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ABSTRACT

The aim in this study is to discover the nature and extent of corporate governance
structures and practices in listed companies in Thailand. This includes a
consideration of theoretical underpinning for amendments made to the western
models of corporate governance that have been implemented by Thai listed
companies, and of the effect of corporate governance principles on financial
information, including financial reports, used by stakeholders in Thai listed
companies. This study also involves the investigation of the wvariables for
performance measurement related to corporate governance, and recommendation of

measures for strengthening corporate governance in Thailand.

A mail questionnaire survey was considered an appropriate method for this study.
The sample was selected from firms listed on the Stock Exchange of Thailand that
operate in the Bangkok region (453 companies). Questionnaires were mailed to the
Chief Executive Officer for distribution to outside/independent directors and
executive directors. 101 companies returned responses, generating a 22% response
rate. Furthermore, structured interviews with a self-selecting sub-sample were
conducted to supplement the questionnaire survey data. Out of 160 individual
questionnaire respondents from the 101 companies, 13 agreed to be interviewed. The
data collected from the Stock Exchange of Thailand Information Products
(SETINFO) to support the analysis of the effect of corporate governance on
corporate performance include return on equity (ROE) and return on assets (ROA)
measures. The quantitative data were processed using a computer program (SPSS)
and the qualitative data gathered from the interviews were analysed using content

analysis.
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The results in this study show that after the Asian financial crisis corporate
governance in Thailand is improving, and outside/independent directors and
professional organisations are playing leading roles. Better corporate governance has
resulted from improved internal corporate governance mechanisms and enhanced
accounting standards, information disclosure, and auditing standards. In addition, it
was found that the implementation of corporate governance was improved, especially
in enforcement and disclosure. New and up-dated rules, new and revised laws, and
increased regulation are in the forefront of improved corporate governance. Process-
related activities like monitoring, supervising, enforcing, and higher awareness have
increased. Moreover, corporate governance practices are now in the spotlight

throughout the financial and investment markets.

Last, the findings suggest that an expansion of coverage of surveys and an extension
of study to the government sector and non-listed companies would be beneficial to
generalisability of the results of this study. Future researchers can also extend the
investigation to examine the effective monitoring of management by the independent
directors, and the characteristics of independent directors to determine whether they
are truly independent as this has been shown to improve corporate governance in

Thailand.
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Chapter 1

Introduction

1.1 Background

Globally, corporate governance has become a key focus in the international business
agendas of not just corporations but also of governments and supranational
authorities. Indeed, the World Bank sees the corporate governance agenda being
anchored to our development agenda at a number of critical points: international
financial stability; broadening access to capital; promoting efficiency; fighting
corruption; and fastening the savings that will ultimately broaden welfare provision.
The spectacular collapses of Enron, WorldCom, Tyco and Global Crossing in the
United States of America (USA), HIH in Australia, Parmalat in Italy and APP in
Asia were obviously key motivators for the heightened interest in corporate

governance (Anandarajah, 2004).

In Asia, corporate governance has additionally gained greater distinction since the
Asian financial crisis in 1997. Corporate governance is claimed, by a large number
of authors who point to serious structural weaknesses in the financial markets and the
lack of prudential controls, as having lead to the financial crisis (Alba, Clasessens
and Djankov, 1998; Keong, 2002; Claessens, Djankov and Lang, 2000). Many
authors (Kaplan and Minton, 1994; Limpaphayom and Connelly, 2004; Iskander and
Chamlou, 2000; Nam and Lum, 2005; Claessens, Djankov and Lang, 2000) also
claim that better governance may result from improved internal corporate

governance mechanisms and enhanced accounting, disclosure, and auditing



standards. In addition, the results of several studies (Limpaphayom and Connelly,
2004; Nam and Lum, 2005) show that corporate governance benefits companies with

respect to increased long-term investment and increased credibility.

The USA introduced the Sarbanes-Oxley Act in 2002 and made major changes to the
New York Stock Exchange Listing Rules. In the United Kingdom (UK), the
Combined Code underwent a review with the resultant Cadbury Report, Greenbury
Report, Hampel Report, Higgs Reviews, and the Smith and Turnbull Report being
introduced. Although, many of the initiatives in the USA and the UK were pushed
for by the respective regulators, the initiatives in the Asian region were motivated by
the combined efforts of the World Bank and the Organisation for Economic Co-
operation and Development (OECD). In 1999, The OECD Principles, which have
been accepted the world over, identified the following principles as the five key
elements of a strong corporate governance framework: the rights of shareholders, the
equitable treatment of shareholders, the role of stakeholders in corporate governance,

disclosure and transparency, and the responsibilities of the board of directors.

The OECD Principles have been a reference for corporate governance initiatives
around the world. The new OECD Principles presented in April 2004 included a
sixth key area of corporate governance. The Principles (OECD, 2004) now include:
ensuring the basis for an effective corporate governance framework; the rights of
shareholders; the equitable treatment of shareholders; the role of stakeholders in
corporate governance; disclosure and transparency; and responsibilities of the board

of directors.



Thailand has introduced codes of corporate governance which adopt the OECD
Principles to varying degrees. Thailand, similar to many other Asian countries, had
poor corporate governance systems which contributed to the financial crisis in 1997,
as its banks, specialised financial institutions and corporations had previously been
effectively protected from the operation of market discipline. Prior to the Asian
financial crisis, Thai corporate governance practices were characterised by
ineffective boards of directors, weak internal controls, unreliable financial reporting,
inadequate protection of minority shareholder rights, lack of adequate disclosure,
poor audits, and generally lacked enforcement to ensure regulatory compliance.
Additionally, the dominance of family control over business operations was

prevalent; Thai firms were generally held and managed by majority family interests.

The Thai Government has since introduced a reform strategy which focuses on
streamlining institutional arrangements, enhancing the reliability of financial
information and disclosure, improving corporate board oversight and effectiveness,
and improving shareholder rights. It has also focused on improving the effectiveness
of the legal and regulatory framework for the enforcement of laws and regulations
related to public companies. In particular, the current Thai Government has given
significant focus to good corporate governance — the ‘Year 2002 Good Corporate
Governance Campaign’ being one example of this initiative. This focus came about
not only as a result of international scandals but also following international
investors’ complaints that Thai publicly listed companies lacked transparency with

respect to their business operations.



According to Hongcharu (2002) prior to 1997, the Stock Exchange of Thailand
(SET) had realised the significance of corporate governance in developing its capital
markets and commissioned Price Waterhouse Management Consultants Ltd to
undertake the first survey of listed companies and others concerned with the capital
market. The survey was undertaken in mid-1996. After the sudden flotation of the
Thai currency, the baht, in July 1997, the lack of corporate governance was regarded
as one of the most significant factors contributing to the collapse of banks and many
finance companies in Thailand. Several laws were drafted and corporate governance
practices were incorporated. The Thai Securities and Exchange Commission (SEC)
and the SET cited four factors as their rationale to promote good corporate
governance: fairness; transparency; accountability; responsibility. These four factors
have been incorporated in most of the legal instruments supported by the

government, the SEC and the SET.

A policy study on “Thailand’s Corporate Financing and Governance Structures” was
conducted by Alba, Clasessens and Djankov (1998) for the World Bank. Analysing
financial statements of companies listed on the SET, they found five problems
related to corporate governance: concentration of ownership, high level of
diversification, weak market incentives, lack of protection for minority shareholders,
and inadequate accounting standards and practices. These problems should decrease

as a result of implementation of corporate governance by organisations in Thailand.

The current study is designed to investigate the relevance of corporate governance: to
the Thai financial crisis in 1997; ownership structure; regulation; and disclosure

requirements in listed companies in Thailand. This study also investigates the nature



and extent of corporate governance principles, as applied in Thailand, adapted from
western models of corporate governance. Thus, this study includes the investigation

of tools for performance measurement related to corporate governance in Thailand.

1.2 Aims of the research

The aim of this study is to assess the impact of corporate governance on ownership
structure, board structure and composition, directors’ and officers’ legal duties in
listed companies in Thailand and to provide information that would be of use to
listed companies in their attempts to improve corporate governance structures. This
study also provides an analysis and understanding of the nature and extent of
corporate governance principles as applied by listed companies in Thailand. This
includes a consideration of the theoretical underpinning for amendments made to the
western models of corporate governance that have been implemented by Thai listed
companies, and of the effect of corporate governance principles on financial
information, including financial reports, used by stakeholders in Thai listed

companies.

It was expected that the achievement of that aim would involve an investigation of
the following matters.
e The nature and extent of corporate governance in listed companies in
Thailand.
e The importance of alterations to western models of corporate governance

mechanisms in Thailand.



e The improvements in financial reports of Thai companies resulting from the
implementation of corporate governance.

e The variables for performance measurement related to corporate governance.

e The measures for strengthening corporate governance in Thailand.

Each of these matters is now briefly discussed.

1.2.1 To discover the nature and extent of corporate governance in listed

companies in Thailand

Thailand faced a financial crisis in 1997 and the crisis has been attributed to poor
corporate governance. The criticisms of corporate governance in Thailand are mainly
in respect of the high concentration of ownership, excessive government
intervention, an under-developed capital market and a weak legal and regulatory
framework for investor protection. Alba, Clasessens and Djankov (1998) indicate
that bank, finance and securities companies were not sufficiently cautious about their
lending. The Bank of Thailand (BOT) and the SET did not have corrective measures
on financial performance; and furthermore, auditors did not announce real
information about the financial performance of business. An objective in this study
was to discover the nature and extent of corporate governance in Thailand. It was
expected that corporate governance and regulation in Thailand would have improved
since the financial crisis in 1997. It was also expected that despite some change, the

ownership structure would still be in the hands of very few families.



1.2.2 To examine the importance of alterations to western models of corporate

governance mechanisms in Thailand

The SET and the Thai SEC have adopted several measures to improve the
accountability of management to shareholders, to enhance transparency and
disclosure, and to ensure fairness to all shareholders. They studied corporate
governance practices in several developed markets and adopted the practices deemed
suitable to the Thai culture. As a result, western models of corporate governance
mechanisms may be applied in Thailand. Many researchers have suggested a mixture
of corporate governance models is appropriate for developing countries such as
Thailand (Alba, Clasessens and Djankov, 1998; Keong, 2002; Khan 2004). It was
expected that alterations of western models of corporate governance mechanisms

may be appropriate for Thailand.

1.2.3 To investigate the improvements in financial reports of Thai companies

resulting from the implementation of corporate governance

The results of several studies (Alba, Hernandez and Klingebiel, 1999; Limpaphayom
and Connelly, 2004; Nam and Lum, 2005; Claessens, Djankov and Lang, 2000)
indicate that corporate governance and disclosure systems were weak in Thailand
prior to the financial crisis. In addition, the capital markets played a limited role in
the governance of firms. It was expected that organisations such as the SET and SEC
might drive Thai companies to accept the rules and implementation of corporate
governance. It was also expected in this study that information disclosure and

transparency in financial reports would be improved since the Thai financial crisis.



1.2.4 To investigate variables for performance measurement related to

corporate governance

Several authors have studied variables for performance measurement related to
corporate governance. Morck, Shleifer, and Vishny (1988), a USA study, concluded
that there is a non-linear relationship between ownership and companies’
performance as measured by Tobin's Q. Kaplan and Minton (1994) found that
Japanese companies with large shareholders are more likely to replace managers in
response to poor performance than firms without them. In Germany, Franks and
Mayer (1994) found that large shareholders are associated with higher turnover of
directors. It was expected that these variables for performance measurement might be

suitable for an analysis of corporate governance in Thailand.

1.2.5 To recommend a number of measures for strengthening corporate

governance in Thailand

Alba, Clasessens and Djankov (1998) investigated issues on Thai corporate
governance problems and concluded that the most important task in improving the
structure of corporate financing and the framework for corporate governance was to
change incentives by enhancing enterprise monitoring, improving disclosure and
accounting practices, better enforcement of corporate governance rules, facilitating
equity institutions, and strengthening institutions. Hence, in this study the
appropriateness of these recommendations for strengthening corporate governance in

Thailand were examined.



1.3 Research questions

The purpose of this study is to investigate what occurs in the context of relatively
little corporate governance regulation and a new demand for corporate governance
stemming from the Asian financial crisis of 1997. According to Warr (1999),
Thailand, like most economies based on private enterprise, has had serious company
failures. Since 1997 many of these have been attributed to the financial crisis, but
further investigation has shown that the underlying weaknesses of Thai corporate
structures made them highly exposed to such crises. In this study, it is of importance
to discover whether corporate governance has improved after the Asian financial

Crisis.

Therefore, one of the objectives of this research is to discover the nature and extent
of corporate governance in listed companies in Thailand. It was expected that
corporate governance and regulation of rules in Thailand have improved since the

Asian financial crisis. This objective generates Proposition 1.

Proposition 1: There is a relationship between corporate governance and each of the
Thai financial crisis, ownership structure, and regulation of listed companies in

Thailand.

On the grounds that Thailand is an Asian country with environmental characteristics
such as culture and styles of business operation that differ from western countries,
variables affecting the successful implementation of corporate governance in

Thailand may not be the same as those in western countries. In addition, Letza et al.,
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(2004) indicate that corporate governance is completely changeable and
transformable and there is no permanent or universal principle which covers all
societies, cultures and business situations. Although there are many corporate
governance models, researchers have concluded that each governance system has its

own weaknesses; no perfect system exists that can be applied to all countries.

Western style principles and models of corporate governance, developed by the
World Bank, the International Monetary Fund (IMF) and the OECD have been
proposed as preferred theoretical reporting models for Thailand. An objective in this
study is to extend the theory in this area to include information characteristics
fundamental to the share ownership and familial control patterns that exist in the

Thai context. This objective leads to Proposition 2.

Proposition 2: There will be significant differences from western models of

corporate governance mechanisms in listed companies in Thailand

The Asian financial crisis has shown that the economy in Thailand was weak in the
area of corporate governance. Alba, Clasessens and Djankov (1998) indicate that
lack of transparency and the lack of solid information regarding financial
transactions as a result of this structural feature may have been critical factors
contributing to the Thai crisis. It was expected that the Thai Government, the SET,
and the SEC might improve regulations related to information disclosure as part of
its program to implement corporate governance. This expectation generates

Proposition 3.
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Proposition 3: There will be significant improvement in information disclosure in
financial reports of Thai companies resulting from the implementation of improved

corporate governance.

There were many variables of performance measurement related to corporate
governance noted in the literature. Limpaphayom and Connelly (2004) studied the
connection between corporate governance and market performance as measured by
Tobin’s Q and they produced a corporate governance score. Wiwattanakantang
(2000) studied the effectiveness of the existing corporate governance mechanism on
performance using return on assets (ROA) and Tobin’s Q. Similarly Brown and
Caylor (2004) considered the association between corporate performance and return
on equity (ROE) and found that better governance as measured by ROE is associated
with poor performance. In addition, Alba, Clasessens and Djankov (1998) studied the
corporate financing and governance structures of firms in Thailand. Their contention
was that the weak financing and corporate governance structure of large firms would
contribute to the depth and length of the 1997 financial crisis. They examined the
structure of financing, the efficiency of investments, and the effectiveness of current
corporate governance mechanisms and compared them with those in other countries.
Concerning the financing structure, they found that during the period 1994-1997
there were signs of deterioration in corporate performance. It is an objective in the
current study to use the variables, ROA, ROE, and Tobin’s Q for performance
measurement as these have been deemed to be appropriate for use in the western
context. It is of interest to understand whether these variables provide useful
information in the Thai context related to corporate governance. This objective leads

to Proposition 4.
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Proposition 4: The variables ROA, ROE and Tobin’s Q will be relevant for the

measurement of corporate governance performance in Thailand.

There were three different groups of individuals whose opinions and perceptions
were considered important in this study, Chief Executive Officers (CEOs); executive
directors; and outside/independent directors (audit committee). It was expected that
each group would have different views about how to strengthen corporate

governance in Thailand. This expectation leads to Proposition 5.

Proposition 5: There will be significant differences in measures of responses from

different groups for strengthening corporate governance in Thailand.

The Asian Development Bank (ADB) (2000) contended that the issue of corporate
governance is important, not only for protecting investors’ interests, but also for
reducing systemic market risks and maintaining financial stability. Other aspects,
such as the above mentioned three study groups’ views about the problems of
corporate governance and the impact of the implementation of corporate governance,

are also investigated in this study.

1.4 Justification for the research

The literature shows that corporate governance has been investigated in many

countries including the USA, UK, and Australia. However, empirical evidence

indicates that corporate governance in East Asian countries is poor, and had a major
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role in the Asian financial crisis. In this study this issue will be explored in the

context of Thailand.

Moreover, the literature review identifies variables relating to the improvement and
implementation of corporate governance, and the variables for performance measures
of corporate governance. It is expected in this study to find that corporate governance

systems vary from western models.

It is also intended that the results of this study will improve our knowledge about the
factors that determine corporate governance in Thailand and will improve the
chances of successful implementation of corporate governance in Thailand. In
particular, it is expected that the findings of this study will provide better information
to boards of directors and, hence, lead to more efficient and competitive companies
with enhanced economic and social benefits. This could be very important in

Thailand and other East Asian developing countries.

1.5 Research methods

This study will proceed in the following three stages.

(1) An extensive literature review.

(2) Collecting data from survey and interviews.

(3) Data analysis.



14

Stage 1: An extensive literature review

Numerous books and articles have explained corporate governance with respect to
benefits, problems, implementation, success and satisfaction. This research will
begin with a thorough international search of all pertinent literature for the reason
that numerous international studies have investigated various aspects of the
implementation of corporate governance whereas there are only a small number of
studies of corporate governance in Thailand where corporate governance is a
relatively new phenomenon. This stage of the research will draw on the knowledge

base of materials from several disciplines to build the propositions of the research.

Stage 2: Collecting data from survey and interviews

As the population, comprising all companies listed on the SET that operate in the
Bangkok region (453 companies), is very large, a mailed questionnaire survey (the
‘questionnaire’) is regarded as the appropriate method for gathering data and testing
the research propositions (Ticehurst and Veal 1999; Sekaran 2000). Questionnaires,
which will be subjected to ‘translate-retranslate’, will be sent to the CEO, the
executive directors, and outside/independent directors (audit committee) responsible
for the implementation of corporate governance within companies. Personal
interviews with a self-selecting sub-sample will be conducted to enrich the data, to
check on validity and to eliminate some short-comings of the mailed questionnaire
method. Approval of the questionnaire and interview schedule was obtained from
the Human Research Ethics Committee of Victoria University. Annual report data
were collected from the Stock Exchange of Thailand Information Products

(SETINFO) across the study period and used in testing study propositions.
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Stage 3: Data analysis

Quantitative data (from questionnaires and annual reports) were processed by using
the Statistical Package for the Social Sciences (SPSS) program. The resultant
descriptive and inferential statistical analysis included frequencies, means, and
standard deviations. The qualitative data gathered from the interviews were analysed

by using content analysis.

