial Upheavals that brought Corporate
Governance into Prominence
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Celebrated Cases: \
Lehman, Bear Stearns,
AlG, Fannie Mae,
Freddie Mac

The Dodd — Frank Wall
Street Reform Act /

(. 1997 Asian Financial )
Crisis
« Accounting Fraud
(e.g. Enron,

\_ WorldCom, Satyam) )
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Some Recent Cases

Egregious Behavior

Company Behavior Consequence
AlG Risk oversight of Board, Financial bailout, Increased number of
excessive Board bonuses independent directors
Toshiba Padding of books, manipulation Intro of independent Board and
of profits significantly higher CG standards
Siemens Corruption and weak internal Robust internal control policies; intro of
control processes strict compliance code, strengthened

Board monitoring function

Michelin Poor CG practices Board structure and composition
(presence of IDs)
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Good CG Practice and Economic Development

A. Improve institutional B. Encourage existing C. Increase demand for

investor’s perception Philippineissuers Philippine market issues
(domestic & overseas)

« Confidence on Philippine * Increase demand for * By improving liquidity/
issuers of capital market Philippine market issues obviating institutional investor
instruments fear of being “locked-in” a

* Increase supply of capital small illiquid market

market issues
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Good CG Practice and Economic Development

D. Encourage promising E. Stimulate the domestic F. Encourage FDI growth
private companies to seek private equity market

listing

* Anincreasing pool of public » By making the stock marketa <+ By providing liquidity to

market funds. realistic exit option for strategic and financial

venture capitalists/ private investors

« Substantial “non-threatening” equity investors.

capital.

* Increase risk capital options

* Increasingly attractive long- for Philippine entrepreneurs

term capital — given a benign and SMEs

financial asset yield curve.
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Global Equity Market Capitalization

by Geograph
UK
2014 5%
$63.5 Trillion :
Emerging Markets
23%
US
42% Japan
7%

Other Developed
Markets
23%
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Global Equity Market Capitalisation

!Historical‘bx Geograghxl

(Market Value in S Billions)
Hong Developed  Emerging
Australin. ~ Canada  France  Genmany Kong Ity Japan Neth. Singapore Switzerland LK. US  Markes  Markers  World

2000 373 81 1447 120 623 T8 3157 640 153 W2 3T 139 W5 2612 3218
2001 i 01 1,174 1,072 306 547 2252 58 116 026 2165 1464 B3 2573 W7
2002 379 73 97 091 463 8 2126 401 100 $5% 0 1864 11601 M9 2491 23510
2003 3 #94 1336 1,079 T3 613 5,041 459 149 I 2460 13146 262 3T 3208
2004 ThLI78 159 1195 81 0 3678 539 217 g6 2816 17305 B3 409 BIB
2005 204 1,481 1,739 1,21 1053 TO8 4757 3 257 039 38 18757 %183 7026 43,209
2006 106 170 24 168 1715 1027 4706 780 38 123 374 21064 42017 10400 33314
2007 1208 2187 2T 2106 265 1075 4433 pals 330 1275 389 1573 46301 18171 64N
2008 676 1002 1492 1108 139 3 3200 388 263 83 1832 12716 234 838 3gn
2009 138 1681 197 108 2303 7 33 543 481 1071 26 16903 W36 13RS 4734
2010 1455 2160 19 1430 27 38 4100 641 047 120 3107 18966 9372 43 $,163
1 1,198 1%17 1,569 1,184 90 431 3,341 W3 308 032 2903 17494 HMY O 113%6 46499
2012 1,286 2016 1,823 1,486 1,108 482 3081 631 414 1,079 3019 19040 40016 13147 53,164
2013 1366 214 2300 193 3101 615 4543 818 744 1541 3y BT 4703 1273 086
014 1280 2004 2086 17%9 3283 6 4378 747 735 1495 3330 17883 48000 1480 63330

Note: Sources changed in 2013 due to discontinuation of S&Ps Glohal Stock Market Factbook

Source: Standard and Poor's Global Stock Markets Factbook (prior 1 2013), Wordd Federation of Exchanges and European Central Bank (2013 on)
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Developments in the Global Capital Markets

Growing complexity (instruments, currencies, risks). )

Resulting ‘"institutionalization" vs. retail investor
dominance.

