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Corporate governance index to cast
wider net on stakeholder feedback

2016 index will also tap OECD principles; scores in 2015 rankings hit a new high. Singtel takes top spot in annual ranking

Know your pay

By Kenneth Lim
kenlim@sph.com.sg
@KennethLimBT

Singapore
CONSIDER it the seven-year itch of
corporate governance.

How and why the current Govern-
ance and Transparency Index (GTI)
can be improved became the hot to-
pic on Tuesday as organisers re-
vealed the seventh annual edition of
the governance benchmark.

This latest version of the Singa-
pore Governance and Transparency
Index (SGTI) will replace the current
benchmark in 2016, said its organis-
ers CPA Australia, the National Univer-
sity of Singapore’s Centre for Govern-
ance, Institutions and Organisations
(CGIO) and The Business Times.

The new index will adopt a more
comprehensive view of a company’s
stakeholders and work on principles
derived from the Organisation for Eco-
nomic Co-operation and Develop-
ment (OECD).

Participants in a panel discussion
found themselves debating whether a
benchmark like the GTI adequately
captures the effectiveness of a board
of directors, especially in terms of par-
ticipation in the company, develop-
ing strategy and setting a corporate
culture.

Singapore Telecommunications
(Singtel) reclaimed the top spot in
2015, a position it last held in the
2012 ranking. Singapore Exchange,
fourth last year, jumped to the sec-
ond spot.

The GTI remains dominated by a
select group of blue chips — 18 of the
top 21 this year were also in the top
21 last year — and scores in general
have improved.

The mean score of 47.6 out of a
best possible 143 in 2015 was the
best since the first GTI in 2009.

Associate professor Lawrence Loh
noted that companies in the middle
of the pack had to improve their
scores by seven points in the latest
ranking just to maintain the same

Companies are generally more transparent about pay matters

DISCLOSURE OF EXACT
DIRECTORS' REMUNERATION

(% OF COMPANIES)
31.3
27.5

21.6

9.8 11.6

2013 2014 2015
Non-executive
directors

2013 2014 2015
Executive
directors

DISCLOSURE OF LINK BETWEEN
REMUNERATION AND PERFORMANCE
(% OF COMPANIES)

A revised Code of Corporate
Governance has led to
sharply better disclosures in
certain areas.

- 37.4

2013 2014 2015

DISCLOSURE OF EXACT
EXECUTIVES' REMUNERATION
(% OF COMPANIES)

Despite overall gains,
compliance with the Code
remains poor in specific

243
18.2

areas.

v 7.8
3.8
= I
2013 2014 2015
Top 5 executives

2.1 .3'1
| ]

2013 2014 2015
CEO

rank; companies between the 25th
and 75th percentile who maintained
the same score could lose about 100
places.

“You can't stay still,” Prof Loh said.

The 2015 GTI looked at 639 Singa-
pore-listed companies’ annual re-
ports and assessed them on matters
relating to the board, remuneration,
accountability and audit, and trans-
parency and investor relations.

After assigning a base score out of
100, assessors then added bonus
points or subtracted penalty points.
The highest score in 2015 was 118,
and the lowest, nine — the first time
that the bottom score was positive.

Prof Loh called the Code of Corpo-
rate Governance, which was revised
in 2012 but fully applied to every an-
nual report only from this round of
rankings, as the key lever that lifted
the scores.

Prof Loh said: “The revised code is
actually more than a tap on the wrist;
it is a kick in the pants for everybody
to be serious about corporate govern-
ance. Because now it's enshrined, you
now have to comply or explain.”

Sharp improvements were record-
ed in the following areas:

B the number of financial statements
certified by the chief executive or
chief financial officer;

M the use of poll voting at sharehol-
der meetings;
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M the disclosure of how remunera-
tion was linked to performance; and
B the disclosure of limits to concur-
rent directorships.

But improvement seemed to lag in
other areas. For example, only 3.8 per
cent of companies disclosed the exact
remuneration of their top five execu-
tives; and although 94.5 per cent of
companies said they had a whistle-
blower policy, only 23.3 per cent gave
details of that policy.

Whether the GTI's scores and rank-
ings said enough about the effective-
ness of a board was something promi-
nent business leader Boon Swan Foo
questioned several times.