1.6 Definitions

1.6.1 Definition of ‘Corporate Governance’

There is no universally agreed definition for what the term corporate governance
means, although numerous definitions have been bandied around (Anandarajah,

2004). Several definitions of corporate governance follow.

Sir Adrian Cadbury (in Andarajah, 2004) explained the concept of corporate

governance as:

‘Corporate governance is holding the balance between economic and social
goals and between individual and communal goals. The governance
framework is there to encourage the efficient use of resources and equally to
require accountability for the stewardship of those resources. The aim is to
align as nearly as possible the interests of individuals, corporations and
society. The incentive to corporations is to achieve their corporate aims and

to attract investment. The incentive for states is to strengthen their



16

economics and discourage fraud and mismanagement’ (Andarajah, 2004,

p-13).

Prowse (1998) provided the following definition of corporate governance.

‘Corporate governance is rules, standards and organisations in an economy
that govern the behaviour of corporate owners, directors, and managers and
define their duties and accountability to outside investors, i.e., shareholders

and lenders’ (Prowse, 1998, p.2).

The OECD (2004) stated:

‘Corporate governance is the rules and practices that govern the relationship
between the managers and shareholders of corporations, as well as
stakeholders like employees and creditors- contributes to growth and
financial stability by underpinning market confidence, financial market

integrity and economic efficiency’ (OECD, 2004, p.1).

Solomon and Solomon (2004) defined it as:

‘Corporate governance is the system of checks and balances, both internal
and external to companies, which ensures that companies discharge their
accountability to all their stakeholders and act in a socially responsible way

in all areas of their business activity’ (Solomon and Solomon, 2004, p.14).
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Good corporate governance is usually associated with well functioning, competitive
markets, especially corporate finance markets, and solid legal protection for outside
investors (both creditors and shareholders), with outside shareholders being able to
influence the behaviour of directors and managers. On the other hand, poor corporate
governance practices usually include inadequate disclosure, lack of independent

oversight, and weak minority shareholder rights (Anandarajah, 2004).

1.7 Overview of the study

This study consists of seven chapters, as follows.

Chapter 1 (Introduction) provides a general introduction to the whole study. It
conveys the background of the research which leads to the aims of the research and
the problems considered in this research. In this chapter, the justification for the
research and the processes of this research, as well as definitions, are provided. In

addition, the structure and organisation of this study are outlined.

Chapter 2 (Literature Review I: Corporate Governance) provides a review of the
literature relating to corporate governance. The review includes definitions of
corporate governance. The history and the nature of corporate governance around the
world, such as in the USA, the UK, and Australia are summarised. This chapter also
describes the evidence from previous studies on the effects of the Asian financial
crisis and the relationship with corporate governance. International models of
corporate governance are also considered in this chapter. Agency theory and

stakeholder theory are discussed in this chapter. The relevance of ownership
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structure and corporate governance are also addressed. In this chapter, four corporate
governance variables concerning the implementation of corporate governance are
examined because they are expected to be relevant to the implementation of

corporate governance in Thailand.

Chapter 3 (Literature Review II: The economy, corporate governance and accounting
standards in Thailand) describes the history of the Thai economy including the
organisational structure in Thailand, and the Thai financial crisis of 1997. Thai
accounting standards and disclosure requirements are also summarised in this chapter
and Thai corporate governance is described. The problems of implementation and the
benefit of corporate governance in Thailand are considered in this chapter. This

chapter also describes Thai business culture.

Chapter 4 (Research Methodology) develops five propositions. These propositions
are formulated to investigate the variables relating to the objectives of this study. In
this chapter the sample selection and the data collection method and its criteria are
described. Definitions of variables and a discussion of the questionnaire design, as
well as validity of the survey instrument, are also provided. The last section of the

chapter discusses the statistical techniques employed to test the propositions.

Chapter 5 (Data analysis and discussion) analyses data that were collected from the
questionnaires relating to individual respondent profiles, company characteristics and
company environment, ownership structure, benefits of corporate governance, as
well as the impact of the implementation of corporate governance in Thailand. This

chapter considers problems encountered in collecting the data and non-response bias.
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The relationships between variables based on the sample data are discussed in this

chapter.

Chapter 6 (Results, Findings, Propositions and Narrative Analysis) analyses data that
were collected from the annual reports and interview data in terms of narrative
analysis. In addition, this chapter reports the empirical results of the proposition tests
on the relationship between corporate governance and each of: the Thai financial
crisis; ownership structure; regulation of listed companies in Thailand; the
differences from western models of corporate governance mechanisms in listed
companies in Thailand; the differences in information disclosure used to improve
financial reports of Thai companies resulting from the implementation of corporate
governance; the tools for performance measurement related to corporate governance
in Thailand; and the differences in measures of responses from different groups for

strengthening corporate governance in Thailand.

Chapter 7 (Conclusions, limitations and future research) contains conclusions on the
whole study. This chapter includes an overview of the research questions,
conclusions about propositions, and provides an overview of corporate governance
implementation in Thailand. The implications of this study are also discussed. Last,
the limitations of this research study are discussed and suggestions are made to future

researchers engaging in the study of corporate governance.
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1.8 Summary

This chapter outlines the composition of this study. It introduces the background to,
and the aims of this research, as well as the research questions. The financial crisis
in 1997 was a big event forcing Thai companies to improve their corporate
governance practices. This chapter also summarises the justification for, and
significance of this study, and the research methods and definitions of corporate

governance are described.

In the next chapter, the definition of corporate governance is provided. Further, the
history and the nature of corporate governance around the world, the effects of the
Asian financial crisis and corporate governance are presented. International models

and theory of corporate governance are also considered in the next chapter.
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Chapter 2

Literature Review

2.1 Introduction

The primary purpose of this chapter is to review the literature related to corporate
governance. Good corporate governance is a source of competitive advantage and
critical to economic and social progress (Iskander and Chamlou, 2000). This chapter
consists of eight main sections. First, definition of corporate governance; second,
corporate governance around the world; third, corporate governance and the Asian
financial crisis; fourth, international models; fifth, agency theory; sixth, stakeholder
theory; seventh, ownership structure; and eighth, identification and description of

variables.

2.2 Definition of corporate governance

Jensen and Meckling (1976) developed a theory of the ownership structure of a firm.

The basis for their analysis is the perspective that a corporation is:

“a legal fiction which serves as a nexus for contracting relationships
and which is also characterised by the existence of divisible residual
claims on the assets and cash-flows of the organization which can
generally be sold without the permission of the other contracting

individuals’ (Jensen and Meckling, 1976, p.61).
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The central point in corporate governance of the firm was laid out by Berle and
Means (1932). They observed that a consequence of the separation of ownership and
management was ownership dispersion and that such dispersion made subsequent

monitoring and discipline of management difficult.

More recently Demb and Neubauer (1992) described corporate governance as the
process by which corporations are made responsive to the rights and wishes of
stakeholders. Monks and Minow (1996) defined corporate governance as the
relationship among various participants in determining the direction and performance
of corporations. Neubauer and Lank (1998) defined corporate governance as a
system of structure and processes to direct and control corporations and to account

for them.

Corporate governance describes all the influences affecting the institutional
processes, including those for appointing the controllers and regulators, involved in
organising the production and sale of goods and services (Turnbull, 1997). Sir
Adrian Cadbury stated that corporate governance is concerned with holding the
balance between economic and social goals and between individual and communal
goals (Iskander and Chamlou, 2000). The Asian Development Bank (ADB) defined
corporate governance as the manner in which power is exercised in the management

of a country’s social and economic resources for development (Wescott, 2000).

Iskander and Chamlou (2000) stated that corporate governance is important not only

to attract long-term patient foreign capital, but more especially to broaden and
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deepen local capital markets by attracting local investors-individual and institutional.
Nielsen (2000) stated that corporate governance is the system of rights, structures
and control mechanisms established internally and externally over the management
of a listed public limited liability company, with the objective of protecting the
interests of the various stakeholders. Kidd and Richter (2003) argued that corporate
governance is an indirect mechanism in reducing agency costs and transaction costs
imposed by managers acting in their own interests at the expense of companies and
shareholders. Solomon and Solomon (2004) suggested that corporate governance is
the system of checks and balances, both internal and external to companies, which
ensures that companies discharge their accountability to all their stakeholders and act

in a socially responsible way in all areas of their business activity.

The Organisation for Economic Co-operation and Development (OECD) defined
corporate governance as the system by which business corporations are directed and
controlled. The corporate governance structure specifies the distribution of rights and
responsibilities among different participants in the corporation, such as the board,
managers, shareholders and other stakeholders, and spells out the rules and

procedures for making decisions on corporate affairs (Clarke, 2004).

In Thailand, the National Corporate Governance Committee (NCGC) defined
corporate governance as a system having a corporate control structure combining
strong leadership and operations monitoring. Its purpose is to establish a transparent
working environment and enhance the company's competitiveness. It also strives to

preserve capital and increase shareholders' long-term value with the consideration of
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the business of ethics, stakeholders and social concerns factors, throughout the

process (NCGC, 2005).

2.3 Corporate governance around the world

The first well-documented failure of governance was the South Sea Bubble in the
1700s, which revolutionised business laws and practices in England. In the United
States of America (USA) there was the stock market crash of 1929. There were other
crises, such as the secondary banking crisis of the 1970s in the United Kingdom
(UK) and the USA savings and loan debacle of the 1980s. In addition to crises, the
history of corporate governance has also been punctuated by a series of well-known
company failures: the Maxwell Group of newspapers; the collapse of the Bank of
Credit and Commerce International; and Barings Bank. As a result, regulators have
moved to improve the elements of corporate governance (Iskander and Chamlou,

2000).

In the early 1990s, research on corporate governance in countries other than the USA
began to appear. At first, the research focused on other major world economies,

primarily Japan, Germany, and the UK (Denis and McConnell, 2002).

2.3.1 United States of America

In 1929, the Wall Street stock market crash occurred in the USA. The stock market

collapse revealed market manipulation, insider trading, general mismanagement and

a reckless trampling of shareholder rights. As a result, the USA Congress enacted the
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Securities Act 1933 and the Securities and Exchange Act 1934 to address some of
these abuses, primarily through the regulation of corporate financial disclosure to

improve transparency.

In the late 1980s, the response to governance failure in the USA was similar to the
response noted in the 1930s. The most recent round of reforms began as a result of
takeovers and constituency statutes enacted under state laws. The major performance
problems became evident in many of the largest corporations, reform began to focus
more on the quality of corporate boards and their independence. An active group of

institutional investors began to emerge and grow (Iskander and Chamlou, 2000).

In the USA in 2001, corporate crises occurred at Enron, WorldCom, Tyco
International, Adeplhia Communications, Global Crossing, Quest Communications,
Computer Associates, and Arthur Andersen. The collapse of Enron, the largest
bankruptcy in USA history, led to thousands of employees losing their life savings
tied up in the energy company’s stock. This proved to be an unprecedented display of
accounting fraud, regulatory failure, executive excess and avoidable bankruptcy,
with resulting widespread disastrous losses incurred by employees’ pension funds
and investors. As a result, the USA Congress enacted the Sarbanes-Oxley Act
(2002). This is a broad—based reform act centred on the creation of a public company
accounting oversight board and the establishment of strict rules regarding auditor
independence, corporate responsibility, financial disclosures, financial controls,

analyst conflict of interest, white collar crime and corporate fraud (Banks, 2004).
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Kiel et al. (2004) stated that the USA attempted to achieve good governance. They
established the Report of the NYSE Corporate Accountability and Listing Standards
Committee, and the Report of the NACD Blue Ribbon Commission on the Role of
the Board in Corporate Strategy; the Sarbanes-Oxley Act of 2002 was also
introduced. This Act contains significant black letter law aimed at curbing some of
the perceived worst abuses in corporate governance. The Sarbanes-Oxley Act of
2002 was a compromise bill, supported by Republicans and Democrats, designed to
strengthen the criminal consequences for top management in cases of
misrepresentation of financial results. In addition to requiring the chief executive to
sign the audited statements of the company, the law strengthens the power of
auditing committees and the regulatory oversight of auditing firms (Cornelius and

Kogut, 2003).

Denis and McConnell (2002) suggested that the ownership of publicly traded firms is
significantly more concentrated in other countries than it is in the USA. Private
ownership concentration appears to have a positive effect on firm value. There are
significant private benefits of control and they are more significant in most other
countries than they are for the USA. Structures that allow for control rights in excess

of cash flow rights are common, and generally value-reducing.

Solomon and Solomon’s (2004) study of the case of Enron’s downfall illustrates the
importance of good corporate governance. They say that all the checks and balances
within the corporate governance system have the ultimate aim of controlling and

monitoring company management. Corporate governance mechanisms cannot
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prevent unethical activity by top management, but they can act as a means of

detecting such activity.

Boards of directors in the USA include some of the very insiders who are to be
monitored. In addition, it is not uncommon that the Chief Executive Officer (CEO) is
also the chairperson of the board. The nature of the selection process for board
members is such that management often has a strong hand in determining who the
other members will be. Board composition characteristics of interest include the size
and structure of the board, the number of directors that comprise the board, the
portion of these directors that are outsiders, and whether the same individual holds

the CEO and chairperson positions (Denis and McConnell, 2002).

Holderness (2002) studied the USA evidence on equity ownership by insiders and
block-holders, where insiders are defined as the officers and directors of a firm and a
block-holder is an entity that owns at least 5 percent of the firm’s equity. He
reported that average inside ownership in publicly traded USA corporations is
approximately 20 percent varying from almost none in some firms to majority

ownership by insiders in others.

2.3.2 United Kingdom

One of the earliest governance crises was the bursting of the South Sea Bubble of
1720-21, which dramatically changed business habits and regulations in the UK. The
UK rapidly enacted corporate statutes to protect the public from such abuses as the

bubble scandal. The main elements included: shareholders’ rights to information, and
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the ability to appoint and remove directors and auditors (Iskander and Chamlou,

2000).

In the late 1980s financial scandals leading to the collapse of several prominent
companies came to light in the UK. There was a strong private response alongside
the public regulatory response. The corporate sector responded to the loss of
confidence in financial reporting by setting up the Cadbury Committee in 1990 to

develop a code of best practice (Iskander and Chamlou, 2000).

In 1991, several large UK corporations collapsed, including Robert Maxwell MMC,
BCCI and Polly Peck. As a result, one of the greatest proponents of active corporate
governance, Sir Adrian Cadbury, chaired a commission and the Cadbury Report
published by that commission in 1992 was to have considerable influence, not just in
the UK but in many other countries around the world that adopted similar corporate

governance codes of practice (Clarke, 2004).

Solomon and Solomon (2004) stated that the Cadbury Report focused on the board of
directors as the most important corporate governance mechanism, requiring constant
monitoring and assessment. The accounting and auditing functions were also shown
to play an essential role in good corporate governance, emphasising the importance
of corporate transparency with shareholders and other stakeholders. Finally,
Cadbury’s focus on the importance of institutional investors as the largest and most

influential group of shareholders has had a lasting impact.
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Further UK reforms of corporate governance followed the Cadbury Code (1992).
The Greenbury Report (1995) proposed guidelines for director remuneration, the
Hampel Report (1998) focused on disclosure and best practice, the Combined Code
(1998) outlined a mandatory disclosure framework, and the Turnbull Report (1999)
offered advice on compliance with mandatory disclosure (in Kiel, Kiel-Chisholm,

and Nicholson, 2004).

Kiel, Kiel-Chisholm, and Nicholson (2004) described the value of the UK stock
market decrease with its subsequent impact on banks and pension funds that caused a
rash of inquiries and reports. These reports include the Tyson Report on the
Recruitment and Development of Non-Executive Directors; Review of the Role and
Effectiveness of Non-Executive Directors (the “Higgs Review’); Audit Committee
Combined Code Guidance (the “Smith Report”); and, Internal Control: Guidance for
Directors on the Combined Code (the “Turnbull Report”) (in Kiel, Kiel-Chisholm,

and Nicholson, 2004).

According to Jones and Pollitt (2004) who compared the conduct of and influences
on the investigations leading to the Higgs Review and the Cadbury Report (1992),
the major recommendation of the Cadbury Report (1992) was the raising of the
importance of non-executive directors on the board. The major recommendation of
the Higgs Review is the strengthening of the channels of communication between

shareholders and the board via the senior independent directors.

Dahya, McConnell and Travlos (2002) investigated the presumption that an

important oversight role of boards of directors is the hiring and firing of top
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corporate management. They presume that corporate performance is a reliable proxy
for the effectiveness of top management. They also investigated the relationship
between top management turnover and corporate failure before and after the Cadbury
Report (1992) recommendations. They selected a sample of 460 UK industrial
companies listed on the London Stock Exchange (LSE) as of December 1988. For
each company, they collected data on management turnover, board composition, and
corporate performance for up to seven years before and four years after the issuance
of the Cadbury Report (1992). They found an increase in the sensitivity of
management turnover to corporate performance following the adoption of the
Cadbury Report. Importantly, they found that the increase in sensitivity of turnover
to performance is due to an increase in outside board members. These results are
consistent with and support the argument that the Cadbury recommendations have
improved the quality of board oversight in the UK. Franks, Mayer and Renneboog
(2001) studied a sample of poorly performing firms in the UK and found that boards
dominated by outside directors actually impede the disciplining of poorly performing

management.

Dahya and McConnell (2002) investigated the effect of the Combined Code in the
UK on appointment of new CEOs. They reported that a firm’s board is more likely to
appoint an outside CEO after the firm has increased the representation of outside
directors to comply with the Code. Dahya and McConnell (2002) also reported that

appointment of an outside CEO is good news for shareholders.
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2.3.3 Australia

The Australian corporate governance framework is characterised by a mix of legal
regulation largely contained in the Corporations Act 2001 and common law
principles and self-regulation most notably set out in the Australian Stock Exchange
(ASX) Listing Rules, which require disclosure of corporate governance practices.
Studies of the Australian corporate governance regime indicated that the share
market plays an important role and that share ownership tends to be relatively widely
dispersed. Shareholders are generally prepared to be mobile in their investments and
the market therefore plays an important role and directors have a strong incentive to

act in the interests of shareholders and to enhance shareholder value (Keong, 2002).

