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____________________________________________________________
Corporate governance definitions

A

OECD

O Corporate governance involves a set of
relationships between a company’s
management, its board of directors,
shareholders and other stakeholders.

O Corporate governance provides a
structure through which the objectives of
the company are set, the means for
achieving of those objectives are defined
and which provides monitoring of
performance.

0 Good corporate governance should provide
appropriate incentives for the board of
directors and management to attain the
goals which are in the interests of the
company and its shareholders and which
should provide effective monitoring, thus
encouraging the firm to most efficiently
use its resources [...]
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Q Corporate governance refers to the

structures and processes for the
direction and control of companies.
Corporate governance concerns the
relationships among the
management, Board of Directors,
controlling shareholders, minority
shareholders and other stakeholders.

0 Good corporate governance

contributes to sustainable economic
development by enhancing the
performance of companies and
Increasing their access to outside
capital
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Why does IFC care about corporate governance?

O IFC’s Development Mandate: alleviating poverty, boosting shared prosperity;
largest DFI for private sector; promoting sustainable development through ESG

O IFC as Investor: risk management of diverse global portfolio; equity exit planning; as
an investor, IFC convinced of corporate governance value (in line with CG funds,
rating agencies, active institutional investors)

O Reputation: IFC needs to manage its reputational risk

O Value Proposition for Clients
v" Providing access to/lowering cost of capital (including our own)
v" Increasing value and valuation
v Enhancing company reputation
v" Increasing operational efficiency/management of risk

O Other DFls - Corporate Governance Development Framework
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Why does IFC care about corporate governance?

Well-governed companies critical for sustainable investment; poorly governed firms
are a financial and reputational risk for investors

v' Attracting investors: well-governed companies attract premium valuations (research shows that
emerging markets investors are willing to pay premium for good governance)

v" Reducing cost of capital: well-governed companies get lower borrowing costs

Performance of Companies with Strong vs. Weak CG Practices

Figura 1: IGC x IBOVESPA x IBrX 50: Rendimiento comparativo del precio de las acciones® \/ ImprOVIng performance We”_governed

. . companies outperform competitors (e.g.

oo Brazilian firms on IGC listing of BOVESPA with
500 <] better CG performed substantially higher over

400 time than those with weaker practices)
300

200

v' Fewer failures: recent crisis in the banking
sector confirms that better governed companies,

; 8 s: S: especially those with robust risk management

mechanisms, experience fewer losses

- - IBOVESPA
=== |BRx50

100

(8]

Fuente: Economatica

Source: Economatica

It is a financial and reputational risk for IFC to invest in companies
that are not well-governed
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Why does IFC care about corporate governance?

ECONOMIC GROWTH

Development of

Capital Markets Improved

Access to Credit

Private Sector Corporate Financial Sector
Growth Governance Development

Financial

Stability
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How does IFC approach corporate governance?

) Established component of investment and advisory offer

O IFC Corporate Governance Methodology: process of analyzing client
governance structures, policies and processes through application of
developed tools, supporting investment arm, outlining steps within
appraisal process and providing value-added resource for clients

Level of corporate governance analysis dependent on

» risks involved
» size and equity/debt investment structure
» complexity of client corporate governance framework

JAnalysis of not only risks but also opportunities
[ Defining risk mitigation measures and improvement recommendations
dHelping clients with implementation
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__________________________________________________________________
How does IFC approach corporate governance?

Six-Step Approach

O First Impressions

“ Initial view whether CG poses special risk/opportunity for value-addition

% Selection of Governance Paradigm (listed, family-founder, Fl,
privatization (transition economy), SOE)

%+ |dentification of specific issues

Best
QO Client Self- Assessment Practice
“» Against Progression Matrix . :
) - ~Tailored
Bridging
U Corporate Governance Assessment (o] J CT-5)

% Information and Documentation Request

+ Completing Questionnaire + Provision of relevant documents
% On-site: Company Interviews + Documentation Review Company
% Preparation of Assessment Reality

O Corporate Governance Improvement Program
+ Tailored advice on bridging gap between best practice and company reality

0 Documentation and Implementation
O Supervision

International

Finance Corporation

World Bank Group




-
OECD - IFC Parameters

OECD Parameters IFC Parameters

« Ensuring Basis for Effective « Commitment to Corporate
Corporate Governance Governance
Framework  Structure and Functioning of
* Rights of Shareholders and Key Board of Directors

Ownership Functions
« Equitable Treatment of
Shareholders  Transparency and Disclosure

» Treatment of Minority
Shareholders
* Disclosure and Transparency

» Responsibilities of the Board
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Corporate Governance Pillars

