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® Released last November 22, 2016 during the 3@ Annual SEC-
PSE Corporate Governance Forum

®* The first of a series of CG Codes for different types of
Philippine corporations under SEC supervision.

® It is intended to raise the corporate governance standards of
Philippine corporations to a level at par with its regional and
global counterparts.
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® The latest G20/OECD Principles of Corporate Governance
and the ASEAN Corporate Governance Scorecard were used
as key reference materials in the drafting of this Code.

®* A new feature of this Code is the adoption of the “comply or
explain” approach.

® The Code does not in any way prescribe a “one size fits all”
framework”. The Principle of Proportionality will be considere
INn the application of its provisions. "
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Presenter
Presentation Notes
This approach combines voluntary compliance with mandatory disclosure. Companies do not have to comply with the Code but they must state in their annual corporate governance reports whether they comply with the Code provisions, identify any area of non-compliance, and explain the reasons for non-compliance. Hopefully, this would address the perceived “overregulation” of the SEC.   

It is designed to allow boards some flexibility in establishing their corporate governance arrangement. Larger companies and financial institutions would generallly be expected to follow most of the Code’s provisions. Smaller companies may decide that the costs of some of the provisions outweigh the benefits, or are less relevant in their case. 


® The Code is arranged as follows: Principle, Recommendations
and Explanations.

Principles - can be considered to be high-level statements of
corporate governance good practices, and are applicable to
all companies.

Recommendations - objective criteria that are intended to
identify the specific features of corporate governance good
practice that are recommended for companies operating
according to the Code. Alternatives to a Recommendation
may be justified in particular circumstances if good
governance can be achieved by other means.

Explanations - strive to provide companies with additional
Information on the recommended best practice.
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Presenter
Presentation Notes
When a Recommendation is not complied with, the company must disclose and describe this non-compliance, and explain how the overall Principle is being achieved. The alternative should be consistent with the overall Principle. Descriptions and explanations should be written in plain language and in a clear, complete, objective and precise manner, so that shareholders and other stakeholders can assess the company's governance framework. 



Definition of Corporate Governance

Corporate Governance - the system of stewardship and
control to guide organizations in fulfiling their long-term
economic, moral, legal and social obligations towards their
stakeholders.

Corporate governance is a system of direction, feedback
and control using regulations, performance standards and
ethical guidelines to hold the Board and senior management
accountable for ensuring ethical behavior - reconciling long-
term customer satisfaction with shareholder value - to the
benefit of all stakeholders and society.

success, creating sustainable value for its shareholde

Its purpose Iis to maximize the organization’s Iong-terr]‘
'Sy
akeholders and the nation.
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Presenter
Presentation Notes
RCCG Definition: The framework of rules, systems and processes in the corporation that governs the performance by the Board of Directors and Management of their respective duties and responsibilities to the stockholders and other stakeholders which include among others, customers, employees, suppliers, financiers, government and community in which it operates.



There are sixteen (16) principles that are distributed among five (5)
main sections, namely:

® Board’s Governance Responsiblilities — Principles 1 — 7
® Disclosure and Transparency — Principles 8 — 11
® Internal Control and Risk Management Framework — Principle 12

¢ Cultivating a Synergic Relationship with Shareholders — Principle
13

Duties of Stakeholders — Principles 14 -16
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Board’s Governance
Responsiblilities




1. Establishing a Competent Board

Principle

The company should be headed by a competent,
working board to foster the long-term success of the
corporation, and to sustain its competitiveness and
profitability in a manner consistent with its corporate
objectives and the long-term best interests of its
shareholders and other stakeholders.
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Presentation Notes
Recommendations
1.1 - The Board should be composed of directors with a collective working knowledge, experience or expertise that is relevant to the company’s industry/sector. The Board should always ensure that it has an appropriate mix of competence and expertise and that its members remain qualified for their positions individually and collectively, to enable it to fulfill its roles and responsibilities and respond to the needs of the organization based on the evolving business environment and strategic direction.

1.2 - The Board should be composed of a majority of non-executive directors who possess the necessary qualifications to effectively participate and help secure objective, independent judgment on corporate affairs and to substantiate proper checks and balances.

1.3 - The Company should provide in its Board Charter and Manual on Corporate Governance a policy on the training of directors, including an orientation program for first-time directors and relevant annual continuing training for all directors.
1.4 - The Board should have a policy on board diversity.

1.5 - The Board should ensure that it is assisted in its duties by a Corporate Secretary, who should be a separate individual from the Compliance Officer. The Corporate Secretary should not be a member of the Board of Directors and should annually attend a training on corporate governance. 