In Australia there have been two recent major corporate collapses, HIH Insurance
and OneTel. The Australian government tried to appear undisturbed by these events,
insisting that the more robust and long-standing disclosure requirements in the
Australian market made any further unanticipated corporate failure unlikely.
However, a further round of the Australian Corporate Law Economic Reform
Program (CLERP 9) in 2002 quickly published a new series of requirements for
companies registered in Australia (Clarke, 2004). Suchard, Singh, and Barr (2001)
found that the incidence of top management turnover in Australia is positively

related to the presence of non-executive directors on the board.

Corporate governance is a major focus of the changes which introduced three
elements to achieve good corporate governance in Australia. First, the CLERP 9 Bill,

incorporated into the Corporations Act, provides further black-letter law concerning
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auditors, the use of accounting standards and the requirements of regulatory
authorities such as the Australian Prudential Regulation Authority (APRA). Second,
‘Standards Australia’ released guidance on corporate governance, ‘Good Governance
Principles’ (AS 8000-2003). This standard includes comment on board structure,
director independence and the skills and experience represented on the board. Third,
the ASX created the ASX Corporate Governance Council in August 2002. The
Council comprised representatives from a wide range of organisations with an

interest in corporate governance (Kiel et al., 2004).

In 2003, The Council released the Principles of Good Corporate Governance and
Best Practice Recommendations (ASX guidelines). The ASX guidelines were aimed
at encouraging boards to think about and debate how effective corporate governance
could be brought to their organisations. On 31 March 2004, the Implementation
Review Group (IRG) was established to monitor the progress of companies in

implementing the principles and recommendations (Kiel et al., 2004).

2.4 Corporate governance and the Asian financial crisis

It is claimed that poor corporate governance was one of the major contributing
factors to the building-up of vulnerabilities in the affected countries that finally led to
the Asian financial crisis in 1997 (Alba, Clasessens and Djankov, 1998; Keong,

2002; Claessens, Djankov and Lang, 2000).

The Asian financial crisis commenced in Thailand in 1997. Collapsing currencies,

equity and property markets in East Asia in 1997-98 exposed underlying
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vulnerabilities both in governance structures and values. However, an international
confidence crisis was fuelled by a growing realisation of the structural weaknesses of
economies often governed by crony capitalism, poor accounting and auditing
systems, and too close a relationship between business and the State. Given the
systemic nature of the problems of corporate governance in East Asia, only a
fundamental program of reform of institutions and practices, conducted in an
energetic and committed manner over a considerable period of time, was considered
likely to produce results. The International Monetary Fund (IMF), World Bank and
the ADB have all launched significant initiatives to encourage and facilitate the

reform process.

Khan (1999) analysed some basic issues related to reforming the corporate
governance systems in post-crisis Asia. The thinness of both bond and equity
markets in many Asian developing economies was identified as one problem. In
addition, there are the problems of lack of, or weaknesses in, adequate regulatory

structures, transparency and accountability.

Johnson et al. (2000) present evidence that the weakness of legal institutions for
corporate governance had an important effect on the extent of currency depreciations
and stock market declines in the Asian crisis. They show that managerial agency
problems can make countries with weak legal systems vulnerable to the effects of a
sudden loss of investor confidence. They suggest that corporate governance, in
general, and the de facto protection of minority shareholder rights, in particular,

mattered a great deal for the extent of exchange rate depreciation and stock market
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decline in 1997-98. Corporate governance can be of first-order importance in

determining the extent of macro-economic problems in crisis situations.

Iskander and Chamlou (2000) pointed out that the financial crisis in East Asia forced
countries to take majors steps to strengthen governance. Moves included closing
insolvent banks, strengthening prudential regulations, opening the banking sector to
foreign investors, revamping bankruptcy and takeover rules, tightening listing rules,
requiring companies to appoint external directors, introducing international
accounting and auditing standards, requiring conglomerates to prepare consolidated

accounts, and enacting fair trade laws.

2.5 International models

The first of the international corporate governance standards to be discussed and
adopted by member countries was that of the OECD which formed the Business
Sector Advisory Group in 1996 and a task force to distill a set of core principles of
good corporate governance. The OECD Principles (1999) focused on fairness,

transparency, accountability and responsibility (Iskander and Chamlou, 2000).

The experience of the Asian crisis that revealed a systemic failure in corporate
governance was a spur to the publication by the OECD of the Principles of Corporate
Governance. This framework of principles was endorsed by the World Bank, the
IMF and the ADB. This framework of corporate governance principles was intended
to have universal appeal, but there was some implication that they were essentially

derived from the fundamentals of the market-based system, and that they were
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particularly aimed at the exponents of the insider systems with relationship-based
approaches, especially in the developing economies where corporate governance

failure was assumed to be more likely.

The OECD task force of the Business Sector Advisory Group identified five basic
Principles of Corporate Governance: first, protection of shareholder rights; second,
equitable treatment of shareholders; third, protection of stakeholder rights; fourth,
timely and accurate disclosure and transparency; and fifth, diligent exercise of the

board of directors’ responsibilities (Iskander and Chamlou, 2000).

The ADB (2000) investigated the corporate governance structures of the Asian crisis
economies (ADB, 2000). The Bank analysed five individual countries, Indonesia,
Korea, Malaysia, Thailand and the Philippines, and found that the governance
structures of the crisis economies closely resembled each other. Generally, the
similar elements were: high ownership concentration; bank-centric financial systems;

ineffective shareholders’ rights laws; and low transparency.

In 2003, the OECD revised the Principles to take into account developments since
1999, through a process of extensive and open consultations, and drawing on the
work of the regional corporate governance round-tables for non-OECD countries. In
April 2004, OECD governments accepted the new Principles. The Principles cover
six key areas of corporate governance: ensuring the basis for an effective corporate
governance framework; the rights of shareholders; the equitable treatment of
shareholders; the role of stakeholders in corporate governance; disclosure and

transparency; and the responsibilities of the board (OECD, 2004).
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LaPorta et al. (1998) investigated whether the legal system is a fundamentally
important corporate governance mechanism. In particular, they argued that the
extent to which a country’s laws protect investor rights and the extent to which those
laws are enforced are the most basic determinants of the ways in which corporate

finance and corporate governance evolve in that country.

Corporate governance systems vary by country. The most prominent systems of
corporate governance in developed countries are the USA and UK models, which
focus on dispersed controls, and the German and Japanese models, which reflect a

more concentrated ownership structure (Iskander and Chamlou, 2000).

The introduction of a Western system of corporate governance has been proposed for
Thailand. There are two general models of corporate governance. The first is a
shareholder or equity market-based governance model of the Anglo-American style
(EMS), under which a broader range of investors plays a role through the pricing,
trading and buying of the firm’s securities. The other model is a bank-led governance
model (BLS), under which banks play the leading role in monitoring the firms.
However, many researchers have suggested a mixture of the two models is
appropriate for developing countries such as Thailand (Alba, Clasessens and

Djankov, 1998; Keong, 2002; Khan 2004).
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2.5.1 Market-based governance model of the Anglo-American style (EMS)

The general model of corporate governance is a shareholder or equity market-based
governance model of the Anglo-American style. In the EMS model, management has
the power to make decisions, and these decisions may frequently be in their own
interest, which may give rise to over-investment. Management prefers to enlarge the
firm because this enhances their power. Consequently, investments will be made
even if profitability is low or negative. Hence over-investment will give power to
management, but leaves shareholders with a lower profitability because managers
will invest even though profit prospects are poor (Jensen, 1986 in Garvey and Swan,

1994).

Mayer (2000) stated that, in Europe there is an insider system, where control is
concentrated in the hands of a small number of investors with a variety of interests.
By contrast, shareholdings are dispersed in the USA and in particular voting control
is not concentrated in a few hands. The ultimate authority to determine corporate
strategy and to appoint members of the board rests with a large number of
anonymous investors, not with a single or a small group of dominant investors. This

is called an “outsider system” of corporate control.

These different structures of separation of ownership and control in Continental
Europe and the USA and the UK, lead to different solutions to the principal agency
problem in these countries. While the main agency problems in the USA seem to
stem from conflicts of interest between managers and dispersed shareholders, in

Continental Europe the main potential conflict of interest lies between controlling
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shareholders and powerless minority shareholders. This has lead to opposite
outcomes in different countries: in Continental Europe there is control without
dispersion of ownership of earnings, while in the USA and the UK there is ownership

of earnings without control (Mayer, 2000; Becht and Réell, 1999).

Maug (1998) investigated whether a liquid market, such as in Anglo-American
countries, enhances the performance of corporate governance in a company. Owing
to the liquidity of the market, shareholders are able to unload their investments if
they receive adverse information about the firm. In Continental European countries,
where few firms are listed, shareholders are forced to hold on to their investments
and are able to use their voting power to influence the company’s performance.
Maug (1998) found that the liquidity of the market assists corporate governance

effectiveness.

Renneboog (1996) says that if voting power is dispersed, as in Anglo-American
countries, free-riding will occur. This means that a single shareholder will bear the
costs of control, but will only benefit from it in the percentage of his stake in the
firm. Because the costs of control exceed the benefits, shareholders tend not to take

action. Consequently, management will have dominant power in the firm.

2.5.2 Bank-led governance model (BLS)

Equity ownership in the UK has historically been much like that in the USA. There

are large numbers of publicly traded firms most of which are relatively widely-held

by shareholders. Equity ownership in Germany and Japan has historically been more
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concentrated than in the USA. In addition, banks play more important governance

roles in Germany and in Japan.

The bank-led governance model (BLS) is a system under which banks play the
leading role in monitoring firms. In bank-centred economies, such as Germany and
Japan there are differences between the structures of equity ownership. Prowse
(1992) indicated that financial institutions are the most important block-holders in
Japan. It has been a common perception that the same is true in Germany. However,
Franks and Mayer (2001) found that other companies are the most prevalent block-
holders in Germany, followed by families. German banks have held more voting
power than their equity ownership would suggest by virtue of the fact that they vote
the proxies of many individual shareholders. Thus, financial institutions have

significant amounts of control over firms in both Germany and Japan.

Morck, Nakamura and Shivdasani (2000) found that the relationship between bank
ownership and firm performance in Japan varies over the ownership spectrum. In
particular, the relationship is more positive when ownership is high. Gorton and
Schmid (2000) reported that the positive relationship between ownership
concentration and firm value for German firms is particularly strong where there is

block ownership by banks.

2.5.3 Family-based corporate governance system (FBS)

Khan (2004) suggested a new conceptual framework and typology of family-based

systems of corporate governance (FBS). This included the financing, monitoring and
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performance of family businesses with special emphasis on asymmetric information

and monitoring aspects of the FBS type of governance system.

Khan (2003) studied FBS in East Asia and stated that financing can come from three
different sources. First, the FBS, especially in the initial stages of development of
family businesses, could be financed internally for a large part. Second, as an
enterprise grows over time, the role of banks becomes more prominent. Third, at
some stage-perhaps overlapping with the second, i.e., bank financing — outside equity
may become the most significant source of corporate finance. However, the key
difference between FBS as a governance system and BLS and EMS lies in the fact
that neither the banks nor the equity markets ultimately control the family business

groups.

Khan (2003) also indicated the “historic mission” of the corporation as site of capital
accumulation may require different types of governance structures under different
historical conditions. In particular, in the East Asian context, the FBS structure has
played an important role in the initial phase of capital accumulation in the East Asian
countries. Indeed, its prevalence in Asian economies at all levels of development
makes FBS almost a paradigmatic feature of corporate organisation and governance

in Asia.

A competing proposal is that the transition should be towards an EMS type of
corporate governance. It should be recognised that the problems here are formidable.
The thinness of both bond and equity markets is one problem. In addition, there are

the usual problems of lack of adequate regulatory structures, transparency and
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accountability. The proposal for self-monitoring by the Stock Exchange of Thailand
(SET) is an example of how difficult it is to have an EMS-type of governance in East
Asia. In particular, the limited expertise and other institutional resources make the
implementation of such proposals (which really should be self-enforcing)

problematic (Khan, 2003).

Suchiro (1993; 1997) pointed out that one rationale for the FBS system is the
flexibility in terms of the managerial decision-making process and efficiency in
capital accumulation in the context of late-comer industrialisation. In Northeast Asia,
some researchers have shown (Khan 1997; 1998) the period of catch-up growth has
largely ended and global competitiveness must be increasingly based on
organisational and product and technical innovations. Khan (2003) also suggested
that the firms’ managerial expertise as well as the industrial organisation can be just

as important as the form of corporate governance in determining their performance.

2.6 Agency theory

It has been argued that the divorce of ownership and control has lead to the ‘agency
problem’. Berle and Means (1932) discussed the extent to which there was a
dispersion of shareholding, which consequently led to a separation of ownership and
control in the USA. The agency problem was first explored in Ross (1973), with the
first detailed theoretical exposition of agency theory being presented by Jensen and
Meckling (1976). They defined the managers of the company as the ‘agents’ and the
shareholders as the ‘principal’. The problem is that the agents do not necessarily

make decisions in the best interests of the principal (Solomon and Solomon, 2004).
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According to Hart (1995), corporate governance issues arise in an organisation
wherever two conditions are present. First, there is a conflict of interest or agency
problem, involving members of the organisation, such as owners, managers, workers
or customers. Second, the conflict of interest or agency problem cannot be dealt with
through a contract. Hart observes that there are several reasons why contracting to
overcome the agency problem might not always be possible. In particular, it is not
possible to contract to cover all events. In addition, there are costs associated with

negotiating contracts and enforcing them.

Claessens, Djankov and Lang (2000) investigated the separation of ownership and
control in 2,980 publicly traded companies in nine East Asian countries. They found
that single shareholders control more than two-thirds of firms. The separation of
ownership and control is most pronounced among family-controlled firms and
among small firms. They found that older firms are more likely to be family

controlled, as are smaller firms.

Claessens and Fan (2003) found that agency problems, arising from certain
ownership structures, especially large deviations between control and cash flow
rights, are anticipated and priced by investors. The nature of a corporation’s
ownership structure will affect the nature of the agency problems between managers
and outside shareholders, and among shareholders. On the other hand, when
ownership is concentrated to a degree that one owner has effective control of the

firm, as is typically the case in Asia, the nature of the agency problem shifts away
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from manager-shareholder conflicts to conflicts between the controlling owner (who

is often also the manager) and minority shareholders.

2.7 Stakeholder theory

Stakeholder theory has developed gradually since the 1970s. One of the first
expositions of stakeholder theory, couched in the management discipline, was
presented by Freeman (1984), who proposed a general theory of the firm,
incorporating corporate accountability to a broad range of stakeholders. Stakeholders
include shareholders, employees, suppliers, customers, creditors, communities in the
vicinity of the company’s operations and the general public (Solomon and Solomon,

2004).

A basic issue for stakeholder theory is that companies are so large and their impact
on society so pervasive that they should discharge accountability to many more
sectors than solely their shareholders (Solomon and Solomon, 2004). Stakeholder
theory has its origins in the social entity conception of a corporation. The modern
corporation has a large scale and scope that requires distinctive professional
management expertise and a great amount of capital investment. Through the stock
markets, share ownership in a corporation becomes dispersed and fragmented and
shareholders become more like investors than owners. Since corporations are
involved in many aspects of social life and affect many people in both welfare and
potential risks, a public corporation should be conscious of its social obligations such
as fairness, social justice and protection of employees (Letza, Sun and Kirkbride,

2004).
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Agency theory is focused on shareholder rights and the separation of ownership
from control. However, stakeholder theory further extends the purpose of the
corporation from maximising shareholders’ wealth to delivering wider outputs to a
range of stakeholders and emphasises corporate efficiency in a social context (Letza,
Sun and Kirkbride, 2004). Therefore, using both theories will be more

comprehensive as it involves all the elements of corporate governance.

2.8 Ownership structure

Hansmann (1996) defined firm owners as persons having two formal rights that
included the right to control the firm and the right to appropriate the firm profits.
Jensen and Meckling (1998) defined ownership as possession of a decision right
along with the right to alienate that right. Ownership and control are rarely
completely separated within any firm. The controllers frequently have some degree
of ownership of the equity of the firms they control; while some owners, by virtue of
the size of their equity positions, effectively have some control over the firms they
own. Thus, ownership structure is a potentially important element of corporate
governance. The relationships between ownership, control, and firm value are more
complicated than that, however. Ownership by a company’s management, for
example, can serve to better align managers’ interests with those of the company’s

shareholders (Denis and McConnell, 2002).

LaPorta et al. (1999) showed that a large fraction of public and private companies

around the world are family-controlled and often follow a pyramidal ownership
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structure. The use of pyramidal ownership structures allows the family to exert
control over a large network of companies. Family companies appear to be more

prevalent in countries with weak minority shareholder protection.

The USA evidence of the effects of ownership structure on corporate decisions and
on firm value includes Morck, Shleifer, and Vishny (1988) and McConnell and
Servaes (1990) who found that the alignment effects of inside ownership dominate
the entrenchment effects over some ranges of managerial ownership. Bertrand et al.
(2004) found that larger families are associated with a larger number of smaller firms
in the group and with somewhat deeper groups. These effects of family composition
on group size and structure are stronger for groups where ultimate control has been
transferred from the founder to descendants. They also found that group firms tend to
overlap less along genealogical lines once the founder has left active management:
different sons of the founder are less likely to jointly hold board positions in the same
firm once the founder retires. They suggested that potential conflicts between family
members lead to distortions in the organisation and governance of the groups once

the founder has retired.

2.8.1 Concentrated ownership

Shleifer and Vishny (1997) suggested that the benefits from concentrated ownership
are relatively larger in countries that are generally less developed, where property
rights are not well defined and/or not well protected by judicial systems. La Porta,
Lopez-De-Silanes and Shleifer (1999) confirmed this proposition empirically as they

show that the ownership stakes of the top three shareholders of the largest listed
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corporations in a broad sample of countries around the world are associated with
weak legal and institutional environments. They also investigated the issue of
ultimate control. They traced the chain of ownership to find who has the most voting
rights. They suggest that ownership and control can be separated to the benefit of the

large shareholders.

Claessens, Djankov and Lang (2000) found that older firms are more likely to be
family controlled, as are smaller firms. In some countries a significant share of
corporate assets rests in the hands of a small number of families. They also found
that corporate control is typically enhanced by pyramid structures and cross-holdings
among firms in all East Asian countries. They suggested that a re-examination of the
relationship between ownership structure and corporate performance is needed. In
most of the developing East Asian countries, wealth is very concentrated in the hands
of a few families. Wealth concentration might have negatively affected the evolution
of the legal and other institutional frameworks for corporate governance and the

manner in which economic activity is conducted.