5 key elements of
good corporate governance

Good board practices
Appropriate Control
environment &
processes
Strong regime of
disclosure and
transparency
Protection of
(minority) shareholder
rights

Strong commitment to corporate governance reforms
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Corporate Governance Parameters

ll. Structure & Functioning of Boards of Directors

Roles/Responsibilities (vis-a-vis management)
Composition, Structure (inc. committees)
Independence and Skills

Remuneration and Evaluation

l1l. Control Environment

Internal Audit Functions
Internal Control Systems
Risk Management
Compliance

. Commitment to Good CG

Dedicated CG Officer
Written CG Code
Discloses on CG

V. Transparency & Disclosure

Financial reporting
Information disclosure

V. Treatment of Minority Shareholders

Shareholders’ meetings and Share voting
Representation and Fair treatment
Access to Information

A practical investment-driven definition
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Progression Matrix

Core Tool: Simple Progression Matrices

Level 3 Level 4

Major Leadership
Contributions

Commitment to
Good CG

Structure and
Functioning of the
Board of Directors

Control Environment

Transparency and
Disclosure

Treatment of Minority
Shareholders
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Progression Matrix

AND DISCLOSURE

E.
TREATMENT OF
MINORITY
SHAREHOLDERS
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Corporate governance ‘Mainstreaming’ for IFC financing

= Mainstreaming requires that corporate governance issues are
considered in a consistent structured manner in each investment

= Checkpoints in transaction cycle for corporate governance
evaluation and facilitation of client discussion

= Tools for investment team to structure analysis and reporting of
corporate governance additionality and risk

= Specific linkage between risk-tiering of investment and level of
corporate governance intervention

= 5 specific areas of corporate governance additionality and/or
risks to be reviewed and approved
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Corporate governance ‘Mainstreaming’ for IFC financing

Mitigation of Corporate Governance Risks

RISK 1

RISK 2

RISK 3

RISK 4

RISK 5

7R
\ggf;“ ()

Board not up to overseeing strategy, management, company performance
No proper “check and balance” of managers; succession planning/key-man

Risk management/controls insufficient for sound stewardship of assets and
compliance with regulation

Operating systems failure; inadequate/non-existing internal audit

Financial disclosures not relevant, faithful, timely representation of its
economic transactions and resources

Fraudulent numbers shared with investors/capital markets
Minority shareholders’ rights are inadequate or abused
Minority shareholders’ rights trampled or they need courts for recourse

Potential investeel/its shareholders have not demonstrated commitment to
implementing high quality governance policies and practices

Much of what investors see is window-dressing

International .
Finance Corporation
World Bank Group



Introduction

/\ S
" How does IFC approach corporate governance?
/ Methodology and ‘Mainstreaming’

]
| )Corporate Governance Development
~/ Framework
| Corporate Goverr;a_née_i_n_tﬁ________——“¥¥\
P e Western Balkans

/) International

g S - -
iy Finance Corporation
N\ &7 World Bank Group



__________________________________________________________________
DFI Corporate Governance Development Framework

Common Corporate Governance Approach for Investors in Emerging Markets

 IFC methodology distilled into Corporate Governance Development
Framework, a common approach adopted by 31 DFls for use in investment
processes — evaluating/improving governance practices, risks and
opportunities in investee companies

[ Signatories cover most emerging markets (Africa, Latin America and
Caribbean, Asia, Middle East, Europe and Central Asia) representing assets
of more than $850bn

[ Result of extensive collaboration among members of DFI Corporate
Governance Working Group (representatives of several IFIs)
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Who signed up? Thirty-three signatories

AFRICAN DEVELOPMENT
BANK GROUP
> 4 o
BANCOLDEX |10 o

Y
DBA  +DEG
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African Export-Import Bank
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N ASIA AND THE PACIFIC

CDC

CAPITAL for DEVELOPMENT

FIGHTING POVERTY

DEVELOPMENT BANK
OF LATIN AMERICA
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Investment Corporation
Member of the IDB Group
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Corporate Governance Development Framework: Milestones

= Paris, June 2004: Introduction and sharing of IFC Corporate Governance
Methodology

= Amsterdam, March 2007: DFI Corporate Governance Approach
Statement/Corporate Governance Working Group

= Tunis, October 2008: Strengthening corporate governance collaboration among
DFls

= Rio de Janeiro, November 2009: Assessment/agreement on creating common
Corporate Governance tools

= Jeddah, January 2011: Introduction of DFI Toolkit on Corporate Governance

= Washington DC, September 2011: Signature of Corporate Governance
Development Framework by 29 DFIs