1.6 - The Board should ensure that it is assisted in its duties by a Compliance Officer, who should have a rank of Senior Vice President or an equivalent position with adequate stature and authority in the corporation. The Compliance Officer should not be a member of the Board of Directors and should annually attend a training on corporate governance.




2. Establishing Clear Roles and Responsibilities
of The Board

Principle

The fiduciary roles, responsibilities and accountabillities of
the Board as provided under the law, the company’s
articles and by-laws, and other legal pronouncements
and guidelines should be clearly made known to all
directors as well as to shareholders and other
stakeholders.
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Presenter
Presentation Notes
2.1 - The Board members should act on a fully informed basis, in good faith, with due diligence and care, and in the best interest of the company and all shareholders.

2.2 - The Board should oversee the development of and approve the company’s business objectives and strategy, and monitor their implementation, in order to sustain the company’s long-term viability and strength.

2.3 - The Board should be headed by a competent and qualified Chairperson.

2.4 - The Board should be responsible for ensuring and adopting an effective succession planning program for directors, key officers and management to ensure growth and a continued increase in the shareholders’ value. This should include adopting a policy on the retirement age for directors and key officers as part of management succession and to promote dynamism in the corporation.

2.5 - The Board should align the remuneration of key officers and board members with the long-term interests of the company. In doing so, it should formulate and adopt a policy specifying the relationship between remuneration and performance. Further, no director should participate in discussions or deliberations involving his own remuneration.

2.6 - The Board should have and disclose in its Manual on Corporate Governance a formal and transparent board nomination and election policy that should include how it accepts nominations from minority shareholders and reviews nominated candidates. The policy should also include an assessment of the effectiveness of the Board’s processes and procedures in the nomination, election, or replacement of a director. In addition, its process of identifying the quality of directors should be aligned with the strategic direction of the company. 

2.7 - The Board should have the overall responsibility in ensuring that there is a group-wide policy and system governing related party transactions (RPTs) and other unusual or infrequently occurring transactions, particularly those which pass certain thresholds of materiality. The policy should include the appropriate review and approval of material or significant RPTs, which guarantee fairness and transparency of the transactions. The policy should encompass all entities within the group, taking into account their size, structure, risk profile and complexity of operations.

2.8 - The Board should be primarily responsible for approving the selection and assessing the performance of the Management led by the Chief Executive Officer (CEO), and control functions led by their respective heads (Chief Risk Officer, Chief Compliance Officer, and Chief Audit Executive).

2.9 - The Board should establish an effective performance management framework that will ensure that the Management, including the Chief Executive Officer, and personnel’s performance is at par with the standards set by the Board and Senior Management.

2.10 - The Board should oversee that an appropriate internal control system is in place, including setting up a mechanism for monitoring and managing potential conflicts of interest of Management, board members, and shareholders. The Board should also approve the Internal Audit Charter.

2.11 - The Board should oversee that a sound enterprise risk management (ERM) framework is in place to effectively identify, monitor, assess and manage key business risks. The risk management framework should guide the Board in identifying units/business lines and enterprise-level risk exposures, as well as the effectiveness of risk management strategies.

2.12 - The Board should have a Board Charter that formalizes and clearly states its roles, responsibilities and accountabilities in carrying out its fiduciary duties. The Board Charter should serve as a guide to the directors in the performance of their functions and should be publicly available and posted on the company’s website.





3. Establishing Board Committees

Principle

Board committees should be set up to the extent
possible to support the effective performance of the
Board’s functions, particularly with respect to audit, risk
management, related party transactions, and other key
corporate governance concerns, such as nomination
and remuneration. The composition, functions and
responsibilities of all committees established should be‘
4

contained in a publicly available Committee Charter.
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Presenter
Presentation Notes
3.1 - The Board should establish board committees that focus on specific board functions to aid in the optimal performance of its roles and responsibilities.

3.2 - The Board should establish an Audit Committee to enhance its oversight capability over the company’s financial reporting, internal control system, internal and external audit processes, and compliance with applicable laws and regulations. The committee should be composed of at least three appropriately qualified non-executive directors, the majority of whom, including the Chairman, should be independent. All of the members of the committee must have relevant background, knowledge, skills, and/or experience in the areas of accounting, auditing and finance. The Chairman of the Audit Committee should not be the chairman of the Board or of any other committees. 

3.3 - The Board should establish a Corporate Governance Committee that should be tasked to assist the Board in the performance of its corporate governance responsibilities, including the functions that were formerly assigned to a Nomination and Remuneration Committee. It should be composed of at least three members, all of whom should be independent directors, including the Chairman.