Many researchers noted that owners often enhance their control rights through cross-
shareholdings and pyramidal structures. The effect of the divergence between
control and ownership comes at a price of reduced firm value (Claessens, Djankov,
and Lang, 2000; Claessens, et al., 2002b). Claessens, Djankov and Lang (2000) also
found that ownership of Thai public companies, as in other East Asian countries, is
highly concentrated and family dominated. Other studies in East Asia have also
found that corporate governance factors affect firm valuation (Mitton, 2002; Lins,

2003; Zhuang et al., 2000).
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High ownership concentration is typically both a symptom and a cause of weak
corporate governance (Claessens, Djankov and Lang, 2000). Corporate governance
ought to be a means for investors to monitor and control management when
protection systems are weak (Alba, Clasessens and Djankov, 1998). The high
concentration of ownership reduces the effectiveness of some important mechanisms
of shareholder protection, such as the system of the board of directors, shareholder
participation through voting during shareholder meetings, transparency and

disclosure.

2.9 Identification and description of variables

Following from the review of literature, the four corporate governance mechanisms
to be explored empirically in this study are: board of directors; audit committee;

disclosure and transparency; and shareholder rights.

2.9.1 Board of directors

Iskander and Chamlou (2000) stated that corporate governance is about maximising
value subject to meeting the corporation’s financial and other legal and contractual
obligations. This inclusive definition stresses the need for boards of directors (board)
to balance the interests of shareholders with those of other stakeholders in order to

achieve long-term sustained value for the corporation.
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Zahra and Pearce (1989) pointed out that boards are among the most venerable
instruments of corporate governance. Directors can protect the interests of
shareholders through effective controls of managerial actions, and also have the

potential to render valuable services to the firm in the shaping of its strategic posture.

Boards are at the forefront of corporate governance reform, considering and
resolving a host of issues related to: executive compensation; accounting treatment of
options; director ties and conflicts of interest; composition, function, and efficacy of
board committees; provision of consulting services by external auditors;
promulgation of ethical conduct; and so forth. Strengthening the role of the board is
particularly critical in countries that lack corporate control activity, stakeholder
monitoring, or activist institutional investors. Better corporate governance may also
result from improved internal corporate governance mechanisms and enhanced

accounting, disclosure, and auditing standards (Limpaphayom and Connelly, 2004).

Pease and McMillan (1993) stated that for a board to be effective it must be
composed of individuals who have a diverse range of skills and backgrounds
appropriate to the needs of the company. They point out that separation of the roles
of board chairman and chief executive officer is desirable for several reasons
including that concentration of power in the hands of one individual raises concerns
about objectivity. Combining the roles of chairman and CEO results in a compromise
between executive and board power; and separation of positions enhances the

independence of the board whilst maintaining a series of checks and balances.



49

Corporations in most countries of the world have boards of directors. In the USA,
the board is specifically charged with representing the interests of shareholders. The
board exists primarily to hire, fire, monitor, and compensate management, all with an

eye towards maximising shareholder value (Denis and McConnell, 2002).

Kaplan and Minton (1994) studied the effectiveness of boards in the Japanese
system. They concentrate on the appointment of outside directors to Japanese
boards. They found that such appointments increase following poor stock
performance and earnings losses, and that they are more likely in firms with
significant bank borrowings, concentrated shareholders, and membership in a
corporate group. They also found that outside directors are effective corporate
governance mechanisms. They showed that on average, such appointments stabilise
and modestly improve corporate performance, measured using stock returns,

operating performance and sales growth.

Wymeersch (1998) reported that in most European states the role of the board has
not been prescribed in law. In many European countries shareholder wealth
maximisation has not been the only — or even necessarily the primary — goal of the
board. Codes of best practice have been issued in a number of European countries,
starting with the UK in 1992. Common to most of these codes is a requirement for
specified numbers or percentages of independent directors on the boards of firms in
the country. The codes are typically voluntary in nature and the degree of

compliance with them varies across countries.
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Dahya, McConnell, and Travlos (2002) investigated the effect on board effectiveness
of the UK Code of Best Practice promulgated by the Cadbury Committee. The Code
recommended that boards of UK corporations include at least three outside directors
and that the positions of chairperson and CEO be held by different individuals. The
LSE requires that all listed companies explicitly indicate whether they are in
compliance with the Code. If a company is not in compliance, an explanation is

required as to why it is not.

Nam and Lum (2005) studied a minimum requirement for the number of independent
directors serving on the board in Korea, Thailand, Malaysia and Indonesia. In
Indonesia, independent commissioners should make up at least 30 percent of the total
number of board members. In the Korean banks, at least 50 percent or at least three
of the board members must be independent directors. The requirement in Malaysia is
that at least one-third or at least two members of the board must be independent
directors. In Thailand, the board should have at least three independent directors or at

least one-fourth of the board should be independent directors.

Nam and Lum (2005) also reported restrictions on the maximum number of boards
on which a bank director can serve. In Indonesia, members of the Board of
Commissioners may only hold concurrent positions as member of commissioners of
one bank and as director or executive officer at not more than two non-bank firms.
An outside director in a Korean bank is not allowed to serve on more than two
boards of listed companies. In Malaysia, an executive director cannot serve in

another listed company and a non-executive director cannot serve at more than 25
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firms (10 listed and 15 unlisted firms). In Thailand, a bank director is not permitted

to serve in more than three business groups.

2.9.2 Audit committee

The role of the audit committee is well established in many companies. For instance,
it is considered that at least one committee member should have a good
understanding of financial statements, and generally accepted accounting principles
(GAAP) or international accounting standards (IAS), now international financial

reporting standards (IFRS), rules.

The establishment of an audit committee is mandatory but the rules governing the
composition of the members of the audit committee may vary among countries. Nam
and Lum (2005) found in Indonesian banks, the audit committee should consist of at
least one independent commissioner and a minimum of two outsiders. In the Korean
banks, at least two-thirds of the total committee members must be outside directors.
Malaysian banks are required to have a majority of independent directors and at least
three non-executive directors in their audit committees. Similar rules apply in the
case of Thailand where the banks are required to have a minimum of three members
and at least two independent directors in their audit committees. Although not
mandatory, members of the audit committee in some banks are qualified in the
accounting discipline or have finance expertise. Audit committees in some banks
have two or more members with accounting and finance expertise; and Nam and
Lum (2005) results showed that this is more prevalent in the Indonesian banks and

the banks in Thailand. The audit committee has the responsibility to oversee the
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appointment of external auditors for the bank. In all four countries, at least 60
percent of the banks used the services of one of the big four audit firms as its external

auditor.

2.9.3 Disclosure and transparency

Sir Adrian Cadbury stated that the foundation of any structure of corporate
governance is disclosure. Openness is the basis of public confidence in the corporate
system, and funds will flow to the centres of economic activity that inspire trust

(Iskander and Chamlou, 2000).

Transparent disclosure is a key check and balance (Banks, 2004). Corporate
disclosure must be substantive, providing useful information about the company, its

performance, and its prospects, and must be readily understood.

Nam and Lum’s (2005) survey of information disclosure in four countries: Indonesia,
Korea, Malaysia and Thailand, showed that Korea, Malaysia and Thailand require
banks to disclose policies on risk management and risk factors in their annual
reports. They found that none of the four countries discloses information about the
compensation of individual senior management and non-executive independent
directors in their annual reports. They also reported that in all four countries, there
are strict regulatory requirements that audit standards should materially conform to
the International Standards on Auditing (ISA). All companies are obliged to have
compulsory external audits of their financial statements and accounts; and any

specific requirements for the extent or nature of the audit must be spelt out and
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disclosed to the public. Finally, post financial crisis reforms have resulted in the
introduction of a corporate governance code in all four countries. In Indonesia, the
National Committee on Corporate Governance issued this code. In Korea, the
Ministry of Finance and the Financial Supervisory Commission are responsible to
ensure that the code is followed as well as practised in good faith. In Malaysia and

Thailand, the gatekeepers of the codes are their respective central banks.

2.9.4 Shareholder rights

Protecting shareholder rights is the essence of governance, and must ultimately be an
overarching policy goal. Supporting these rights touches on many areas, including:
allowing shareholders the power to choose and replace directors; permitting minority
interests to be formally represented on the board; and giving shareholders
information on how directors vote on key issues. However, the major areas for
further improvement concern proxy voting and timely receipt of pertinent materials
before shareholders’ meetings. There is also a lack of alternative mechanisms that
minority shareholders can use to protect themselves against company misdeeds.
Lease, McConnell, and Mikkelson (1983; 1984), DeAngelo and DeAngelo (1985),
and Zingales (1995) pointed out that in the USA the protection of shareholder rights
is most typically accomplished through ownership of shares of common stock that

carry disproportionately high numbers of votes.

Claessens, Djankov, and Lang (2000) studied firms in nine East Asian countries and

found that voting rights frequently exceed cash flow rights, typically via pyramid
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structures and cross-holdings. The result is that in over two-thirds of the firms in

these countries there is a single shareholder that has effective control over the firm.

Dyck and Zingales (2002) measure the private benefits of control using the
differences between the premiums for voting and non-voting shares for block control
transactions in 39 countries. They found that private benefits vary greatly around the
world and that they are quite significant in some countries. They also found that the
individual voting premiums are negatively related to the degree of investor protection
in the country. In countries where investors are less well protected by law,

controlling shareholders can and do extract larger private benefits of control.

2.10 Summary

This chapter reviews the literature related to corporate governance. The literature
shows that interest in corporate governance and the adoption of corporate governance
around the world are growing. The most prominent systems of corporate governance
are western models. Many studies report that the successful implementation of
corporate governance is affected by several variables, such as, board of directors,
audit committee, disclosure and transparency, and shareholder rights. In the next
chapter, a detailed review of the literature concerning the economy, corporate

governance, and accounting standards in Thailand is presented.
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Chapter 3
The Economy, Corporate Governance and

Accounting Standards in Thailand

3.1 Introduction

The previous chapter contained a review of corporate governance around the world,
models, and theory related to corporate governance. This chapter introduces the
economy, corporate governance and accounting standards in Thailand. First, a brief
history of the Thai economy is provided, followed by an outline of organisational
structure in Thailand, the Thai crisis, and the Asian financial crisis. Next, Thai
accounting standards and disclosure requirements are presented. In addition, this
chapter reviews Thai corporate governance, problems of implementation, Thai

business culture, and benefits of corporate governance in Thailand.

3.2 A brief history of the Thai economy

Thailand today is a very different country from Thailand a decade ago: it has been
one of the world’s faster growing economies. From the 1960s the Asian economies
have been divided into two camps. The four Tigers of Asia: Korea, Taiwan, Hong
Kong and Singapore, plunged into export industrialisation and flooded the world
with cheap clothes, shoes, and electronics. Thailand seemed less modern, less likely

to leap ahead. Its politics were an old fashioned mix of kings, coups and generals. In
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1985, Japanese firms moved manufacturing into low cost sites in Asia, including to
Malaysia, Indonesia, and Thailand. Between 1985 and 1990, the flow of foreign
investment into Thailand multiplied ten times. The total inflow in the last three years
of the decade (to 1990) was greater than the total foreign investment in Thailand over

the past thirty years (Phongpaichit and Baker, 1996).

Between 1986 and 1991 Thailand became one of the fastest growing economies in
the world. The economic performance during these years has been virtually
unparalleled with the value of manufactured exports growing at over 26 percent a
year; total exports over 18 percent and GDP at 9.6 percent. This growth was
accompanied by a surge in foreign direct investment, particularly from Japan and the
Asian Newly Industrialising Countries (NICs). After 1991 growth slowed, but GDP
still grew at an average of 6.8 percent per annum. Since 1993 foreign investment has
declined and overseas debt increased, and during 1996 the rate of growth of export
earnings contracted sharply. These issues came to the fore with the 1997 financial

crisis and a dramatic slowing of growth (Dixon, 1999).

Prior to mid-1997, the Bank of Thailand (BOT) pegged the value of the Thai
currency, the baht, to a basket of currencies of which an estimated 80 percent was
weighted to the United States (US) dollar. In May 1997 the baht came under
increasing speculative attacks by currency traders. The BOT responded to these
attacks by aggressively defending the baht committing almost $4 billion in reserves
in May 1997 alone. Domestic interest rates rose dramatically exacerbated by the

BOT’s defence of the baht. The growing liquidity crisis within Thailand caused
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many Thai firms to turn to offshore financing in the mistaken belief that the baht’s
value would remain tied to the US dollar. On July 2, 1997 the BOT abandoned its
pegging of the baht in favour of a managed float. The bank’s official announcement
was followed by a 20 percent drop in the value of the baht relative to the US dollar

(Graham, King and Bailes, 2000).

3.2.1 Organisational structure in Thailand

Companies in Thailand are characterised as having highly concentrated ownership
structures. La Porta, Lopez de-Silanes and Shleifer (1999) noted that in most East
Asian countries corporate control is enhanced through pyramidal structures and
cross-holdings among family-controlled firms. Claessens et al., (2002a) reported that
concentrated control and the divergence between ownership and control in public
corporations in eight East Asian economies diminished firm value, indicating the
economic significance of the agency problem associated with ownership structure.
Claessens, Djankov and Lang (2000) found that ownership of Thai public companies,
as in other East Asian countries, is highly concentrated and family dominated. Other
studies in East Asia have also found that corporate governance factors affect firm

valuation (Mitton, 2002; Lins, 2003).

Alba, Claessens and Djankov (1998) found that while ownership concentration is
positively related to firm profitability it might have inhibited needed management
and operational changes when the Thai economy began to weaken in 1996. Other
researchers have used different ownership classifications to show that, while

ownership patterns have changed somewhat since the 1997 financial crisis,
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ownership of Thai firms remains highly concentrated (Suchiro, 2001;

Wiwattanakantang 2001; Wiwattanakantang, Khanthavit, and Polsiri, 2003).

Connelly, Limpaphayom and Siraprapasiri (2004) studied the relationship between
ownership concentration and performance of initial public offerings (IPOs) in
Thailand during 1989-1993. They found that Thai companies are different from other
countries because of the nature of Thai ownership concentration. Rather than
implying effective monitoring, concentrated ownership among Thai firms often
implies family-dominated ownership and, hence, perhaps yields less effective

monitoring.

In general, the characteristics of family control and management in Thailand are
similar to other Asian countries. Leadership tends to pass to the eldest son. However,
in Thailand, daughters often have greater opportunities compared to many other
Asian countries. A relatively large number of Thai women is found in executive
positions in the business sector. The leadership passes to the founder’s children when
the firm’s founder dies, hence, family domination continues. However, as Thailand’s
industrial sector grows, ownership is becoming more dispersed through successive

generations of the families.

Bertrand et al. (2004) constructed a unique data set of family trees and the business
groups they run for 70 of the largest business families in Thailand. They showed that
the group head and his brothers hold the majority of family positions within each

group. However, they also found a positive relationship between family size and
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involvement of family members in the business group, especially when the ultimate

control has passed from the founder to one of his descendants.

Thai firms are also similar to other Asian firms in that ownership structures are
highly concentrated. The average percentage of common shares owned by the three
largest shareholders in the ten largest firms is around 44 percent (La Porta, Lopez de-
Silanes and Shleifer, 1999). In such a situation agency theory predicts that large
shareholders, who hold a significant portion of the firm, have incentives to be active
monitors to constrain managerial opportunism. Such action, it is theorised, reduces
the conventional agency conflict between management and shareholders. The
relevant agency problem arises because of the potential conflict between large
shareholders, and small or minority shareholders and other stakeholders, including
creditors. The ownership structure in Thailand, being highly concentrated, might
create additional problems. Under the concentrated ownership which is typically
family held, it is hard to develop a professional management structure which is
needed when the economy and business growth become more complex. Moreover, in
order to maintain their control over the firms, majority shareholders in concentrated
ownership firms may tend to reduce market pressure by not disclosing information

adequately.

In Thailand, management typically includes key family members who are
shareholders in publicly traded companies. In the case of such public family-owned
companies, market participation by a few key individuals can have an influential role
on company business, performance, reputation, and share valuation. In one key

relationship, shareholders are tied into the family network. These related-party
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networks reduce the role and impact of general published information as a market
force per se. In such a scenario, it is more difficult for management and the board to

understand the need for, and benefit of, public disclosure (Jaikengkit, 2001).

3.2.2 The Thai crisis

In October 1973, the military dictatorship in Bangkok shook the Thai ruling class to
its foundations. It was the first time that the pu-noi (little people) had actually started
a revolution from below. It was not just a student uprising to demand a democratic
constitution, it involved thousands of ordinary working class people and occurred on
the crest of a rising wave of workers’ strikes. The economy boomed in the so-called
"Asian Miracle" period of the late 1980s. Thailand was able to mould parliamentary
democracy into a model suited to the needs of the capitalists by a controlled and
gradual liberalisation process. Prosperity and money bought social peace. Money
also bought votes for the various capitalist parties at election time. The first upset to
this regime occurred when the rulers fell out among themselves. The army generals
were losing out in their struggle for supremacy in competition with the civilian
politicians. This resulted in a massive popular uprising against the military
government in May 1992. Then, just as the ruling class thought they had survived the
May 1992 crisis without too much instability and damage to their power, the world
economic crisis occurred. The financial meltdown started in Bangkok in July 1997

(Ungpakorn, 2005).
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3.2.3 The Thai economy and the Asian financial crisis

Thailand, like many Asian countries, experienced a major financial crisis in 1997.
Prior to the crisis, Thailand was among the fastest-growing economies in the world
(Warr, 1999). The Thai financial system grew rapidly in the 1990s. While finance
companies tended to focus on consumer and real estate financing, commercial banks
focused on investment financing, especially in the manufacturing sector. In the
meantime, Bangkok International Banking Facilities (BIBF) were established in
1993 to promote Bangkok as a centre of international finance competing with Hong
Kong and Singapore. With long-standing stable exchange rates, high baht lending
rates, and substantial tax breaks, BIBF activities expanded rapidly. Initially, the plan
behind the establishment of BIBF was to focus on investment in South-east Asia, but
it was never implemented. Rather, BIBF became a major channel for foreign capital
flows into Thailand’s domestic economy. The economy quickly became distorted, as
capital inflows stoked inflation. Because the exchange rate remained fixed, the Thai
currency, the baht, became over-valued, Thai products became less competitive in
international markets and exports declined. At the same time, the flood of money
boosted consumption, including consumption of imports, so the balance of trade

slumped into deficit (Phongpaichit and Baker, 2000).