= Cologne, February 2012: Introduction of Corporate Governance Development
Framework

= Manila, February 2013: Implementation of Corporate Governance Development
Framework and 2 New Signatories

= Washington DC, March 2014: Annual Meeting and 2 New Signatories
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Corporate Governance Developmem Framewor!:

Key components

Integrate Corporate Governance analysis into investment operations

v"Adopt corporate governance procedures and tools in line with Framework methodology
v"Conduct corporate governance assessments of investees; develop action plans
v"Monitor progress of implementation of corporate governance action plans

Ensure internal responsibility
v Assign internal function responsible for implementation of the Framework

Provide or procure training

v Ensure capacity-building/knowledge-transfer to staff for implementation and further
development of Framework

Collaborate with other signatories
v Share experience and resources in training and implementation

Report on implementation

) International .
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Development Framework Signing Event, September 23,

2011 - World Bank/IMF Annual Meetings

“By adopting a common approach...
we will be setting consistent
standards for corporate governance
due diligence and common
expectations from our
clients...thereby raising the bar for
corporate governance in emerging
markets.”

Lars Thunell, Sept. 23, 2013
IFC, Executive Vice-President
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Development Framework: More information

www.cgdevelopmentframework.org

www.ifc.org/cgdevelopmentframework

& Welcome to theIFC Secure Ac... | & Corporate Governance Dev... *
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Home  About IFC

What We Do

Creating Opportunity Where It's Needed Most

Projects Regions Industries News & Multimedia

Corporate Governance

CG Dev

Corporate Governance
- Overview

- CG Development
Framework

+ Investment Services

+ Advisory Services Regional
Programs

* Topics

+ Publications
+ News

- Events

* Videos

* Contacts
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Corporate Governance Development Framework

IFC's methodology for evaluating corporate governance risks and
opportunities has been distilled into the "Corporate Governance
Development Framework,” a common approach which was adopted by
31 Development Finance Institutions (DFIs) for use in their investment
processes.

The Corporate Governance Development Framework provides signatory
institutions with a common platform for evaluating and improving
governance practices of their investee companies.

The Institutions that signed the Corporate Governance Development
Framework cover most emerging markets around the world, including
Africa, Latin America and the Caribbean, Asia, Middle East, and Europe
and Central Asia and represent assets of more than $850 billon
altogether.

The Corporate Governance Development Framework is the result of
the extensive collaboration among members of the DFI Corporate
Governance Working Group which consists of representatives of
several international finance institutions.

The Corporate Governance
Development Framework helps
signatory institutions evaluate
the corporate governance risks
and opportunities of the
companies they invest in.

= Framework

= Signatory Institutions
= DFI CG Working Group

DFI Toolkit

The toolkit provides guidance to
signatory institutions on a
common strategic approach to
cG.
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Corporate Governance Features in Western Balkans

U IFC Role, 2006: company work; framework; capacity-building; awareness-raising; regulator support
U Conflicts between insiders/outsiders, controlling/minority shareholders (less so owners/managers)
U Privatization legacy and reality; state-owned enterprises; unreformed public sector

U Weak Boards, non-professional management

U Non-disclosure of beneficial ownership; weak financial disclosure and transparency practices

U Passive shareholders; lack of activism

U Family business domination - key economic sector; lack of succession-planning

U Laws and codes generally adequate — implementation, enforcement weak

U Relevance of ‘comply-and-explain’?

U Company laws often changed in patchwork approach

U Countries generally seek to be open to ‘best’ international/European practices

U Some have advanced laws that are stated as coming into force on EU accession

U Capital markets are weak; resources lacking for implementation; minimal benefits from being listed;
mentality is bank resort; business case can be lacking; ‘race to bottom’?

U Central banks generally strongest and most committed — but only Fls, real sector often decade behind
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Common issues: Possible responses

Concentrated ownership: agency
problems between controlling and
minority shareholders

Clearly Articulate Shareholder
Treatment Policies

Ineffective Boards (poor capacity, passive
approach, low independence)

Strengthen Boards (e.g., composition and
procedures)

Conflicts of Interest; RPTs

Introduce Board Committees and Other
Mechanisms to Handle Conflicts

Minority Shareholder mistreatment,
especially in change of control
situations

Strengthen Internal Controls and Risk
Management

Succession / Family Business Issues

Clear succession policy, introduce
family governance organs

Transparency / Internal Controls /
Internal Audit Function

Introduce Audit Committees (Financial
professionals to improve accounting and auditing
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