3.4 - Subject to a corporation’s size, risk profile and complexity of operations, the Board should establish a separate Board Risk Oversight Committee (BROC) that should be responsible for the oversight of a company’s Enterprise Risk Management system to ensure its functionality and effectiveness. The BROC should be composed of at least three members, the majority of whom should be independent directors, including the Chairman. The Chairman should not be the Chairman of the Board or of any other committee. At least one member of the committee must have relevant thorough knowledge and experience on risk and risk management.

3.5 - Subject to a corporation’s size, risk profile and complexity of operations, the Board should establish a Related Party Transaction (RPT) Committee, which should be tasked with reviewing all material related party transactions of the company and should be composed of at least three non-executive directors, two of whom should be independent, including the Chairman.

3.6 - All established committees should be required to have Committee Charters stating in plain terms their respective purposes, memberships, structures, operations, reporting processes, resources and other relevant information. The Charters should provide the standards for evaluating the performance of the Committees. It should also be fully disclosed on the company’s website. 



4. Fostering Commitment

Principle

To show full commitment to the company, the directors
should devote the time and attention necessary to
properly and effectively perform their duties and
responsibilities, including sufficient time to be familiar with
the corporation’s business.
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Presentation Notes
4.1 - The directors should attend and actively participate in all meetings of the Board, Committees, and Shareholders in person or through tele-/videoconferencing conducted in accordance with the rules and regulations of the Commission, except when justifiable causes, such as, illness, death in the immediate family and serious accidents, prevent them from doing so. In Board and Committee meetings, the director should review meeting materials and if called for, ask the necessary questions or seek clarifications and explanations. 

4.2 - The non-executive directors of the Board should concurrently serve as directors to a maximum of five publicly listed companies to ensure that they have sufficient time to fully prepare for meetings, challenge Management’s proposals/views, and oversee the long-term strategy of the company. 

4.3 - A director should notify the Board where he/she is an incumbent director before accepting a directorship in another company.




5. Reinforcing Board Independence

Principle

The board should endeavor to exercise an objective
and independent judgment on all corporate affairs.
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Presenter
Presentation Notes
5.1 - The Board should have at least three independent directors, or such number as to constitute at least one-third of the members of the Board, whichever is higher.

5.2 - The Board should ensure that its independent directors possess the necessary qualifications and none of the disqualifications for an independent director to hold the position. 

5.3 - The Board’s independent directors should serve for a maximum cumulative term of nine years. After which, the independent director should be perpetually barred from re-election as such in the same company, but may continue to qualify for nomination and election as a non-independent director. In the instance that a company wants to retain an independent director who has served for nine years, the Board should provide meritorious justification/s and seek shareholders’ approval during the annual shareholders’ meeting.

5.4 - The positions of Chairman of the Board and Chief Executive Officer should be held by separate individuals and each should have clearly defined responsibilities.

5.5 - The Board should designate a lead director among the independent directors if the Chairman of the Board is not independent, including if the positions of the Chairman of the Board and Chief Executive Officer are held by one person.

5.6 - A director with a material interest in any transaction affecting the corporation should abstain from taking part in the deliberations for the same. 

5.7 - The non-executive directors (NEDs) should have separate periodic meetings with the external auditor and heads of the internal audit, compliance and risk functions, without any executive directors present to ensure that proper checks and balances are in place within the corporation. The meetings should be chaired by the lead independent director.




6. Assessing Board Performance

Principle

The best measure of the Board’s effectiveness is through
an assessment process. The Board should regularly carry
out evaluations to appraise its performance as a body,
and assess whether it possesses the right mix of
backgrounds and competencies.
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Presentation Notes
6.1 - The Board should conduct an annual self-assessment of its performance, including the performance of the Chairman, individual members and committees. Every three years, the assessment should be supported by an external facilitator.

6.2 - The Board should have in place a system that provides, at the minimum, criteria and process to determine the performance of the Board, the individual directors, committees and such system should allow for a feedback mechanism from the shareholders. 



/. Strengthening Board Ethics

Principle

Members of the Board are duty-bound to apply high
ethical standards, taking into account the interests of all

stakeholders.
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Presenter
Presentation Notes
7.1 - The Board should adopt a Code of Business Conduct and Ethics, which would provide standards for professional and ethical behavior, as well as articulate acceptable and unacceptable conduct and practices in internal and external dealings. The Code should be properly disseminated to the Board, senior management and employees. It should also be disclosed and made available to the public through the company website. 

7.2 - The Board should ensure the proper and efficient implementation and monitoring of compliance with the Code of Business Conduct and Ethics and internal policies.