The currency crisis became a full-blown financial and economic crisis in 1997.
Thailand’s external debt increased from a figure of almost US$40 billion in 1992 to
USS$80 billion in March 1997. Total outstanding debt as a share of Gross Domestic
Product (GDP) increased from 34 percent in 1990 to 51 percent in 1996. Of the total

debt, 80 percent was private debt and almost 36 percent was short term (Khan, 2004).
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Thailand faced a high balance-of-payments deficit and a high short-term foreign
debt. These problems damaged the Thai currency (Phongpaichit and Baker, 2000)
and on 2 July 1997 the BOT announced a float of the currency. The policy mistake
appeared to be the insistence on retaining a fixed exchange rate when circumstances

no longer suited it (Warr, 1999).

The Stock Exchange of Thailand (SET) reported that 255 companies had net losses
from their operations for the third quarter of 1997 amounting to 125 billion baht (The
Bangkok Business, 1998). The crisis brought other dramatic changes. Manufacturing
output and national investment shrank, poverty increased and the exchange rate
collapsed. Many banking and financial institutions closed for reasons related to the

financial crisis.

3.3 Thai accounting standards and disclosure requirements

3.3.1 Thai-GAAP

The Institute of Certified Accountants of Thailand was first established in 1948 as a
result of the rise in the importance of trading and the influence of foreign aid. At
times, the influence of the American system via financial aid has played an important
role, not only in the characteristics of the Thai economy, but also on the development
of Thai accounting standards. The Institute of Certified Accountants of Thailand is
responsible for developing Thai Generally Accepted Accounting Principles (Thai-
GAAP). Most of Thai-GAAP is based on United States of America (USA) Generally

Accepted Accounting Principles (USA-GAAP) (Keynes, 1993).
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In 1975, when the significance of the role of certified auditors was well established,
the institution changed its name to the Institute of Certified Accountants and
Auditors of Thailand (ICAAT) (ICAAT, 2001). During the period between 1948 and
1997, the ICAAT issued 31 Thai accounting standards, most of them based on
International Accounting Standards (IAS) and USA-GAAP. According to Priebjrivat
(1992), although reported as meeting the standards of the International Finance
Corporation (IFC), Thai accounting standards for listed companies have inadequate
disclosure requirements. Thus, they do not support the provision of sufficient
information about the operations of the company, its profitability, financial health,
financial growth and future prospects for investors in the determination of their
investment decisions. As a result, the SET requires much in the way of disclosures
from all listed companies. This is discussed further in the following section (section

3.3.2).

Even though Thailand does not adopt the USA GAAP or the IAS in their entirety in
the financial reports of listed companies, companies listed on the SET have to follow
Thai-GAAP which implements many of the IAS standards. Moreover, it is the policy
and goal of ICAAT that within four years (from 2004) all the IAS that are applicable

to Thailand will be adopted by Thai-GAAP (SET, 2004).
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3.3.2 Disclosure requirements

In addition to compliance with Thai-GAAP, companies that are listed on the SET
are subject to other rigorous disclosure requirements. Their financial statements have
to be reviewed by external and independent auditors and disclosed to the public on a
quarterly basis. Their annual financial statements have to be audited by independent
auditors, and a majority of listed companies choose the big-four international audit
firms as their external auditors. These auditors, apart from having to be licensed by
the ICAAT, have to be registered with the Thai Securities and Exchange
Commission (SEC) and their work and standards of auditing are reviewed by the

SEC and the ICAAT on a regular basis.

The SEC also requires listed companies to file their disclosure statements (Form 56-
1) annually. Contained in those statements must be extensive information on risk
factors that the companies are facing, management discussion and analysis of past
performance, and financial position as reflected in the financial statements. In cases
where there is any negative effect on performance of the companies, discussion in
the annual statement should provide detailed description of plans to avert the
problems. The annual statement must also provide information about related-party
transactions that occurred during the year. Significant related-party transactions are
required, by the SET, to be approved at shareholder meetings. Discussions on the
level of internal control and management control over the company through an audit
committee, whose composition includes independent directors, must also be

disclosed. The SEC conducts random reviews of approximately a quarter of the total
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number of such disclosure documents. Any company that fails to disclose such

information is subjected to sanctions by the SEC (SET, 2004).

3.4 Thai corporate governance

Some problems of corporate governance in Thailand are confirmed in a 1996 survey
of 202 companies listed on the SET conducted by PriceWaterhouse
(PriceWaterhouse, 1997). About 70 percent of senior management participated in the
survey, the results of which indicate that significant improvement should be made in
relation to corporate governance issues in Thailand. The respondents stated that they
would prefer an approach that includes both the SET and a system of self-regulation
by listed companies as a way to improve corporate governance. Improved corporate
governance practices in Thailand, are likely to give the Thai capital markets

relatively more competitive advantages over other markets in the region.

Some researchers (Alba, Clasessens and Djankov, 1998; Alba, Hernandez and
Klingebiel, 1999) claim that insufficient transparency and the lack of solid
information regarding financial transactions were critical factors contributing to the
Thai crisis. They claimed that financial disclosures were below acceptable levels and
grossly misleading. To combat such allegations, the SET began requiring listed
companies to establish their own audit committees to oversee the policies and the
activities of boards of directors as one step towards improving corporate governance

and raising reporting transparency in Thailand.
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In September 1999, the SET issued a ‘Code of Best Practice for Directors of Listed
Companies’, providing suggestions for listed company boards reporting to regulatory
entities, shareholders and investors. In addition, in January 2000, a paper containing
comments from listed companies over a six-month period was distributed by the
SET. This paper reflected the efforts of the SET to promote good corporate
governance. The report was influenced by the Cadbury Report (1992) published in
the United Kingdom (UK) and modified to reflect Thai culture and family-based
preferences of listed companies. It offered guidelines for voluntary disclosure. The
guidance is presented in six sections: the board; the financial reports; audit reports;
information disclosure and transparency; equitable business conduct; and,
compliance with the code of best practice (Jelatianranat, 2000a). To encourage listed
companies to improve the quality of financial disclosure through annual reports, the

SET also initiated an annual report competition among listed companies.

The Institute of Internal Auditors of Thailand (IIAT) has also played a role in
supporting the improvement of the quality of disclosure by endorsing the concept of
‘transparency’. IIAT’s corporate governance campaign is intended to help stimulate
the concept which is one of the six key principles of good corporate governance
advocated by IIAT. A regular television program, “Transparency 360 degrees” was
also launched to provide education about and promote corporate governance. Both
the television program on corporate governance and the annual contest about Best
Practices in Corporate Governance have sought to establish a trend for top
companies to demonstrate position values and signal the significance of transparency

(Jelatianranat, 2000b).
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Since January 2000 the SEC has required every listed company in Thailand to
establish an audit committee, aside from the board of directors, as a body responsible
for financial disclosure. Under this requirement, three to five members of such audit
committees must be independent from management (SET, 2000). In this setting, the
responsibility for audit, internal control and financial disclosure is transferred to the
audit committee, which has to make sure that the firm’s financial and non-financial
information are adequately disclosed. This minimises the influence of management
which typically represents members of families who may be major shareholders of

publicly traded companies.

The Thai government named 2002 the “Year of Good Corporate Governance”. The
SET and the SEC assert that listed companies will benefit from corporate governance
policies. They are trying to set a standard for corporate governance by establishing
the Thai Rating and Information Service Co. Ltd., (TRIS) as part of the corporate
governance development program with support from the Government, the SEC and
the SET. A Corporate Governance Centre (CG Centre) was established in July 2002
by the SET with a mission to promote the recognition of good governance amongst
listed companies and other organisations as well as to encourage them to put
principles into practice. Good corporate governance in listed companies is likely to
increase confidence and trust in the Thai capital market. As an incentive, the SEC
allows a discount on filing fees for three years and the SET reduced its annual
membership fee for two years for those listed firms that earn good to excellent

corporate governance ratings.

In 2002, the Thai Cabinet set up the National Corporate Governance Committee

(NCGC) to set out policies, measures, and procedures to up-grade the level of
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corporate governance in Thai business. The responsibility of the NCGC is to: (1)
establish policies, measures and schemes to upgrade the level of corporate
governance among institutions, associations, corporations and government agencies
in the capital market; (2) make suggestions to related agencies to improve their
policy schemes and operating processes including legal reforms, ministerial
regulations, rules and enactment to achieve good corporate governance; (3) promote
the guidelines of good corporate governance to the public and related parties to raise
confidence from international investors; (4) appoint sub-committees and working
groups to study and assist any operations by using their authority. The NCGC group
members comprise representatives from various private and public agencies. The
sub-committees have to report operating results to the NCGC within the specified

period; and (5) monitor the progress and evaluate the performance of sub-committees

(NCGC, 2005).

3.5 Problems of implementation of corporate governance in Thailand

Companies in many emerging markets including Thailand have highly concentrated
ownership structures. The Thai financial crisis exposed the poor practices at many

companies that suffered from poor corporate governance practices (Zhuang et al.,

2000).

Morck, Shleifer and Vishny (1988) argued the relationship between firm value and
managerial ownership and the relationship between dividend policy and managerial
ownership might be positive over some low range of ownership. On the other hand,

the relationship could turn negative as managerial entrenchment at higher levels of
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ownership increased. The relationship is especially important for Thai firms as they
are often characterised by concentrated ownership and by families or family groups
where the family members frequently are actively involved in managing the

company.

Many researchers found that the two major problems of corporate governance in
Thailand are low transparency and the lack of disclosure (Alba, Clasessens and

Djankov, 1998; Alba, Hernandez and Klingebiel, 1999; Zhuang et al., 2000).

3.5.1 Conflicts of interest

Conflicts of interest arise when a person, as a public sector employee or official, is
influenced by personal considerations when doing their job. Thus, decisions may be
made for the wrong reasons (Boadi, 2000). In a family business, conflicts of interest
can be difficult and damaging. This can be a real source of conflict where members
of the family perceive one of the family members to have acted in their own interest,
rather than for the benefit of the family business and the family as a whole.

Perception is everything in conflicts of interest, even if there is a good intention (The

Nation, 2005¢).

Fairness in remuneration is often a major cause of conflict within a family business.
The remuneration of executive directors, the Chief Executive Officer (CEO) and
senior management could all be linked to the performance of the company. Some

argue that members of a family who work in the business need to be compensated
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fairly for their efforts, though there should not be any over-spending (The Nation,

2005¢).

Thailand's 1997 Constitution contains provisions to prevent conflicts of interest
between elected officials and big business, including an unprecedented bar on
politicians holding shares in companies. Such provisions were seen as necessary to
avoid repetition of the corruption in previous governments that greatly contributed to
Thailand's 1997 financial collapse. However, in a significant oversight the Thai
Constitution does not bar family members of politicians from owning shares in
companies that do business with the government. For example, Shin Satellite, a
company in which Prime Minister Thaksin's family holds a majority stake, recently
won an eight-year tax holiday worth 16 billion baht (US$ 401.5 million) from
Thailand's Board of Investment for its IPSTAR broad-band satellite system. The tax
break is of concern because it represents the first time the Board of Investment,
historically charged with attracting foreign investment, and has offered such

incentives to a Thai-owned company (Shawn, 2003).

3.5.2 Nepotism and cronyism

Nepotism is a particular type of conflict of interest. The expression applies to a
situation in which a person uses their public power to obtain a favour, very often a
job, for a member of their family (Boadi, 2000). Cronyism is a broader term than
nepotism, and covers situations where preferences are given to friends and
colleagues (Boadi, 2000). According to Kidd and Richter (2003), cronyism is a very

prevalent phenomenon in societies and organisations with certain cultural values
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such as paternalism, collectivism and Confucianism. These characteristics are a part

of Thai culture making the problem a Thai problem.

Not all organisations are troubled by nepotism and cronyism. For example in
Thailand, both Siam Cement and Siam Commercial Bank are considered Thai
companies of integrity. They survived the financial crisis of 1997-1998 in better
shape than did the “crony capitalist” banks, finance companies and relationship-
based property and industrial firms. Siam Cement and Siam Commercial Bank
emerged from the Crown Property Bureau. Directors and managers of Siam Cement
and Siam Commercial Bank are most careful about maintaining the honor and
integrity of their royal patronage and so they rise above what Justice Cardozo once

called "the morals of the market place” (Young, 2002a).

3.5.3 Corruption

Kidd and Richter (2003, p.28) defined corruption as ‘The abuse of public office for
private gain’ and they defined corruption in the private sector as ‘giving or receiving
undue advantage in the course of business activities leading to acts in breach of a

person’s duties’.

Phongpaichit and Piriyarangsan (1996) studied corruption in Thailand. They used
data from the Office of the Auditor General and the Counter Corruption Commission
to give an indication of the distribution of corruption across different ministries and
departments. The annual reports of the Office of the Auditor General show the

amounts of money which had to be returned to the government by bureaucrats who
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engaged in corrupt practices, cheating, and misuse of government funds, both from
the expenditure and the revenue sides. Phongpaichit and Piriyarangson (1996) state
that misuse of funds and corruption occurs in all ministries and all government

offices in Thailand.

3.6 Thai business culture

In the nineteenth century, Thai society was dominated by the Sakdina system, a form
of Southeast Asian feudalism. The Sakdina system was transformed into a
centralised capitalist state, under the rule of an absolute monarchy. The monarchy
struggled against the old nobles and local Sakdina rulers. The peasantry continually
tried to avoid forced labor and refused to work as new capitalist labourers for low
wages. Extra wage labourers had to be imported from China. Soon these Chinese
workers were forming unions and struggling to improve their conditions (Ungpakorn,

2005).

Many other Asian countries allowed the Chinese to stay but in Thailand in the late
1930s; the new nationalist rulers set out to develop a Thai economy for the Thai
people. They reserved certain occupations for Thai labour. They set up state
companies to dislodge Chinese merchants from their dominant positions in
commerce. As the Chinese entrepreneurs grew wealthier on the new business
opportunities of the 1940s, they became more attractive friends. The politicians were
easily tempted to tap growing business wealth to bolster their own shaky political
power (Phongpaichit and Baker, 1996). Thus, this facet of Thai business culture

continues.
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3.6.1 Family business culture

Bertrand et al. (2004) found that the involvement of family members in business in
Thailand is positively related to the number of available males in the family.
However, not all male family members are regarded as equal; involvement in the
family business is mostly concentrated among the immediate relatives of the current
head (brothers, father and sons of the current head). Executive roles are shared
across brothers of heads. While eldest sons of founders are much more likely to be
chosen as heirs to the family business, other sons also appear to inherit a substantial
role in the control of the family business. Female family members are not totally
excluded from participation in the family businesses; however, male family members

hold the majority of positions.

The larger the family, in particular the more male children and the more brothers the
current group head has, the more positions within family firms are held by family
members instead of outside managers and outside board members. Family size also
appears to affect the overall size of business groups as well as their organisational
structure. Bertrand et al. (2004) also showed that groups that are run by larger
families (especially more brothers of current group head) tend to have lower
performance and to be, financially, less sound. Groups run by larger families also
appear associated with more fragmented internal capital markets for investment
purposes and more tunnelling along the pyramidal structure. They suggested that
individual family members may not only have to be concerned about expropriation

by outsiders, but also expropriation by other (more powerful) family members.
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3.7 Benefit of corporate governance in Thailand

Corporate governance is a tool to evaluate and monitor internal operations of a
company. It has useful guidelines to increasing operational efficiency and
effectiveness. An organisation with good corporate governance is widely accepted as
comparable to international standards and possesses comparative advantages in terms
of strategic management. Corporate governance can ensure the transparency of
business management and reduce opportunities for executives and management to
take advantages for their own benefit. In other words, stakeholders would not take

any risks with an organisation without good corporate governance (NCGC, 2005).

3.8 Summary

This chapter provides a history of the Thai economy and corporate organisational
structure in Thailand, as well as Thai accounting standards and disclosure
requirements because these factors are generally viewed as having an important
effect on the implementation of corporate governance. The financial crisis caused a
large number of negative impacts on Thai companies: this chapter describes how the
financial crisis in Thailand occurred and how it impacted Thai companies. In
addition, this chapter also describes Thai corporate governance, problems of
implementation, Thai business culture, and benefits of corporate governance in
Thailand. A detailed discussion on the propositions and the research methodology

used to conduct this study is provided in the next chapter.
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Chapter 4

Research Methodology

4.1 Introduction

In this chapter, the research methodology used in this study is described and the
research propositions relating to the objectives of the study are stated. Methods
available for collecting data and the characteristics of the sample group are set out in
this chapter. The rights and safety of the participants and rules on ethics and
confidentiality in collecting data are described. In addition, the variables,

questionnaire design and techniques used to analyse data are stated.

4.2 Propositions

4.2.1 Proposition 1

One objective of the current study is to discover the nature and extent of corporate
governance in listed companies in Thailand. The Asian Development Bank (ADB)
(2000) investigated the corporate governance structures of the Asian crisis
economies, Indonesia, Korea, Malaysia, Thailand and the Philippines, and found that
the governance structures of the crisis economies closely resembled each other.
Generally, the similar elements were: high ownership concentration; bank-centric
financial systems; ineffective shareholder rights laws; and low transparency.
Claessens, Djankov and Lang (2000) also stated that high ownership concentration is

typically both a symptom and a cause of weak corporate governance. In addition,
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Alba, Clasessens and Djankov (1998) stated that factors such as the treatment of
investor rights in the company, bankruptcy and securities legislation, the efficacy of
legal enforcement, and the content and enforcement of capital market regulations,

including listing rules and disclosure, could protect shareholders.

Poor corporate governance was one of the major contributing factors to the build-up
of vulnerabilities in the countries affected by the Asian financial crisis in 1997 (Alba,
Clasessens and Djankov, 1998; Keong, 2002; Claessens, Djankov and Lang, 2000).
Corporate governance ought to be a means for investors to monitor and control
management when protection systems are weak (Alba, Claessens and Djankov,
1998). A high concentration of ownership reduces the effectiveness of some
important mechanisms of investor protection, such as the system of the board of
directors, shareholder participation through voting at shareholder meetings, and

transparency and disclosure of financial and non-financial information.

The Thai Securities and Exchange Commission (SEC) requires every listed company
in Thailand to establish an audit committee aside from the board of directors, as a
body responsible for financial disclosure (SET, 2000). Under this requirement, three

to five members of audit committees must be independent from management.

