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New market entrants urged to up their game
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A (From the left) HKIoD CEO Dr Carlye Tsui, HKIoD Chairman Henry Lai, Prof StephenY L. Cheung and Prof Aris Stouraitis officiate at the press conference to launch The HKIoD Corporate
Governance Score-card 2016. (Special thanks go to Strategic Public Relations Group for supporting the organisation of the press conference.)
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even gain a better chance to win over investors in a bear market." This is a clear trend exhibited
in the latest round of the HKIoD Corporate Governance Score-card. While celebrating yet

" C ompanies showing improvement in their corporate governance standards tend to suffer less or

another corporate governance rally made by the Hong Kong market, for the fifth time in a row, the rese-

arch also unveils some weaker links in

the ecosystem, notably the recently listed companies and new constituents added

to the HSI family, as well as the new international standards incorporated into the market on risk management, CSR
reporting, and corporate governance committee, etc.

Running for the fifth time since 2002, the
HKIoD Corporate Governance Score-
card seeks to evaluate the corporate
governance standards and practices of
the Hong Kong market!, identifying the
most effective ways to assist local
companies and policymakers in excelling
at the continually evolving global corporate
governance landscape. Corresponding to
the 2015 edition of the OECD Principles
of Corporate Governance and the HKEX
Corporate Governance Code, this year’s
Score-card has taken on board a number
of new areas of assessment where most

players have not begun paying significant

attention to, including risk management
Right of
Shareholders

and quality of CSR reporting, and the R B o gkl
structure  of  corporate  governance '

structure and functions, the timeliness

committee. The consideration has thus : '
been translated into a much more Dlseal:'::i;me

sophisticated form of Score-card this time Transparency
around, with the total number of questions %Eﬂ%’gﬁiﬁ

drastically going up by 25% to 192 under

Role of
five main sections: right of shareholders, Stakeholders

equitable treatment of shareholders, role i BB
of stakeholders, disclosure and - &
transparency, and board responsibility.
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Financial incentive for CG revealed

While listed companies devote much
of their energy to financial performance
and shareholder value maximization,

corporate governance could easily be put
into the “good to have” bucket. This is
certainly a big mistake, as the relationship
between corporate governance and market
value is proved to be intertwined. Over the
course of a market-wide decline in
corporate valuations during 2012-2016,
companies who had strengthened their
corporate  governance quality exhibited
a significantly more resilient market
value than those who had not.

Driven by general market conditions, there
was a pan-market P/B ratio decline of 18.9%
over the past four years. The listed
companies that had enhanced corporate
governance quality by more than 5%
experienced a lower average P/B ratio
decline (14-17%), compared to an average
P/B ratio decline of 22-30% for those who
showed no improvement or even
deterioration in their corporate governance
performance.

HK Market Advances Steadily

The Corporate Governance Index mean for
the Hong Kong market (71.82) in the 2016
study is pointing to a healthy sign. At first
glance, the top-line result is almost identical
to that of the previous survey conducted in
2012 (71.91). After a finer comparison that
excludes the new areas of assessment,
however, the 2016 finding represents a clear
corporate governance improvement of the
Hong Kong market, with the Index mean
advancing by 5.1%.

“Whilst it is encouraging to see most
companies show improvements in their
corporate governance standards, promoting
good corporate governance amongst our
listed companies will continue to be one of
HKEX’s top priorities,” said Mr David
Graham, Chief Regulatory Officer and Head
of Listing, HKEX.

Weaker Links in the Ecosystem

Over the past four years, the vast majority of
the long-time index constituents have
marched on a higher land of corporate
governance. When tracking the 84 listed
companies that were drawn in both the 2012
and 2016 surveys, 75% of them were found
having enhanced their corporate governance
performance.
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A The above chart indicates the relationship between companies that experienced different degree of
corporate governance transformation and their P/B ratio changes during 2012-2016.
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A The above chart shows the change in Hong Kong market’s overall corporate governance
quality against the increasingly complex corporate governance requirements, in the five HKIoD

Score-cards launched during 2002-2016.
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However, the study also uncovers that
recently listed companies and those newly
added to the major Hong Kong indices are
significantly lagging behind thus dragging
the bigger league. Moreover, when it comes
to the new assessment areas, Hong Kong
market’s overall corporate governance

performance was relatively stagnant.