The board’s role goes beyond sim-
ply complying with governance guide-
lines, he said. Directors should also
be assessed in terms of whether they
are active participants in their compa-
nies. Do they contribute to strategy
and culture?

He said: “The more important part,
to me, is strategy and risk manage-
ment — how you participate in run-
ning the company, not how you par-
ticipate in controlling the company.”

Singtel chief corporate officer
Jeann Low said that it was important
to also recognise sustainable
long-term performance; key to that is

how the board and management
work together.

“What you need really is the entire
dynamics of the board,” she said.

Chng Lay Chew, chief financial offi-
cer of Singapore Exchange, said that it
was also important to recognise that
shareholders are not the only stake-
holders in a company.

“One possible way to supplement
measurement of compliance against
corporate governance standards is to
obtain stakeholder feedback on their
view of a company’s governance. This
can include (feedback from) share-
holders, regulators and customers.”

Prof Loh said that the new SGTI
will seek to address that issue, with a
more comprehensive look at a
company’s impact.

“We are going beyond the board of
directors or even the shareholders,”
he said. “We will look at employees,
customers, suppliers, regulators, the
society at large. This is in line with the
spirit of global practices.”
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Pushing towards a new frontier

GTI 2015 reveals larger effects of the 2012 Code of Corporate Governance

By Lawrence Loh and
Susan See Tho
INGAPORE'S open econo-
my is often seen as a mod-
el for others. Despite its
relatively short 50-year
history, the country has
consistently been ranked highly in
global competitiveness rankings.

Many see this as an enviable po-
sition. But as Singapore moves be-
yond SG50, the ability of its firms
to uphold strong corporate govern-
ance will be a significant factor in
maintaining the country’s interna-
tional standing in the long run.

For now at least, we are making
good progress.

With more than two years since
the Code of Corporate Governance
was last revised, results from the
2015 Governance and Transparen-
cy Index (GTI) show that companies
are reaping the benefits of a more
comprehensive adoption of the
Code.

The GTI assesses and ranks the
corporate governance and disclo-
sure practices of Singapore-listed
companies each year. GTI 2015
studied 639 listed companies that
released their 2014 annual reports
on or before May 31, 2015.

Overall results

This year's mean GTI score is at an
all-time high of 47.6 points (Figure
1), up more than five points from
last year.

This is the largest year-on-year
increase in the past seven years. In
addition, GTI 2015's top score of
118 points is two points above last
year's top score.

GTI 2015 marks the first time re-
searchers have captured a com-
plete slate of annual reports that
come under the revised Code, as
companies adhere to different fis-
cal year-ends.

This means that this year's
scores reflect widespread effort by
companies to ensure that their cor-

porate governance standards meet
or exceed the revised Code’s re-
quirements.

In fact, the rise in the mean GTI
score is largely attributable to the
efforts by “middle-tier” companies,
or firms that have been occupying
positions between the 25th to 75th
percentiles over the past few years,
to improve corporate governance
practices.

Figure 2 summarises the distri-
bution of scores. Apart from the
rise in median score from 41 to 47,
the rightward movement of curve
signifies improvement in scores
across most companies.

Standing still means
falling behind

As a sign of the more widespread
adoption of the revised Code, this
year's GTI ranking reveals an inter-
esting phenomenon.

Companies with marginal
year-on-year movement in scores
(5 points) generally saw signifi-
cant changes to their rankings in
GTI 2015. They moved by more
than 90 places on average, com-
pared to last year.

Correspondingly, companies
that wanted to maintain their posi-
tions would have needed to in-
crease their total GTI scores by sev-
en points on average, indicating the
importance of continuous improve-
ment in staying competitive.

Significant areas of
improvement

This year's GTl also showed promis-
ing improvements in specific areas
which the revised Code intended to
enhance, such as disclosures on
whistle-blowing, code of conduct,
and director training.

The results indicate that compa-
nies have gradually improved on
these areas over time, with signifi-
cant advancements recorded main-
ly between GTI 2014 and GTI 2015.

The revised Code encourages
companies to disclose their whis-

tle-blowing policies in their annual
reports, as well as procedures for
raising concerns where appropri-
ate.