JI I

4 : : : :
Large aging populations in wealthy economies -

explosive growth in pension, insurance and other
savings pools.

J

Creation of all types of "Funds", "Unit Trusts" and
endowments - a more structured, sophisticated and

g demanding "buy side". J?
Ul



Business Case for Corporate Governance

Long-term sustainability

Better operational/ financial performance

Better access to resources:

— Capital

— Human resources: skilled, healthy employees

— Raw materials extracted and used in an environmentally
friendly manner

Effective, strategic decision-making

Improved oversight, monitoring and evaluation
Succession planning

Anti-corruption tool (ethics)

If a listed company, commands a premium from investors

OICD
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-
Good CG/Stakeholder Interest Maximisation, Inclusive
and Sustainable Development

J
< Banks — DFIs having a oy GOCCs
1  particularly important H
Ly a0

DEVELOPMENT role.

InsCos/Other ®®® Family-owned
Fls ‘*' enterprises, others
Other PLCs
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Good CG Practice and Enhanced Enterprise
Valuation

« Companies Circle Results vs Latin America

* Yan-Leung Cheung, J. Thomas Connelly, Jesus P.
Estanislao, Piman Limpaphayom, Sidharta Utama: 5 Asian
Country Study

. ASEAN PLCs Study

OICD



Good CG Practice and Enhanced Enterprise
Valuation

Companies Circle Study

Comparison of Companies Circle and 1,078 Latin American
Listed Firms. Results showed that companies believed to
practice good corporate governance

OICD



Benefits of Perceived Good Governance

Comparison of Companies Circle and 1,078 Latin American
Listed Firms. Results showed that companies believed to
practice good corporate governance:

v More profitable, paid more dividends, better access to
debt markets (more leveraged at lower cost).

v’ Better value perception by investors

v’ Less volatile during financial crises
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Comparison of Selected Market Indicators
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Good CG Practice and Enhanced Enterprise
Valuation

5 Asian Country Study by:

Yan-Leung Cheung, J. Thomas Connelly, Jesus P.
Estanislao, Piman Limpaphayom, Sidharta Utama
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The Sample and CG Criteria Surveyed

CHINA HONG KONG INDONESIA
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Asian Country Study — What does Empirical Data

Suggest

 POSITIVE CORRELATION between the CORPORATE
GOVERNANCE SCORE and FIRM VALUATION

« Good Governance correlated with good financial
performance, better investment attractiveness and

enhanced sustainability

OICD



Good CG Practice and Enhanced Enterprise
Valuation

ASEAN Corporate Governance Scorecard Study:

Observes that better scores are correlated with higher
market capitalization

OICD
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The Philippine Effort to Improve SOE
Governance

Laying down principles and Defining the guidelines in
standards for the creation, determining the areas or
management, activities of government in
administration, supervision which the corporate form
and liquidation of GOCCs shall be utilized

Setting down policy
measures to improve the
organizational and
functional capabilities of
GOCCs

OICD



Objectives of the Governance Commission for

Government Owned Controlled CorRorations Legislation

AN ACT TO PROMOTE FINANCIAL VIABILITY AND FISCAL
DISCIPLINE IN  GOVERNMENT-OWNED OR -CONTROLLED
CORPORATIONS [GOCCS] AND TO STRENGTHEN THE ROLE OF
THE STATE IN ITS GOVERNANCE AND MANAGEMENT TO MAKE
THEM MORE RESPONSIVE TO THE NEEDS OF PUBLIC INTEREST
AND FOR OTHER PURPOSES.

Full Title of R.A. No. 10149
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Appeal to the DFI Sector

* Begin with your board, executive leadership and staff.

* Require borrowers and investee company leadership
2 to undergo CG training.

 Strongly encourage borrowers/investees to adopt CG )
3 best practices.

« Consider offering "carrots" and "sticks".

 Contribute to a "virtuous CG" cycle. ]
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