SPPECH BY MR PHILIP BALDWIN, CHIEF EXECUTIVE, HONG KONG INSTITUTE OF CHARTERED SECRETARIES FOR CHAIRING THE 3RD TECHNICAL SESSION ON ‘SATISFYING INTERESTS OF INTERNATIONAL INVESTORS AND STAKEHOLDERS’ AT ICSI CONFERENCE ON MAY 12, 2008 
Dear Company Secretaries and Chartered Secretaries respective from India and Hong Kong, I am delighted and privileged to be Chairing this Session on ‘Satisfying interests of International Investors and Stakeholders’.  I am glad that the Secretary-General of Asian Corporate Governance Association, Jamie, and Davy, Past President, The Hong Kong Institute of Chartered Secretaries are here to speak on this topical sub-theme.  

Corporates are no doubt going international.  Good governance makes it incumbent upon them to keep all stakeholders and investors interested in them. The demands of international financiers and stakeholders are steep.  Sometimes complex.  The corporates need to continuously address their risks and concerns.  The role of corporate secretaries is crucial. A corporate secretary needs to be a good communicator, for she is the nucleus for all stakeholders.  

Company Secretaries should therefore understand the mindset of international investors and funds.  Their objectives and investment strategies must be in always her mind.  No international investment is risk free.  Yet your companies must attract and keep the interest of investors and funds well-tuned.   
Risk management for investing involves analyzing and assessing trades in virtually all major financial markets including equities, fixed income, commodities, structured credit, mortgage backed securities, and interest rate derivatives.

Risks create sensitivities that relate to the reputation of an enterprise. The stakes are therefore high in a society that unleashes great expectations from corporate enterprises.

No enterprise dare stake its brand and reputation by ignoring to manage risks relevant to its image in the society. As corporates enter and act in different cultures and countries risks to reputation become inherently varied needing close monitoring.

Risks are not necessarily to be perceived in the negative sense. Some risks can be used positively to strengthen the value of the corporation. Calculated risk, similar to the one the TATAs took in acquiring Corus and the Jaguar and Land Rover brands in

Europe, also add to the reputation and value creation opportunities a corporation has.

The creation of a low-price car that was promised for the mediocre income households for INR 100,000 was a well-calculated risk that TATAs took in India. ‘Nano’ as the car is called pole-vaulted TATAs reputation in the Indian market. Risks, as said above, can also add to the reputation of a corporate.

The rapidly changing global economy has created an expanding array of risks to be

managed if the viability and success of an enterprise are to be ensured. Corporations

face the task of managing their risk exposures while remaining profitable and competitive at the same time. In this context managing risks is not a new challenge, yet it may get overlooked due to several reasons including when, the business mood is euphoric. It is the intelligent assumption of risk, not its avoidance, that creates value in a company.

The term risk is almost always looked in terms of the negative consequences of risk assumption: the creation of exposure to the chance of injury or loss. For most people risk signifies danger and is something to be avoided, if possible. Yet within the concept of risk is another element, opportunity, and the rewards that inure to those who assume risk successfully. The fact as we all know is that it is impossible for an individual or an organization to avoid risk. Governance of risks is a policy issue. Governance in this context calls for articulation of sensitivities at the highest level. All choices, decisions, activities and even decisions not to act contain risk. The challenge is to carefully select the risks that can be assumed and quantify them properly. 

Evolving concepts of risk are leading to complex management perspectives requiring an integrated view of the finances and operations of a corporation. Today a risk manager must generate a comprehensive matrix of risks being faced by the organization, and act as a catalyst in successfully dealing with those risks.

The challenge is particularly complex for corporations operating on a global scale. The size, scope and complexity of their activities inhibit the creation of a relevant and meaningful definition of risk encompassing every conceivable situation. A definition of business risk must be flexible and dynamic in line with situations that may arise in future. Risk management is no longer discretionary but essential for managing business entities in the dynamic corporate world. It takes commitment from the top, a sound methodology and discipline in its application, to obtain the maximum benefit. In short, risk management must become imbibed into the organization’s culture. 

Lou Lei and Mark Yuen Teen from Singapore have worked on the determinants of Corporate Governance and the link between corporate governance and performance.