In the current study, it was expected that the state of the economy resulting from the
financial crisis, ownership structure, and international development and acceptance
of the rules of corporate governance would force Thai companies to improve the
implementation of corporate governance. Accordingly, the first proposition is stated

as follows:
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Proposition 1: There is a relationship between corporate governance and each of:
the Thai financial crisis, ownership structure, and regulation of listed companies in

Thailand.

4.2.2 Proposition 2

Letza, Sun and Kirkbride (2004) stated that corporate governance is completely
changeable and transformable and there is no permanent or universal principle that
covers all societies, cultures and business situations. There are many corporate
governance models and each governance system appears to have its own weaknesses;
no perfect system appears to exist that can be applied as a ‘best practice’ model to all

countries.

There are two general models of corporate governance. The first is a ‘shareholder’
or ‘equity market-based’ governance model of the Anglo-American style, under
which a broad range of investors play a role through the pricing, trading and buying
of the firm’s securities. The other model is a ‘bank-led’ governance model under
which banks play the leading role in monitoring firms. Many researchers have
suggested a mixture of the two models is appropriate for developing countries such

as Thailand (Alba, Clasessens and Djankov, 1998; Keong, 2002; Khan 2004).

Western style principles and models of corporate governance, developed by the
World Bank, the International Monetary Fund (IMF) and the Organisation for

Economic Co-operation and Development (OECD) have been proposed as preferred
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theoretical models for Thailand. An objective in this study is to extend the theory in
this area to include information characteristics fundamental to the share ownership
and familial control patterns that exist in the Thai context. Proposition 2 is thus stated

as:

Proposition 2: There will be significant differences from western models of corporate

governance mechanisms in listed companies in Thailand.

4.2.3 Proposition 3

Some researchers conclude that companies with demanding governance standards
show higher market valuation (Keong, 2002; Strenger, 2004). Clarke (2004)
suggested that corporate governance standards and reforms will increase in future as
a matter of public concern because more of the public will have more of their wealth
invested in companies and will insist that companies behave responsibly. As a result,
the Stock Exchange of Thailand (SET) introduced guidelines of best practice that
consisted of 15 principles of good corporate governance for implementation by listed

companies in Thailand.

The Asian financial crisis has shown that the economy in Thailand was weak in the
area of corporate governance. Alba, Clasessens and Djankov (1998) indicate that
lack of transparency and the lack of solid information regarding financial
transactions as a result of this structural feature may have been critical factors

contributing to the Thai crisis. It was expected that the Thai Government, the SET,
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and the SEC might improve regulations related to information disclosure as part of

its program to implement corporate governance. Thus Proposition 3 is generated.

Proposition 3: There will be significant improvement in information disclosure in
financial reports of Thai companies resulting from the implementation of corporate

governance.

4.2.4 Proposition 4

Demsetz and Villalonga (2001) used accounting profit ratios, specifically ‘return on
equity’ (ROE), ‘return on assets’ (ROA) and ‘Tobin’s Q’ to measure firm
performance. These measures differ in their time perspectives since the accounting
profit ratios are backward-looking, whereas Tobin’s Q is forward-looking. The
accounting profit ratios measure what management has accomplished whereas
Tobin’s Q is an estimate of what management will accomplish. The Tobin’s Q
formula is the firm’s market value of equity and book value of debt divided by the
book value of total assets. Furthermore, the accounting profit ratios are not affected
by investor psychology, but in contrast, Tobin’s Q is strongly influenced by investor
psychology, because it pertains to forecasts of a multitude of world events that
include the outcome of present business strategies. Thus, the two accounting profit
ratios and Tobin’s Q reflect different perspectives of firm performance. It is of
interest to understand whether these variables are useful or provide useful
information in the Thai context related to corporate governance. This leads to

Proposition 4.
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Proposition 4: The variables ROA, ROE and Tobin’s Q will be relevant for the

measurement of corporate governance performance in Thailand.

4.2.5 Proposition 5

Limpaphayom and Connelly (2004) stated that directors need to improve their
awareness of the role of other stakeholders. They suggested that directors centre on
encouraging the true independence of independent directors, and that they be

encouraged to serve and protect the interests of a broad group of stakeholders.

The Asian Development Bank (ADB) (2000) contended that the issue of corporate
governance is important, not only for protecting investors’ interests, but also for
reducing systemic market risks and maintaining financial stability. The views of
three different groups are of interest in this study: (1) Chief Executive Officers
(CEO); (2) Executive directors; and, (3) Outside/independent directors (audit
committee). Other aspects, such as the above-mentioned three study groups’ views
about the problems of corporate governance and the impact of the implementation of
corporate governance in Thailand, are also investigated in this study. Thus

Proposition 5 is stated as:

Proposition 5: There will be significant differences in measures of responses from

different groups for strengthening corporate governance in Thailand.
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4.3 Data Collection

In this study the impact of the financial crisis on corporate governance in listed
companies in Thailand is assessed and information is provided that is likely to be of
practical use to listed companies to improve their corporate governance practices. It
is anticipated that alterations to the Western models of corporate governance will be
needed to suit the Thai context. Thus, the data collection will relate to the
modifications to theory and implementation issues identified in the literature reviews

in Chapters 2 and 3.

4.3.1 Questionnaire data

In this study a survey of 453 listed companies in eight industries on various aspects
of corporate governance in Thailand is conducted. The industries and the number of
companies in each industry are as follows. Agro and Food industry (42); Consumer
Products (37); Financial (66); Industrials (50); Property and Construction (80);

Resources (18); Services (78); and Technology (43); Other (39).

4.3.2 The questionnaire survey instrument

The questionnaire survey (the ‘questionnaire’) was distributed to companies listed on
the SET during the period September 15, 2005 ~ February 15, 2006. The
questionnaire was mailed to the CEO, the executive directors, and the
outside/independent directors (audit committee). Recipients were asked to return the

questionnaire by mail.
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The main reasons to choose companies listed on the SET are that they are large-size
companies that have sufficient resources for implementation of corporate
governance. A mailed questionnaire survey is an appropriate means to gather data
from stock exchange listed companies. It allows for an improvement in the response
rate and is relatively low-cost. If the response is low, Sekaran (2000) suggests that
sending follow-up letters, providing the respondent with self-addressed, stamped
return envelopes and keeping the questionnaires brief are useful ways to improve the
rate of response. Accordingly, the questionnaires developed for use in this study
were sent with a cover letter and a postage-paid reply envelope. A covering letter
was addressed to the CEO, executive directors, and outside/independent directors
(audit committee) of each company as the officers assumed to be responsible for
corporate governance in the company. A follow-up telephone call was made and a

follow-up questionnaire was posted approximately four weeks after the first mail-out.

4.3.3 Interview data

This study involves personal interviews to supplement the questionnaire data.
Personal interviews have the advantage that the interviewer can see how a
respondent is reacting and can show the respondent items that help clarify questions
and response options. Interviews allow people to answer more on their own terms
than the standard questionnaire permits, but still provide a structure for the focus

interview.
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The personal interviews were conducted by consent of the participants. Event
significance sheets and prepared discussion questions were used to ensure that
interview discussions remain relevant and that all areas of interest were covered. The
interviews were taped, with the interviewees’ agreement, and notes taken to ensure

accuracy in recording data.

4.3.4 Annual report data

Data were collected from the Stock Exchange of Thailand Information Products
(SETINFO) to support the analysis of the accounting profit ratios and the calculation
of Tobin’s Q. This data included: (i) ROE; (i1) ROA; (iii) the market value of equity;
(iv) firm debt; and (v) the book value of total assets, across the study period January
1996 to December 2005. These data were subjected to time series analysis in an

attempt to discover relevant relationships.

4.4 Ethics and Confidentiality

Before administering the survey and conducting the interviews, the approval of the
Human Research Ethics Committee of Victoria University was obtained to ensure
that the rights, liberties and safety of the participants would be preserved. In addition,
an information sheet, including the name of Victoria University and the name of the
School of Accounting and Finance, was prepared to explain the purpose of the study
and the ethical rules. This was given to each participant, attached to the survey. The
participants were informed that under the ethical rules participation is voluntary.

Personal interviews were conducted only with consenting participants. Before
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conducting the personal interviews the participants were fully informed as to the

objectives of the research and the ethical rules of Victoria University.

Completed questionnaires and transcripts of the personal interviews are kept in a
secure place at Victoria University under control of the researcher and the
supervisors and are available only to the researcher and supervisors. The interview
tapes were erased after transcription. In addition, the results are only reported in
aggregate form so as to avoid the identification of individual responses from the

participants.

4.5 Variables

Several variables were investigated in the questionnaires. These variables can be
classified into two parts. Part A is sub-classified into eight categories: demographics;
company characteristics; CEO; board of directors; audit committee; disclosure and
transparency; shareholder rights; and effectiveness of the board of directors. Part B is
sub-classified into three categories: general information; independent director; and
impact of the implementation of corporate governance in Thailand. All variables in
Part A were designed to seek general information about the company; CEO decision
making; board of directors; audit committee; information disclosure; shareholder
rights; and effectiveness of the board of directors. Variables in Part B were designed
to seek opinions and perceptions about information, disclosure, performance of
independent directors, and the impact of the implementation of corporate governance
by listed companies in Thailand. Part A variables are presented in Table 4.1 and Part

B variables appear in Table 4.2.



Table 4.1 Part A Variables investigated in the questionnaire
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Category Variables investigated in the questionnaire Question
Part A
A.l Demography
1.1 Personal information about a respondent 1-4
A2 Company characteristics
2.1 Industry group 5
2.2 Size 6-7
2.3 Ownership structure 8-9
A3 CEO
3.1 Decision-making 10-11
A4 Board of directors
4.1 Board size 12
4.2 Board structure 13-14
4.3 Independence of board member 15,19
4.4 Board meetings 16-18
4.5 Board member qualifications 19
4.6 Functions of the board 20
A5 Audit committee
5.1 Size 21
5.2 Structure 22
5.3 Meetings 23
5.4 Members’ qualifications and positions 24-25
A.6 Disclosure and transparency
6.1 Information disclosure 26
6.2 Language used 27
A7 Shareholder rights
7.1 Equality of all shareholders 28
7.2 Information and disclosure 28
7.3 Shareholders’ rules 29
7.4 Shareholders’ meetings 30-31
Effectiveness of the board of directors
A.8 8.1 Functions of the board 32-34
8.2 Effectiveness of the board 35
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In Part A, important elements of this study are addressed. These include the board of
directors; audit committee; disclosure and transparency; and shareholder rights. The
first category relates to personal information of respondents including gender, age
and education. The second category is associated with industry group, company size
and organisational structure. The third category investigates decision-making by the

CEO.

Categories four to eight address the current status of corporate governance and
means to improve corporate governance in Thailand. The fourth category
investigates issues involving the board of directors such as board size, board
structure, and independence of the board, frequency and style of board meetings,
board members’ qualifications, and the functions of the board. The fifth category
relates to the audit committee and examines issues such as qualification and position
of member, and the size, structure, and frequency of meetings. The sixth category
relates to information disclosure and transparency. The seventh category is
concerned with shareholder rights and investigates the equality of rights for all
shareholders, information and disclosure for shareholders, shareholders’ rules and
shareholders’ meeting procedures. The eighth category contains questions about the

effectiveness of the board of directors and the function of the board.



Table 4.2 Part B Variables investigated in the questionnaire

87

Category Variables investigated in the questionnaires Question
Part B
B.1 General information
1.1 Background 36-39
1.2 Ethics and governance improvement 40
1.3 Incentives for investment 41
1.4 Initiate corporate governance 42
1.5 Tasks for better corporate governance 43
1.6 Level of corporate governance 44
1.7 Benefits of corporate governance 45
1.8 Rules to improve corporate governance 46
1.9 Introducing enhancement in Thailand 47
B.2 Independent directors
2.1Better performance of independent
directors 48
B.3 Impact of the implementation of corporate
governance in Thailand
3.1 Knowledge 49
3.2 Support
3.3 Disclosure
3.4 Business ethics
3.5 Environment

In Part B, the questionnaire is divided into three categories. The first category

considers issues of general information such as background, ethics and governance

improvement, incentives for investment, implementation of corporate governance,

tasks for better corporate governance, the level of corporate governance, and the

benefits of corporate governance. The second category considers the performance of

independent directors, and the third category relates to the factors that may impact

the implementation of corporate governance in listed companies in Thailand.

The variables are used to test the propositions and to indicate factors that determine

corporate governance in Thailand.
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4.6 Questionnaire design

Most data are collected from the questionnaires. Some questionnaire items were
developed from existing studies (Nam, 2004b; Claessens, Djankov and Lang, 2000;
Werder, 2005; Kwek, Jin and Teen, 2004; Mustakallio, 2002; SET, 2004) as they
have been shown to be reliable. Nevertheless, additional questions were developed to
be suitable to the context of the study. All questions were shown in closed form
because closed questions provide guidance that may encourage the respondents to

have more interest in answering the questionnaire.

The questionaire consists of forty-nine questions in the two parts (A and B). Part A
included eight sections. The first section was designed to seek characteristics of the
participants. So, this section, containing questions one to four, is about the personal

information of the participants, such as their age, gender, and education.

Section two of Part A is aimed at an examination of company characteristics. Thus,
questions five to nine seek general information about the company in which the
participants are working such as its industry group, company size, and ownership
structure. Question five seeks data about the industry grouping of companies and the
classification according to the SET categories. Questions six and seven seek
information about the company size such as the number of employees, net assets,
market capitalisation, and net profit. These questions were adapted from
Chongruksut (2002) and SET (2003). Questions eight and nine are aimed at
identifying ownership structure in companies. Question eight, relates to ownership

structure and describes the ownership and control structure of the companies. It was
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developed from Nam (2004b). Question nine is specific to a company that is a
family-based business group. It investigates the relationship between family
members and the company. It was adapted from Mustakallio (2002). This question,
containing, four sub-questions, was measured by a five-point Likert-style scale from

‘1 = strongly disagree’ to ‘5 = strongly agree’.

The aim in Part A section three (questions 10-11) is to investigate who is important
in decision-making in the company and who exercises a great deal of power in the
company. Question 10 was designed to identify the most important person in the
operation of the company. Question 11 was related to decision-making of the CEO
and the board of directors, and was developed from Mustakallio (2002). This
question consists of four items and was also measured using a five-point Likert-style

scale.

The fourth section (questions 12-20) is designed to examine operations of the board
of directors. Questions 12-15 consider board size, board structure, and independence
of the board. They were adapted from Nam (2004). Questions 16-18 relate to
frequency of board meetings, duration of board meetings, and attendance of board
members. Question 19 consists of three sub-questions and is designed to seek
information about the qualifications and education of the board members, the
independent directors and the chairman and CEO. This question was to be answered
with “yes” or “no” response. Question 20 (Mustakallio, 2002) is intended to facilitate
an understanding of the functions of the board such as monitoring and review. This
question, containing 11 sub-questions, was also measured by a five-point Likert-style

scale.
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The fifth section examines matters concerning the audit committee. This section
(questions 21-25) gathers data about qualifications and position, size, structure, and
meeting frequency of the audit committee. Question 24 containing five sub-questions
investigates the position of participants, qualifications of the audit committee (Nam,
2004) and the independence of the committee. Question 25 seeks details of the
number of boards on which the audit committee members serve outside the
organisation as this is likely to provide an indicator of conflict of interest if the

employer company has related party transactions with that outside organisation.

The purpose of section six (questions 26-27) is to investigate the information
disclosure and transparency that is available on the company’s web-site and in its
annual report and whether the information is available in English and the local Thai
language. The questions in this section were developed from Nam (2004b). Question
26 gathers data about information disclosure on the web-site and annual report,
voting rights, related-party transactions, and background of directors, governance
and risk management policies, and material issues regarding stakeholders. Question
27 was aimed at seeking information about disclosure in the web-site that is available

in the local Thai language and English.

The seventh section (questions 28-31) gathers information about the equality of
shareholder rights. The questions were adapted from Nam (2004b). Question 28
addresses equality of information for all shareholders, opportunity for shareholders to
ask questions at meetings, the process and procedures for shareholder meetings, and
whether adequate information and disclosure for shareholders is provided. Question

28, consists of 12 sub-questions and is measured using a five-point Likert-style scale.
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Question 29 seeks information about shareholders’ rules (one-share-one-vote rule),
remuneration, the existence of a nomination committee, and information about the
directors elected before the shareholders’ meeting. Question 30 was designed to
identify the length of the annual shareholders’ meeting. The last question in this

section investigates the success of management’s nominations of directors.

The final section in Part A is intended to investigate the effectiveness of the board of
directors. This section (questions 32-35) is concerned with the role and effectiveness
of the board. Questions 32 and 33 were designed to identify who has the strongest
voice in selecting independent directors, and who has the strongest voice in removing
a poorly performing CEO and in selecting a new CEO. Question 34 was designed to
ask about the activeness of the board in formulating long-term strategies, the
selection monitoring and replacement of the CEO, reviews of key executive and
director remuneration, conflicts of interest and related-party transactions, ensuring
the integrity of financial reporting and the effectiveness of various corporate
governance practices, disclosure, and communications with shareholders and
stakeholders. This question, consisting of seven sub-questions, was measured by a
five-point Likert-style scale from ‘1 = strongly disagree’ to ‘5 = strongly agree’. The
last question sought respondents’ opinions about the usefulness of tasks enhancing
the effectiveness of company boards, and included: selecting better-qualified and
truly independent directors, separating the CEO from the board chairman position,
timely provision of relevant information to directors, provision of education
programs and adoption of codes of conduct for directors, evaluation of the board and
directors, evaluation of the CEO by the board, giving independent directors better

compensation and making it directly linked to firm performance, and disclosure of
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board activity. This question, containing eight sub-questions, used a five-point

Likert-style scale from ‘1 = not useful’ to ‘5 = useful’.

Part B included three sections. The first section was designed to gather general
information about the participants and their opinions about corporate governance.
This section (questions 36-47) addressed the individuals’ background, opinions about
ethics and corporate governance improvement, incentives for investment,
implementation of corporate governance, tasks for better corporate governance, level
of corporate governance, benefits of corporate governance, rules to improve

corporate governance, and enhancements to corporate governance in Thailand.

Questions 36-39 are designed to seek information about the background of the
participants including their independence, professional background, how many
boards they serve on, and length of that service. These questions were developed
from Nam (2004b). Question 40 is designed to investigate the standard of business
ethics and whether corporate governance in Thailand has improved over the last five
years. It was adapted from Kwek, Jin and Teen (2004). Question 41 investigates
whether the corporate governance regime is an incentive for investment in Thailand.
Question 42 determines opinions about who should initiate improvements in
corporate governance, and was adapted from Kwek, Jin and Teen (2004) and Nam
(2004b). Question 43 (Nam 2004b) seeks opinions about which tasks are the most

effective for better corporate governance in a Thai company.