This year’s GTI found that 94.5
per cent of companies have imple-
mented a whistleblowing policy, an
increase from 92.2 per cent in GTI
2014,

In addition, among the 94.5 per
cent of companies, 149 (24.7 per
cent) disclosed key policy details
and allowed anonymous reporting,
a significant improvement from
105 companies (17.7 per cent) in
GT12014.

The Board’s role, as described in
the revised Code, is to set the
company's values and standards
(including ethical standards), and
ensure that obligations to share-
holders and other stakeholders are
understood and met.

We found that 74 companies
(11.6 per cent) in GTI 2015 dis-
closed details on their code of con-
duct or ethics. This is a one-fold in-
crease from 37 companies (5.8 per
cent) in GTI 2014,

On director training, the revised
Code emphasises the importance
of regular training for all directors,
particularly on relevant new laws,
regulations and changing commer-
cial risks.

GT12015 revealed that 139 com-
panies (21.8 per cent) disclosed in-
formation on director training, an
improvement from 97 companies
(15.1 per cent) in GTI 2014.

Room for more

Despite the general increase in
scores, there are still areas which re-
quire substantial attention.

While the revised Code recom-
mends that companies consider
sustainability issues such as envi-
ronmental and social factors as
part of business strategy formula-
tion, only 12.7 per cent had either
published sustainability reports or
included a sustainability section in
their annual reports.

General GTI trend
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In the area of remuneration, on-
ly 9.4 per cent of companies dis-
closed that external consultants’ ad-
vice was sought when deciding
directors' remuneration. This is an
area of concern as external valida-
tion and benchmarking make pay
determination more objective.

In the area of shareholders’ inter-
est, companies fell short of provid-
ing details on dividend policy. Only
7.5 per cent of the 639 companies
described their dividend policies in
their annual reports.

Going forward
While the achievements by
Singapore’s listed companies are
highly commendable, complacen-
cy takes no place in corporate gov-
ernance.

Change has been the only con-

Source: NUS

stant in Singapore’s growth from
third to first world economy in one
generation.

As we move beyond SG50, the
dramatic turns of world economy
and tightening of the domestic la-
bour market will continue.

To remain globally competitive,
Singapore companies must proac-
tively assess their business land-
scape and continuously update cor-
porate governance practices to
adapt to changing demands.

1 Lawrence Loh is Director, Centre
for Governance, Institutions and
Organisations as well as Deputy
Head and Associate Professor of
Strategy and Policy at NUS Business
School. Susan See Tho is Senior
Lecturer of Accounting at NUS
Business School. They are principal
investigators of the GTI project.

How scoring
is done

THE Governance and Transparency
Index (GTI) assesses companies on
their corporate governance
practices, as well as the timeliness,
accessibility and transparency of
their financial results.

The GTI score comprises two
components: the base score and
adjustments for bonuses and
penalties. Companies can obtain a
maximum of 100 points for the
base score under four domains:

B board matters (maximum

35 points);

W remuneration matters
(maximum 20 points);

W accountability and audit
(maximum 20 points); and

M transparency and investor
relations (maximum 25 points).

The aggregate of the bonuses
and penalties (positive or negative)
is incorporated in the base score to
arrive at the company's overall GTI
score.

The GTl is currently in its
seventh year. The ranking is a
tripartite collaboration between
NUS Business School's Centre for
Governance, Institutions and
Organisations (CGIO), CPA
Australia, which also sponsors the
annual study, and The Business
Times.

The primary sources of
information were the companies’
annual reports and websites.
Announcements made by the
companies on SGXNet as well as in
the media between Jan 1, 2013 and
May 31, 2015, have also been used
to update the scores. In addition,
companies were contacted to
obtain some information that was
not publicly available. A total of
639 SGX-listed companies which
released their 2014 annual reports
on or before May 31, 2015 were
examined for GT1 2015.

Further information on the
scoring methodology, including
details on its instrument and past
results, may be obtained from
CGIO's website at
http://bschool.nus.edu.sg/CGIO.
aspx. Queries about the GTI may
be sent to cgio@nus.edu.sg. In
order to maintain independence
and fairness of the Index, reports
or advice cannot be provided to
individual companies.
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