Their study includes a more complete set of governance mechanisms like composite governance index as well as ownership and firm leverage. They investigate the interdependence of various governance practices, the change of government structure and the impact on the firm value. Their findings revealed an interesting relationship between governance and performance.

It is not the level of governance. They found that an investment strategy that buys firms with greatest improvement in governance and sells firms with largest deterioration in governance yields 36.7 percent excess returns over the sample period (1999 to 2003), they find that investors will lose money if they buy firms ranking highest and sell firms ranking lowest.

Dynamics of global finance is marked by hedge fund and private equity activism. This is proving a spur to several governance issues for corporates. The US SEC Chairperson, Christopher Cox has estimated that in the global financial marketplace, hedge fund assets have increased about 3000 per cent since 1990. Dollars 1.8 trillion in assets is managed by about 9000 hedge funds worldwide. The Report of the Conference Board Research Group on hedge fund activism points out that the capital behind hedge funds no longer represents only the wealthy individuals who had underpinned the industry.

The recent growth is attributable to investments by institutions. Long – term investments by institutions such as private and public pension funds, endowments, and foundations are now interested in absolute-return strategies. They view hedge funds as integral part of their asset allocation decisions. A number of hedge fund managers have undertaken an activist role within their portfolio companies, attempting to influence financial and strategic decisions and effect corporate governance changes.

Since 2003 the marketplace has registered several instances of shareholder activism involving hedge funds; in nearly two thirds of the cases, corporate management either immediately acquiesced in the funds’ demands – or, after a period of initial resistance and negotiation—agreed to major concessions to meet the activists’ expectations.

What strategies do corporates adopt vis-à-vis the fund activism? The Conference Board Report makes some recommendations for corporation. It advises them to remain informed on institutional holdings and securities trading activities. They should understand hedge fund investment strategies and activists tactics. They should be aware of strategic, financial and governance vulnerabilities, remain open minded about

change. They should participate in formulation of response strategies and ensure their proper implementation. The Report advises them to engage in an open dialogue with investors.

Management should actively monitor trading in the company’s securities holdings, including shares, fixed income and convertible products. Particular attention should be paid to large accumulations of stock or extraordinary stock purchase patterns.

Companies avail themselves of securities surveillance services and other external resources to gather additional intelligence in stock accumulations and changes in beneficial ownership.

Companies should maintain upto date profiles of private equity groups, hedge funds and other pools of capital with material investments in the company’s securities. They should know about such entities’ prior investment decisions and current portfolio composition; sources of capital and redemption practices; modes of operation, history of activism, time horizons, compensation structures and performance targets. The Conference Board Report gives a host of details about various funds.

The Report suggests that in-house counsel, CFOs and governance professionals should be familiar with the structure of hedge funds and their performance drivers and recognize hybrid investment vehicles that pursue alternative investment strategies. Legal counsel and governance experts should remain abreast of any case law and legal statutory developments that might influence hedge funds’ future behaviour. 
I quote “Management and board members should proactively develop (either in-house or with the assistance of outside experts) an inventory of strategic, governance, or financial matters that may single out the company as a target. To facilitate this process, the company should consider designating a corporate governance officer who would report directly to the nominating/governance committee or the full board on emerging best practices. Similarly, boards should expect senior financial executives and internal audit officers to promptly bring to the attention of the board those financial conditions (e.g., a substantial cash balance) that could make the company attractive to corporate activists.” unquote
Finally, as part of the regular review of the company’s strategic plan and business performance, the board should seek updates of investor expectations, as well as industry benchmarks and the competitive environment.” With hedge funds increasingly taking activist stances toward corporate management, companies are often caught unprepared and unable to rely on traditional investor relations exercise. Hedge funds are not a monolithic phenomenon and, unlike other investors, they are not required to disclose their investment strategies.

Developing effective communication channels with major investors is a sound practice, but the stakes are higher with hedge funds. 
With these opening remarks, I now request Mr. Davy Lee to give his presentation.  Mr. Jamie Allen will be the second speaker.  I am sure their observations will enrich all of us in an enormous manner.
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