Company Directors’ Role in CG

“While the corporate governance agenda
covers both conformance and performance,
the ultimate responsibility rests with the
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board of directors, whose decisions determine
the prosperity and integrity of the company. In
fulfilling corporate governance roles, directors
must demonstrate leadership and integrity
and engage in continuing their professional
development,” said Mr Henry Lai, Chairman
of HKIoD. “At the end of the day, good
corporate governance benefits not only
individual companies but also the bigger
economy, effectively strengthening inter-
national confidence in Hong Kong and further
the  city’s

competitiveness as an international financial

reinforcing position  and

centre.”

Trends have pointed to a pressing need for
company directors to acquire knowledge and
up their game in new corporate governance
developments, in order to drive sustainable
for the

and all-rounded development

corporations they serve.

“Since the inaugural launch of the Corporate

Governance  Score-card, companies have
consulted us in areas where they didn’t perform
as strongly as wished. This is a promising
testimony reflecting the Hong Kong market’s
increasing awareness and emphasis on
corporate governance,” said Dr Carlye Tsui,
CEO at HKIoD. “By leading this unique
proprietary study with top local business
scholars, we hope to provide market players,
investors and analysts alike with an objective
instrument to investigate the quality of
corporate governance in Hong Kong. The bar
keeps rising as international corporate
governance trends continue evolving. The

Score-card keeps monitoring the Hong Kong

market with enhanced assessment criteria. -
Moreover, the Score-card also helps us design -
our bespoke education and training programmes
to meet the specific challenges faced by company -

directors in this market.”

As a facilitator of corporate governance
standards and director professionalism in
Hong Kong, HKIoD organises over 100
professional education and training courses
for company directors every year. The scope
of these professional courses covers rules and
regulations, strategic direction, board culture
and practice, director competency and other
special emphases, such as how to fulfill the
role as an independent non-executive
director, board-level risk management and

ESG reporting.

“Our heartfelt thanks go to all our partners
for their generous support, especially
Professor Cheung, the designer and advisor of
the Score-card since its inauguration in 2002,
and the team at the Centre for Corporate
Governance & Financial Policy of Hong Kong
Baptist University led by Professor Stouraitis
that diligently conducted the research and
analysed the findings of the HKloD
Corporate Governance Score-card 2016. We
look forward to the next round of the
study, which will hopefully see the Hong
Kong market reach another new milestone
in corporate governance,” Dr Tsui concluded
the Press Conference held last month with a

hopeful note.

For members of the public who would like to
take a deeper dive into the study, be it on a
top-10
performing company level, the print version of the
Report the  HKIoD  Corporate Gover-
nance Score-card 2016 is available for order for
HK$200 per copy with discount on bulk
orders at http://hkiod.com/scorecard.html. B

market index, industry/sector or

on

[1] The sample of this year’s survey was drawn from
the components of four major Hong Kong stock
indices in 2015: Hang Seng Index (“HSI”), Hang
Seng HK Large Cap Index (“HSLI”), Hang Seng
China-Affiliated Corporation Index (“HSCCI”), and
Hang Seng China Enterprise Index (“HSCEI”).

Key Takeaways from HKIoD as the Organiser and Publisher

Disclosure and transparency is the cornerstone of good corporate governance:

Snapshot of the Press Conference

B BAEER

* The strength of corporate disclosure is a key criterion for us to score a company's corporate governance performance.

* There are still some large listed companies in Hong Kong who fail to disclose their internal audit systems, internal staff
reporting and control guidelines, whistle-blowing policies, or even the name and background of their company secretaries.

* We strongly suggest that listed companies make smart use of different communications channels to distribute valuable and
relevant corporate information, notably the background of the management, financial information and related party

transactions.

¢ Although a vast majority of listed companies are making CSR disclosure, separate to or as part of their annual reports, many of
these CSR reports are not audited by an independent party and demonstrate a wide variation in reporting standards.

* On a regulatory level, we believe strengthening disclosure requirements can be a viable means to improve corporate

governance.
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