Disclosure and
Transparency




8. Enhancing Company Disclosure Policies and
Procedures

Principle

The company should establish corporate disclosure
policies and procedures that are practical and In
accordance with best practices and regulatory
expectations.
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Presenter
Presentation Notes
8.1 - The Board should establish corporate disclosure policies and procedures to ensure a comprehensive, accurate, reliable and timely report to shareholders and other stakeholders that gives a fair and complete picture of a company’s financial condition, results and business operations.

8.2 - The Company should have a policy requiring all directors and officers to disclose/report to the company any dealings in the company’s shares within three business days. 

8.3 - The Board should fully disclose all relevant and material information on individual board members and key executives to evaluate their experience and qualifications, and assess any potential conflicts of interest that might affect their judgment. 

8.4 - The company should provide a clear disclosure of its policies and procedure for setting Board and executive remuneration, as well as the level and mix of the same in the Annual Corporate Governance Report. Also, companies should disclose the remuneration on an individual basis, including termination and retirement provisions.

8.5 - The company should disclose its policies governing Related Party Transactions (RPTs) and other unusual or infrequently occurring transactions in their Manual on Corporate Governance. The material or significant RPTs reviewed and approved during the year should be disclosed in its Annual Corporate Governance Report. 

8.6 - The company should make a full, fair, accurate and timely disclosure to the public of every material fact or event that occurs, particularly on the acquisition or disposal of significant assets, which could adversely affect the viability or the interest of its shareholders and other stakeholders. Moreover, the Board of the offeree company should appoint an independent party to evaluate the fairness of the transaction price on the acquisition or disposal of assets.

8.7 - The company’s corporate governance policies, programs and procedures should be contained in its Manual on Corporate Governance, which should be submitted to the regulators and posted on the company’s website. 





9. Strengthening The External Auditor’s
Independence and Improving Audit Quality

Principle

The company should establish standards for the
appropriate selection of an external auditor, and
exercise effective oversight of the same to strengthen
the external auditor’s independence and enhance
audit quality.
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Presenter
Presentation Notes
9.1 - The Audit Committee should have a robust process for approving and recommending the appointment, reappointment, removal, and fees of the external auditor. The appointment, reappointment, removal, and fees of the external auditor should be recommended by the Audit Committee, approved by the Board and ratified by the shareholders. For removal of the external auditor, the reasons for removal or change should be disclosed to the regulators and the public through the company website and required disclosures.

9.2 - The Audit Committee Charter should include the Audit Committee’s responsibility on assessing the integrity and independence of external auditors and exercising effective oversight to review and monitor the external auditor’s independence and objectivity and the effectiveness of the audit process, taking into consideration relevant Philippine professional and regulatory requirements. The Charter should also contain the Audit Committee’s responsibility on reviewing and monitoring the external auditor’s suitability and effectiveness on an annual basis. 

9.3 - The company should disclose the nature of non-audit services performed by its external auditor in the Annual Report to deal with the potential conflict of interest. The Audit Committee should be alert for any potential conflict of interest situations, given the guidelines or policies on non-audit services, which could be viewed as impairing the external auditor's objectivity. 




10. Increasing Focus on Non-financial and Sustainability
Reporting

Principle

The company should ensure that the material and
reportable non-financial and sustainability issues are
disclosed.
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Presenter
Presentation Notes
10.1 - The Board should have a clear and focused policy on the disclosure of non-financial information, with emphasis on the management of economic, environmental, social and governance (EESG) issues of its business, which underpin sustainability. Companies should adopt a globally recognized standard/framework in reporting sustainability and non-financial issues.


11. Promoting a Comprehensive and Cost-efficient
Access to Relevant Information

Principle

The company should maintain a comprehensive and
cost-efficient communication channel for disseminating
relevant information. This channel is crucial for informed
decision-making by Iinvestors, stakeholders and other
Interested users.
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Presenter
Presentation Notes
11.1 - The company should include media and analysts’ briefings as channels of communication to ensure the timely and accurate dissemination of public, material and relevant information to its shareholders and other investors. 



Internal Control
System and Risk
Management
Framework




12. Strengthening the Internal Control System and
Enterprise Risk Management Framework

Principle

To ensure the Integrity, transparency and proper
governance in the conduct of its affairs, the company
should have a strong and effective internal control
system and enterprise risk management framework.
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Presenter
Presentation Notes
12.1 - The Company should have an adequate and effective internal control system and an enterprise risk management framework in the conduct of its business, taking into account its size, risk profile and complexity of operations.