Question 44 investigates opinions about the level of corporate governance compared

with other listed companies and compares current corporate governance practices
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with those of five years ago. The available responses were “much better”, “about the
same”, or “much worse”. Question 45 was designed to identify opinions about the
benefits to companies if corporate governance improved; it was adapted from Kwek,

Jin and Teen (2004).

Question 46 seeks opinions about rules to improve corporate governance. It covers
the standards of corporate governance in Thailand compared with the USA, the UK,
Australia and various selected Asian countries. It also gathers data about measures to
strengthen corporate governance in Thailand, the level of standards of corporate
governance, whether minority investors are equitably treated in family controlled
companies, whether more stringent listing standards from the SET should be
adopted, and whether there is adequate protection for the interests of minority
investors. It was adopted from Kwek, Jin and Teen (2004). This question consists of
eight sub-questions, and was measured by a five-point Likert-style scale from ‘1 =

strongly disagree’ to ‘5 = strongly agree’.

Question 47 asks for opinions about introducing corporate governance enhancements
in Thailand. It addressed issues relating to independent directors of the board,
independence of the chairman of the board, disclosure, the selection and appointment
process of new directors, independence of the remuneration committee, disclosure of
the remuneration policy for executive directors and the remuneration of each
director, and the independence of the audit committee. It also sought opinions about
a limit on the number of non-executive directorships, adoption of a code of conduct
and the code of ethics for directors officers and employees, and whether there should

be different guidelines for companies of different sizes. This question contained
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thirteen sub-questions, and was scored on a five-point numerical Likert-style scale

from ‘1 = strongly disagree’ to ‘5 = strongly agree’.

Part B, Section 2 (question 48) investigated the performance of independent directors
and included details of the attendance rate at board meetings, preparation, discussion
and participation at board meetings, knowledge of the business, awareness of
fiduciary duties to all shareholders, and willingness to speak for minority
shareholders. It was developed from Nam (2004b). This question, consists of five
items and was measured by a five-point Likert-style scale from ‘1 =not at all’ to ‘5 =

very well’.

The last section (question 49) involves the impact of the implementation of corporate
governance and covered knowledge of data requirements and collection processes,
senior management support, transparency and disclosure, checks and balances, high
cost of ratings, concentration of ownership, protection of shareholder rights,
independence of directors, employee involvement, social responsibility, and business
ethics. This question, contains eleven sub-questions, and was measured by a five-

point Likert-style scale from ‘1 = not important’ to ‘5 = critically important’.

As further justification for the questions asked, the relationship of each question to

the five study propositions is presented in Table 4.3.



Table 4.3 The relationship of questions to the study propositions

Proposition

Questions and variables relating to the propositions

1

Q8, Q9 (ownership structure)

Q26, Q27 (regulation of rules)

Q40 (standard of business ethics and corporate governance)
Q43,44 (effectiveness of corporate governance)

Q45 (benefits of corporate governance)

Q16,Q17,Q18 (roles of board of directors)

Q26,Q27 (disclosure and transparency)

Q28, Q29 (shareholder rights)

Q28, Q30, Q31 (the role of stakeholders)
Q32,Q33,Q34, Q35 (board of directors)

Q42, Q44, Q46 (improvement in corporate governance)

Q26 (information disclosure)
Q27 ( limited information)
Q28,Q29 (timely information)

Q12,Q13,Q14 (board structure)

Q20 (effectiveness of board)

Q21,Q22,Q24,Q25 (audit committee qualifications)
Q26 (information disclosure)

Q 28 (shareholder rights)

Q37 (respondents’ background)

Q38, Q39 (independence)

Q41 (incentives for investment)

Q45 (benefits of corporate governance)

Q46 (rules to improve corporate governance)
Q47 (enhancement of corporate governance)
Q48 (performance of independent directors)

Q49 (impact of the implementation of corporate governance)

95
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The questions were first developed in English. For administration, translation of the
questions into the Thai language was necessary. Three translators were used. A bi-
lingual person who grew up in Thailand and is also a native speaker of the Thai
language conducted the first translation. The first translator gained her doctorate in
accounting in Australia and has been teaching accounting in Thailand for several
years. The second translator teaches accounting in Thailand. The third translator
gained her Master degree in Management in Australia and has been working as an
interpreter in Australia for several years. The translations and the original
questionnaire were carefully compared by the researcher and examined to assure that
there were no significant differences between the English and Thai versions. No

significant differences were detected.

4.7 Interview questions

Personal interviews were conducted in which a descriptive questioning method was
used to induce the interviewees to give as much information as possible about details
on the view of the present state of corporate governance in Thailand. These details
included the influence of corporate governance after the Asian financial crisis,
problems and benefits in implementing corporate governance, perceptions of
independence, protection of minority shareholders, concentrated ownership, business
ethics, social responsibility, factors to improve corporate governance, and who

should initiate improvements to corporate governance in the future.
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4.8 Validity of the questionnaire

To confirm the clarity and validity of the questionnaire, it was reviewed by four
accounting academics who are experts in the area of corporate governance; two in
Australia, and two in Thailand. This procedure confirmed that the estimate of the
time required to complete the questionnaire was reasonable and that the questions
were suitable for the intended audience. Some minor modifications to satisfy the
expert academics’ comments were made before the questionnaire was sent to the

participants.

4.9 Data analysis techniques

4.9.1 Questionnaire data analysis

The data collected consist of two types: quantitative and qualitative. The quantitative
data analysis, together with the testing of propositions relating to cultural effects and
performance such as family ownership, involved the use of the Statistical Package
for the Social Sciences (SPSS) program for statistical analysis. Tests included
descriptive and inferential statistical analysis: frequencies, means, standard
deviations of attributes of good corporate governance, board of directors, audit

committee, disclosure, and shareholder rights, with measures of performance.

Frequency distributions were suitable for analysis of data such as the personal

information (questions 1-4), the classification of industry groups (question 5), the
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company size (questions 6-7), the ownership structure (question 8), decision making
in the company (question 10), board size (question 12), board structure (questions
13-14), independence of board members (question 15), board meetings (questions
16-18), board qualification and independence of board members (question 19), audit
committee size (question 21), audit committee structure (question 22), audit
committee meetings (question 23), qualification, position and truly independence
(questions 24-25). In addition, information disclosure (question 26), language
available (question 27), shareholder rules (question 29), shareholder meetings
(questions 30-31), function of the board of directors (questions 32-33), background
information (questions 36-39), ethics and governance improvement (question 40),
incentives for investment (question 41), initiation of corporate governance (question
42), tasks for better corporate governance (question 43), level of corporate
governance (question 44), and benefits of corporate governance (question 45), are

also tested using frequency distributions.

Other statistical measures, such as means and standard deviations, are used in
analysing data such as the ownership structure (question 9), decision-making in the
company (questionl1), function of the board of directors (question 20), information
and disclosure for shareholders and procedure for shareholder meetings (question
28), function of the board of directors (question 34), effectiveness of the board
(question 35), rules to improve corporate governance (question 46), enhancing
corporate governance in Thailand (question 47), better performance of independent
directors (question 48), and the impact of the implementation of corporate

governance in Thailand (question 49).
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4.9.2 Interview data analysis

The qualitative data gathered from the interviews were subjected to content analysis.
In the personal interviews, a list of predetermined interview questions was prepared.
The interviews were taped with the interviewees’ agreement and notes taken. To
ensure accuracy of the interview data, transcripts of the personal interviews were
checked with the interview tapes and notes taken. Most of interviewees in this study
are Thai. The translations and the original notes were carefully compared to ensure
that there were not significant differences between the Thai and English versions.
The check of the translation into English was conducted by a bi-lingual person who
grew up in Thailand, has a doctorate in accounting in Australia and has been teaching
in Thailand for several years. No significant differences were detected. The list of

interview questions can be found in Appendix C.

4.9.3 Annual report data analysis

Two accounting profit ratios (ROE and ROA) and Tobin’s Q were used to analyse
data from the Stock Exchange of Thailand Information Products (SETINFO). These
data included ROE and ROA measures, market value of equity, firm debt, and book
value of total assets. Data were available for the ROE and ROA across the period
January 1996 to December 2005, and Tobin’s Q data were available for the period
January 2001 to December 2005. The accounting profit ratio is a measure of what
management has accomplished, whereas Tobin’s Q is an estimate of what

management will accomplish. The Tobin’s Q formula is the firm’s market value of
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equity and book value of debt divided by the book value of total assets (Maury and

Pajuste, 2004).

4.10 Summary

In this chapter the research methodology has been described. Five proposed
propositions relating to the objectives of the study are discussed. Proposition 1
investigates a relationship between corporate governance and the Thai financial crisis
and ownership structure. Proposition 2 explores differences from western models of
corporate governance mechanisms in listed companies. Proposition 3 considers
information disclosures improving the financial reports of Thai companies resulting
from the implementation of corporate governance. Proposition 4 considers Western
variables used for performance measurement, and Proposition 5 addresses responses

from different groups for strengthening corporate governance in Thailand.

This study uses multiple data collection methods, including a questionnaire, personal
interviews across the study period January 1996 to December 2005. Data are
analysed using content analysis for qualitative data and using the SPSS program for
quantitative data. Data from the determination of the two accounting profit ratios,
ROE and ROA, and for Tobin’s Q are drawn from public sources. In the next chapter
the results, findings and discussions about corporate governance in Thailand are

presented.
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Chapter 5

Results and Discussion

5.1 Introduction

In this chapter, the data collected from the questionnaire survey (the ‘questionnaire”’)
are analysed and discussed; a questionnaire was sent to 453 listed companies. The
questionnaires were addressed to the Chief Executive Officer (CEO), executive
directors, and outside/independent directors of each company. This resulted in 1,359
questionnaires being sent and 160 usable questionnaires being returned. Of the 453
companies, 101 returned questionnaires; 62 companies each returned one
questionnaire, 19 companies each returned two questionnaires and 20 companies
each returned three complete questionnaires. Problems of data collection and non-
response rate are discussed. The profile of respondents is also described in this

chapter.

5.2 Problems of data collection

The questionnaires were sent to 453 companies listed on the Stock Exchange of
Thailand (SET). These companies were operating in the Bangkok region at the end
of September 2005. After four weeks from the date of mailing the questionnaires a
follow-up call process was commenced. Some respondents agreed to be interviewed
and some indicated that they did not answer the questions because their employing

company has a policy of non-participation in questionnaires.



102

5.2.1 Missing data

Most respondents completed the questionnaire in full. Six questionnaires were
returned unanswered, and eight company respondents did not answer all questions in

the questionnaires.

5.2.2. Reluctance to participate in face-to-face interviews

Twenty-four respondents returned questionnaires and agreed to be interviewed. All
interviewees worked in the Bangkok region. Seven respondents cancelled their
interviews because of clashing time commitments. Four respondents could not be
contacted to confirm interview dates and times. This resulted in thirteen respondents
agreeing to be interviewed. Three were CEOs, four were outside/independent
directors (audit committee) and six were executive directors. Five respondents did
not agree to the use of audio taping, so their interviews were recorded in note form

only.

5.3 Non-response

Mailed surveys have a possibility of biased response rates (Fox, Robinson and
Boardley, 1998). In order to reduce this problem follow-up telephone calls were
made and a follow-up questionnaire was mailed approximately four weeks after the
initial mailing. Non-response bias was evaluated by comparing the composition of

early (107) and late respondents (29) to the survey (Innes and Mitchell, 1995;
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Chongruksut, 2002). Validity of the first and second mailing was assessed by using
the t-test technique to compare the mean-values of each variable in terms of age
group, net assets, board size and corporate governance in Thailand. Table 5.1 shows
that there are no significant differences between the first and the second groups
because all values are above the alpha level of 0.05. These results do not suggest the
existence of a non-response bias, which means that the responses in this study can be

regarded as representative of the whole selected sample.



Table 5.1 Test of non-response bias
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Standard

Comparison N Mean Deviation Significance*
Age group 0.548
_Fist group 107 3.60 0.930

29 3.34 1.045
-Second group
Net Assets 0.336
First group 102 4.15 1.360

29 4.90 1.472
-Second group
Board Size
Number on board of directors 0.488
-First group 107 10.70 2.629
-Second group 28 10.54 2.603
Number of independent directors 0.236
-First group 107 3.92 1.524
-Second group 29 3.66 1.045
Number of executive directors 0919
-First group 106 3.70 1.779
-Second group 28 3.75 1.838
Corporate governance in Thailand
Compared with USA, UK and 0.555
Australia
-First group 104 2.94 0.923
-Second group 27 2.93 0.829
Compared with Asian countries 0.290
-First group 104 3.55 0.846
-Second group 28 3.61 0.737
Measures to strengthen corporate 0.433
governance
-First group 103 3.62 0.768
-Second group 27 3.59 0.636
Companies could be doing more to 0.600
strengthen corporate governance
-First group 104 3.53 0.892
-Second group 28 3.71 0.854
Shareholders are demanding higher 0.426
standards
-First group 104 4.00 0.750
-Second group 27 3.78 0.751
Minority investors are treated 0.262
equitably
-First group 101 3.31 0.987
-Second group 27 3.11 0.934
Adopt more stringent listing 0.918
standards
-First group 104 4.17 0.769
-Second group 28 4.18 0.772
Shareholders adequately protected 0.284
-First group 104 3.94 0.923
-Second group 28 3.86 .0970

* At the 0.05 level of significance.
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5.4 Profile of respondents

Questionnaires which revealed a real attempt to provide answers were considered as
valid even if not all questions were answered. Unanswered questions have not been
included in the Tables, and percentages have been calculated on the basis of the

actual number of respondents to each question.

The questionnaire was administered to companies listed on the SET between the
period 15 September 2005 to 31 December 2005. A total of 1,359 questionnaires was
mailed to the CEO for distribution to outside/independent directors (audit committee)
and executive directors. Table 5.2 shows that 160 questionnaires were returned
representing a response rate of 11.98 percent (%). Of the 160 respondents, 13
(8.13%) agreed to be interviewed. Interviewing was an important technique used for
triangulation of the data and to provide the opportunity for further explanation of the
issues being investigated. The questionnaire was sent to 453 listed companies. 101
companies returned the questionnaire; generating a 22.69% response rate. This result
is shown in Table 5.2. The responses were received mainly by mail, although, a

small number of questionnaires were returned by the respondents by e-mail.

Table 5.2: Response rate

Number of questionnaires | Number of companies

Questionnaires 1359 453
Unanswered 24 8

Net questionnaires 1335 445
Usable responses 160 101

Response rate 11.98% 22.69%
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The questionnaire was divided into two parts. In Part A factual information was
collected about the respondents, company characteristics, the CEO, the board of
directors, the audit committee, information disclosure and transparency, questions on
shareholder rights, and effectiveness of the board of directors. Part B of the
questionnaire comprised a survey of perceptions and views about corporate
governance in Thailand, independent directors and the impact of the implementation

of corporate governance in Thailand.

The questionnaires were addressed to the CEO, outside/independent directors (audit
committee), and executive directors of each company. Table 5.3 shows the number
of usable survey responses to be 73 (46%) CEOs; 48 (30%) and 39 (24%) of the
responses were from executive directors and outside/independent directors (audit
committee) respectively. As indicated earlier, this does not mean that three complete

sets of responses were collected from each company.

Table 5.3 Number of survey responses from
chief executive officers (CEQO), independent directors,

executive directors

Number of survey responses Frequency Percentage
Chief executive officer (CEO) 73 46
Outside/independent directors 39 24
Executive directors 48 30
Total 160 100
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CEOs from 36 of 101 (35.7%) responding companies returned one questionnaire. 17
of 101 (16.8%) companies returned one questionnaire from executive directors.
Independent directors from 9 of 101 (8.9%) responding companies returned one
questionnaire. 19 of 101 (18.8%) of responding companies returned two sets of
questionnaires. 20 of 101 (19.8%) companies returned the three complete
questionnaires from the CEO, outside/independent directors (audit committee), and

executive directors. These results are shown in Table 5.4.

Table 5.4 Number of companies responding to survey

Survey responses from Frequency Percentage
CEO only 36 35.7
Independent directors only 9 8.9
Executive directors only 17 16.8
CEO and independent directors 8 7.9
CEO and executive directors 9 8.9
Independent directors and executive directors 2 2.0
CEO, independent directors and executive
directors 20 19.8
Total 101 100
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Table 5.5 shows the individual respondents’ profiles in terms of their gender, age,
education and the country where they graduated. 119 individual respondents (87.5%)
were from males and 17 (12.5%) were from females. This outcome supports
Bertrand et al. (2004) who indicated that while females hold executive business
positions in Thailand and so are not totally precluded from participation in the
survey, males hold the majority of positions. 56 (41.2%) of the individual
respondents were in the 41-50 age groups with only 15 (11.1%) being aged 40 or
younger. 65 (47.8%) respondents were in the over 50 age group indicating they were
likely to be very experienced. Over 68 % of the respondents had achieved a Master’s
degree qualification, predominately from Thailand, although this was followed

closely by a USA qualification.
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Table 5.5 Broad demographic characteristics of respondents

Characteristics Categories Frequency Percentage
Gender Male 119 87.5
Female 17 12.5
Total 136 100
Age 20-30 years 2 1.4
31-40 13 9.6
41-50 56 41.2
51-60 39 28.7
Over 60 years 26 19.1
Total 136 100
Education Less than a degree 1 0.8
Degree 35 25.7
Master’s degree 93 68.4
Doctorate 7 5.1
Total 136 100
Country of Thailand 72 52.9
graduation Overseas 64 47.1
Total 136 100

Note: Data drawn from Question 1 (gender), Question 2 (age), Question 3

(education), Question 4 (country of graduation).
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Table 5.6 shows the relationship between the gender of individual respondents and
the size of company. The company size parameters were adapted from the SET
guidelines (2003) and Chongruksut (2002). It was notable that the proportion of male
respondents working in large-size companies (1,501-2,000 employees) was
considerably greater than that of female respondents working with large companies.
Only 18% (3/17) of female respondents were employed within large companies. 87%
of individual respondents were males of whom 53 (39% of all respondents) were
employed within small (< 500 employees) companies. The results in this study show
that predominantly most female respondents (36%) were employed within small
(41%) and medium-size (41%) companies (1,001-1,500 employees). Bertrand et al.
(2004) suggested that family-controlled companies tend to be smaller in size than
non-family-controlled companies. Thus it would appear that most female executives

are likely to be employed by family-controlled companies.
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Number of employees Gender of respondent
Male Female Total
Less than 500 ( small size)
e Count 53 7 60
e % within number of employees 88 12 100
e % oftotal 39 5 44
501-1,000( medium size)
e Count 30 3 33
e % within number of employees 91 9 100
e % oftotal 22 2 24
1,001-1,500 ( medium size)
e Count 7 4 11
e % within number of employees 64 36 100
e % oftotal 5 3 8
1,501-2,000 (large size)
e Count 11 0 11
e % within number of employees 100 0 100
e % of'total 8 0 8
More than 2,000 (large size)
e Count 17 3 20
e % within number of employees 85 15 100
e % oftotal 13 2 15
Total
e Count 118 17 135
e % within number of employees 87 13 100
e % of'total 87 13 100

Note: Data drawn from Question 1 (gender), Question 6 (number of employees).
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Table 5.7 shows the respondents’ position within the employing company. Thirteen
of the respondents are chairmen of audit committees; seven respondents are chairmen
of the board of directors; 57 respondents are CEOs and 34 respondents are
independent directors. Additionally, 92 respondents have been working as employees
or executives in their companies for at least the last five years. This finding that
respondents have, on average, at least 5 years service implies that they may have

accumulated a great deal of working experience within companies.