12.2 - The Company should have in place an independent internal audit function that provides an independent and objective assurance, and consulting services designed to add value and improve the company's operations.

12.3 - Subject to a company’s size, risk profile and complexity of operations, it should have a qualified Chief Audit Executive (CAE) appointed by the Board. The CAE shall oversee and be responsible for the internal audit activity of the organization, including that portion that is outsourced to a third party service provider. In case of a fully outsourced internal audit activity, a qualified independent executive or senior management personnel should be assigned the responsibility for managing the fully outsourced internal audit activity. 

12.4 - Subject to its size, risk profile and complexity of operations, the company should have a separate risk management function to identify, assess and monitor key risk exposures. 

12.5 - In managing the company’s Risk Management System, the company should have a Chief Risk Officer (CRO), who is the ultimate champion of Enterprise Risk Management (ERM) and has adequate authority, stature, resources and support to fulfill his/her responsibilities, subject to a company’s size, risk profile and complexity of operations. 



Cultivating a Synergic
Relationship with
Shareholders




13. Promoting Shareholder Rights

Principle

The company should treat all shareholders fairly and
equitably, and also recognize, protect and facilitate the
exercise of their rights.
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Presenter
Presentation Notes
13.1 - The Board should ensure that basic shareholder rights are disclosed in the Manual on Corporate Governance and on the company’s website. 

13.2 - The Board should encourage active shareholder participation by sending the Notice of Annual and Special Shareholders’ Meeting with sufficient and relevant information at least 28 days before the meeting. 

13.3 - The Board should encourage active shareholder participation by making the result of the votes taken during the most recent Annual or Special Shareholders’ Meeting publicly available the next working day. In addition, the Minutes of the Annual and Special Shareholders’ Meeting should be available on the company website within five business days from the end of the meeting.  

13.4 - The Board should make available, at the option of a shareholder, an alternative dispute mechanism to resolve intra-corporate disputes in an amicable and effective manner. This should be included in the company’s Manual on Corporate Governance. 

13.5 - The Board should establish an Investor Relations Office (IRO) to ensure constant engagement with its shareholders. The IRO should be present at every shareholders’ meeting. 





Duties to Stakeholders




14. Respecting Rights of Stakeholders and Effective
Redress for Violation of Stakeholder’s Rights

Principle

The rights of stakeholders established by Ilaw, by
contractual relations and through voluntary
commitments must be respected. Where stakeholders’
rights and/or interests are at stake, stakeholders should
have the opportunity to obtain prompt effective redress
for the violation of their rights. '
b
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Presenter
Presentation Notes
14.1 - The Board should identify the company’s various stakeholders and promote cooperation between them and the company in creating wealth, growth and sustainability. 

14.2 - The Board should establish clear policies and programs to provide a mechanism on the fair treatment and protection of stakeholders. 

14.3 - The Board should adopt a transparent framework and process that allow stakeholders to communicate with the company and to obtain redress for the violation of their rights. 



15. Encouraging Employees’ Participation

Principle

A mechanism for employee participation should be
developed to create a symbiotic environment, realize
the company’s goals and participate in its corporate
governance processes.
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Presenter
Presentation Notes
15.1 - The Board should establish policies, programs and procedures that encourage employees to actively participate in the realization of the company’s goals and in its governance.  

15.2 - The Board should set the tone and make a stand against corrupt practices by adopting an anti-corruption policy and program in its Code of Conduct. Further, the Board should disseminate the policy and program to employees across the organization through trainings to embed them in the company’s culture. 

15.3 - The Board should establish a suitable framework for whistleblowing that allows employees to freely communicate their concerns about illegal or unethical practices, without fear of retaliation and to have direct access to an independent member of the Board or a unit created to handle whistleblowing concerns. The Board should be conscientious in establishing the framework, as well as in supervising and ensuring its enforcement. 


16. ENCOURAGING SUSTAINABILITY AND SOCIAL
RESPONSIBILITY

Principle

The company should be socially responsible in all its
dealings with the communities where it operates. It
should ensure that its interactions serve its environment
and stakeholders in a positive and progressive manner
that is fully supportive of its comprehensive and
balanced development. '
b
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Presenter
Presentation Notes
16.1 - The company should recognize and place an importance on the interdependence between business and society, and promote a mutually beneficial relationship that allows the company to grow its business, while contributing to the advancement of the society where it operates. 



In general, the New CG Code aims to -

“*Increase the responsibilities of the board,;

“*Ensure the competence and commitment of
the directors;

< Strengthen the protection of shareholders and
other stakeholders; and

< Promote full disclosure and transparency In
both financial and non-financial reporting "
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Thank You!
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