Table 5.7 Positions of respondents

Position Yes No Total

No. | % | No. | % | No. | %

Are you the chairman of the audit committee? 13 | 10| 120]90 | 133 | 100

Are you the chairman of the board of directors? | 7 5 [126 195|133 |100

Are you the CEO of this organisation? 57 |43 |76 |57 133|100

Are you an independent director? 34 | 25|101 | 75| 135|100

Did you work as an employee or an executivein | 92 | 69 | 41 |31 | 133 | 100

this company over the last 5 years?

Note: Data drawn from Question 24 (chairman of the audit committee, the board
of directors, CEO, employee in last 5 year), Question 36 (independent director).
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The professional backgrounds of the respondents are most commonly business
executives (58 of 134); 35 and 37 of 134 respondents were bankers/financiers and
accountants respectively. The educational background of board members in business,
accounting, and finance implies they have good financial decision-making skills and
understanding of corporate reports. Most other respondents had backgrounds in
engineering, and five respondents were doctors or economists. These results are

shown in Table 5.8.

Table 5.8 Professional background of respondents

Background Yes No Total

No. % |No. | % No. | %
Business executive 58 43 76 57 134 | 100
Bank/Financier 35 26 99 74 134 | 100
Academic 5 4 129 | 96 134 | 100
Accountant 37 28 97 72 134 | 100
Lawyer 5 4 129 96 134 | 100
Other 25 19 109 81 134 | 100

Note: Data drawn from Question 37 (professional background).
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Many (64%) of the respondents serve on more than one board of directors, and 36%
of the respondents serve on only one board. The respondents that serve on only one
board are all CEOs. 15 (13%) respondents serve on more than five boards. The
maximum number of boards on which a respondent serves is thirteen. The majority
of respondents serve on between 1-5 boards (87%). Nam (2004b) predicted that if a
corporate officer serves on more than one board conflict of interest may occur that
could lead to poor corporate governance. Furthermore as noted earlier in chapter 2,
Nam and Lum (2005) show that in Thailand, bank directors are not permitted to
serve in more than three business groups. The fact that some directors (13%) are still
serving on a large number of boards has negative corporate governance implications.

These results are shown in Table 5.9.

Table 5.9 Service on other boards of directors

Number of other Boards Frequency Percentage Ranging
1 41 36 1
2 17 15 2
3 16 14 4=
4 9 8 5
5 16 14 4=
6 4 3 7
7 1 1 11=
8 5 4 6

10 3 3 8
11 1 1 11=
13 1 1 11=

Note: Data drawn from Question 38 (how many boards do you serve on).



115

Table 5.10 shows how long the respondents have been serving as a board member in
their companies. Most respondents (74%) have been serving as board members for
between 1-10 years. Length of service on the board may be an indicator of
entrenched views. Directors with entrenched views are likely to be less inclined to
support the implementation of corporate governance principles. Fourteen percent of
directors have been serving as a board member for more than 15 years. The
maximum period a respondent has served is 39 years. The respondents that have

served on boards for more than 20 years tend to be over 60 years of age.

Table 5.10 Number of year’s service as a board member

Number of years Frequency Percentage
1-5 52 44
6-10 35 30
11-15 14 12
16-20 8 7
21-25 4 3
26-30 3 2
31-35 1 1
36-40 1 1
Total 118 100

Note: Data drawn from Question 39 (length of service on board).
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5.5 Company characteristics

Table 5.11 shows the responses by industry group. The ‘financial’ industry provided
the largest number of responses (23%) followed by the services industry (19%) and
the property and construction industry (15%). This is in the line with expectations of
the responses from industry groups with a demonstrated interest in corporate
governance and a good policy of corporate governance (SET, 2003). SET (2003) also

shows that the financial industry had the best corporate governance practices.

Table 5.11 Industry group

Industry group Frequency Percentage
Agro & Food Industry 11 8
Consumer products 3 2
Financial 33 23
Industrials 17 12
Property & Construction 21 15
Resources 13 9
Services 27 19
Technology 16 11
Other 1 1
Total 142 100

Note: Data drawn from Question 5 (industry group).



117

In this study, the number of employees, net assets, market capitalisation and net
profit were variables chosen to measure the size of companies. The broad ranges
chosen for the number of employees were from less than 500 to more than 2,000
(SET, 2003; Chongruksut, 2002). Most respondent companies have less than 1,000
employees. These respondent companies are likely to be family controlled companies
as these tend to be small rather than large. Claessens, Djankov and Lang (2000) also
found that ownership of many Thai public companies is family dominated. Table
5.12 shows that 45% of the responding companies have less than 500 employees

(small size), and 24% have between 501-1,000 employees (medium size).

Table 5.12 Number of employees

Number of employees Frequency Percentage
Less than 500 (small size) 60 45
501-1,000 (medium size) 33 24
1,001-1500 (medium size) 11 8
1,501-2,000 (large size) 11 8
More than 2,000 (large size) 20 15
Total 135 100

Note: Data drawn from Question 6 (number of employees).
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Net assets, market capitalisation and net profit of the respondent companies ranged
from less than 100 million baht to more than 50,000 million baht (SET, 2003;
Chongruksut, 2002). Most companies (63%) had net assets of less than 5,000 million
baht. 28% of the responding companies had net assets between 5,001-50,000 million
baht and 9% of the responding companies had net assets more than 50,000 million
baht. These results indicate that most responses are from small to medium sized
companies and so, in the Thai context are likely to be predominantly from family

owned or controlled companies. This result is shown in Table 5.13.

Table 5.13 Net assets of company

Net Assets of company Frequency Percentage
Less than 100 million baht (small size) 0 0
101-500 million baht (small size) 13 9
501-1,000 million baht (small size) 23 18
1,001-5,000 million baht (small size) 47 36
5,001-10,000 million baht (medium size) 18 14
10,001-50,000 million baht (medium size) 18 14
More than 50,000 million baht (large size) 12 9
Total 131 100

Note: Data drawn from Question 7 (net assets).
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Table 5.14 shows that 69% of the respondent companies had a market capitalisation
of less than 5,000 million baht. 25% of the respondent companies had a market
capitalisation between 5,001-50,000 million baht and 6% had a market capitalisation
of more than 50,000 million baht. These results indicate that most responses are from
small to medium sized companies and so, in the Thai context are likely to be

predominantly from family owned or controlled companies.

Table 5.14 Market capitalisation of company

Market capitalisation of company Frequency Percentage
Less than 100 million baht (small size) 3 2
101-500 million baht (small size) 19 15
501-1,000 million baht (small size) 26 21
1,001-5,000 million baht (small size) 38 31
5,001-10,000 million baht (medium size) 8 7
10,001-50,000 million baht (medium size) 23 18
More than 50,000 million baht (large size) 7 6
Total 124 100

Note: Data drawn from Question 7 (market capitalisation).
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The net profit of the responding companies is summarised in Table 5.15. No
responding companies had net profit of more than 50,000 million baht. 95% had net
profit less than 5,000 million baht and 5% had between 5,001-50,000 million baht.
These results indicate that most responses are from small to medium sized companies

and so, in the Thai context are likely to be predominantly from family controlled

companies.
Table 5.15 Net profit of company
Net profit of company Frequency Percentage
Less than 100 million baht (small size) 51 40
101-500 million baht (small size) 44 34
501-1,000 million baht (medium size) 8 6
1,001-5,000 million baht (medium size) 20 15
5,001-10,000 million baht (large size) 2 2
10,001-50,000 million baht (large size) 4 3
More than 50,000 million baht (large size) 0 0
Total 129 100

Note: Data drawn from Question 7 (net profit).
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5.6 Ownership Structure

Table 5.16 shows the ownership structure of the companies. Multiple responses were
received from some companies. 74 of 131 responding companies are partially owned,
but not controlled by foreign investors. 63 of 129 responding companies are the
family-based business groups and 38 of 130 of the respondent companies are single
companies. As expected, companies in Thailand are characterised as having highly
concentrated ownership structures. La Porta, Lopez de-Silanes and Shleifer (1999)
noted that in most East Asian countries corporate control is enhanced through
pyramidal structures and cross-holdings among family-controlled firms. Family-
based business groups are likely to be more reluctant to implement corporate

governance structures and processes than companies that have sizeable foreign

shareholdings.
Table 5.16 Ownership structure
Ownership structure Yes No Total

No. | % | No. | % | No. | %

-Single company 38 29 192 71 | 130 | 100

-Holding company family-based business 44 34 | 85 66 | 129 | 100

group

-Subsidiary of a family-based business group | 19 15 [ 110 |85 | 129 | 100

-Partially owned, and controlled by the 2 2 127 |98 | 129 | 100

government

-Partially owned, but not controlled by the 14 11 [ 115 |89 | 129 | 100

government

-Partially owned, and controlled by foreigners 12 9 118 |91 | 130 | 100

-Partially owned, but not controlled by

foreign investor 74 56 |57 44 | 131 | 100

Note: Data drawn from Question 8 (ownership structure).
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Table 15.17 presents the roles of family members of family-based business groups.
Bertrand et al. (2004) point out that companies that are run by larger families tend to
have lower performance and to be financially less sound. They suggested that
individual family members may not only have to be concerned about expropriation
by outsiders, but also expropriation by other (more powerful) family members.
However, most of the respondents indicated that the owners’ family negotiates joint
expectations fairly with top management (mean scores = 4.02, minimum = 2,

maximum = 5) and shares a common vision about the company.

Table 5. 17 Roles of family members in family-based business group

N Minimum | Maximum | Mean S.D.

-Family members share a 56 1 5 2.95 1.271
common vision about the
company

-Family members are 56 1 5 2.88 1.222
committed to jointly agreed
goals of the company
-Family members agree 57 1 5 2.88 1.269
about the long-term
development objectives of
the company

-Owners’ family negotiate 57 2 5 4.02 .790

joint expectations fairly with

the top management

Note: -A five-point scale (1 = strongly disagree and 5 = strongly agree)
-Data drawn from Question 9 (roles of family members in family- based
business group).
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5.7 Roles of CEOs and boards

Table 5.18 presents results about the decisions affecting the operation of the
respondent companies. The most important decisions are made by the boards of
directors (60%) followed by CEOs (36%). Shareholders are not perceived as having
the power to make operating decisions for companies. This is in the line with
expectations based on the historic role of shareholders as having no formal power to
actively participle in company operational decision-making (Mustakallio, 2002).
However, this outcome implies that agency problems between managers and

shareholders are likely to exist in Thailand.

Table 5.18 Focus of decisions about company operations

Frequency Percentage
Board of directors 79 60
Chief executive officer 47 36
Shareholders 5 4
Total 131 100

Note: Data drawn from Question 10 (the decisions about the operation of the
company).
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Data are presented in Table 5.19 about the roles of CEOs and boards of directors.
While most respondents agreed that the CEO participates substantially in making
fundamental decisions pertaining to the company (mean scores = 1.64, minimum = 1,
maximum = 4), they disagreed that the board of directors makes all fundamental
decisions (mean scores = 2.24, minimum =1, maximum = 5). Nevertheless, the
respondents believed that the board of directors acts only as a formal decision-
making body active (mean scores = 4.26, minimum = 1, maximum = 5). The
participation of the board of directors in formal decision-making is regarded as an

indication of good corporate governance (Nam and Lum, 2005).

Table 5.19 Roles of CEOs and boards of directors

N Minimum | Maximum | Mean S.D.

-CEO has a great deal of 132 1 5 3.63 1.044
power
-CEO does not participate 132 1 4 1.64 902
much in making
fundamental decisions
pertaining to the company
-The Board of Directors 133 1 5 2.24 1.207
makes all the fundamental
decisions

-The Board of Directors acts 132 1 5 4.26 993
only as a formal decision-

making body

Note:-A five-point scale (1 = strongly disagree and 5 = strongly agree)
- Data drawn from Question 11(power of CEO and board of directors).
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5.8 Board size

The size of the board of directors of respondent companies ranged from six to
eighteen members. Most companies (82%) have no more than twelve members on
the board. The results presented in Table 5.20 show that 25 of 135 (19%) of the
responding companies have nine board members, while 16% of the respondent
companies each have eight and twelve board member. The maximum number of
members of the boards in this study is eighteen. The overwhelming tendency is for
boards to have between eight and twelve members (76%). The finding that number
of the board members tends to be between eight and twelve has positive implications
for corporate governance. Nam and Lum (2005) argued that the most effective size
for a board for corporate governance purposes is no more than twelve members. The
tendency for Thai boards to have between eight and twelve members, should

facilitate the improvement in corporate governance over time.
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Table 5.20 Board size
Number of board members Frequency Percentage

6 4 3
7 4 3
8 21 16
9 25 19
10 16 12
11 18 13
12 21 16
13 6 4
14 5 3
15 11 8
18 4 3

Total 135 100

Note: Data drawn from Question 12 (Board size).
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Under the rules of the SET, a company must have a minimum of three independent
directors. 56% of the respondent companies have three independent directors on the
board of directors. This satisfied the minimum requirement of the rules of number of

independent directors by SET.

The maximum number of independent directors observed in this study is thirteen.
Minimum number of independent directors observed in this study is two. Notably,
two companies had lower than the mandatory number of independent directors. Nam
and Lum (2005) point out that low numbers of independent directors has negative

implications for corporate governance. These results are shown in Table 5.21.

Table 5.21 Number of independent directors

Number of independent directors Frequency Percentage
2 2 2
3 76 56
4 25 18
5 21 15
6 4 3
7 6 4
9 1 1
13 1 1
Total 136 100

Note: Data drawn from Question 13 (number of independent director).
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Most of the responding companies (86%) have one to five executive directors as
board members. Thirty-six companies (27%) have four executive directors on the
board; thirty companies (22%) have three executive directors on the board, and
eighteen companies (14%) have more than five executive directors on the board.
Consideration and surveillance of the number of executive directors on the board of

Thai companies may need the attention of corporate regulators. This result is shown

in Table 5.22.

Table 5.22 Number of executive directors

Executive directors Frequency Percentage
1 16 12
2 16 12
3 30 22
4 36 27
5 18 13
6 8 6
7 6 4
8 2 2
9 1 1
10 1 1
Total 134 100

Note: Data drawn from Question 14 (number of executive director).
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Table 5.23 shows the total number of directors on the board (mean score = 10.67,
minimum = 6, maximum = 18), independent directors on the board (mean score =
3.86, minimum =2, maximum = 13), and executive directors on the board (mean
score =3.71, minimum = 1, maximum = 10). The number of directors on the board
may have implications for good corporate governance. Nam and Lum (2005) stated
that the optimum size of a board for effective corporate governance is no more than
twelve members. They also reported that as a minimum requirement the number of
independent directors should make up at least 50 percent or least three of the total

number of board members. These results are shown in Table 5.23.

Table 5.23 Number of directors on the board

N | Minimum | Maximum | Mean | S.D.
-Total directors on the board 135 6 18 10.67 | 2.615
-Independent directors on the | 136 2 13 3.86 | 1.436
board
-Executive directors on the 134 1 10 3.71 | 1.785
board

Note: Data drawn from Questions 12, 13, 14.
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Of the 136 responding companies, 127 indicated that they have accountants or
lawyers as board members. This finding has positive implications for corporate
governance as Board members with an accounting or legal background may be more

receptive to the implementation of corporate governance structure and processes.

The board often included members of controlling shareholder’s families (88 of 136)
(65%). Bertrand et al. (2004) believe that the pressure of family members is likely to
have a negative impact on the implementation of corporate governance, and is likely
to cause conflicts of interest. None of the boards of directors has members
representing labour unions or government appointed members of parliament. These

results are shown in Table 5.24.

Table 5.24 Composition of the board

Directors on Board Yes No Total
No. % No. % No. %
Accountant/Lawyer 127 94 9 6 136 | 100
Representative of a financial institution 48 35 88 65 136 | 100
Representative of a customer company 9 7 126 | 93 135 | 100
Representative of a labor union 0 0 136 | 100 | 136 | 100
Representative or member of 88 65 48 35 136 | 100
controlling shareholder’s family
Representative of a supplier 8 6 128 | 94 136 | 100
Government appointee-member of 0 0 135 | 100 | 135 | 100
parliament
Government appointee-public service 22 16 112 84 134 | 100
Government appointee-other 12 9 124 | 91 136 | 100

Note: Data drawn from Question 15 (members of the board).
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5.9 Board function and responsibilities

Nam (2004) suggested that compiling detailed minutes of board meeting discussions
and meaning may encourage independent directors to behave more independently
and enhance their performance. The Organisation for Economic Co-operation and
Development (OECD) (2004) also included independence of directors in the OECD
Principles as an important characteristic of good corporate governance. With this in
mind, questions were asked about the frequency and length of board meetings, and
attendance at these meetings. Details in Table 5.25 show that 73% of the boards were
meeting 4-8 times per year, 18% were meeting 9-12 times per year, and 8% were

meeting more than twelve times per year (more frequently than monthly).

Table 5.25 Frequency of board meetings

Number of times Board meets per year Frequency Percentage
Less than 4 times 1 1

4-8 times 99 73

9 - 12 times 25 18
More than 12 times 11 8
Total 136 100

Note: Data drawn from Question 16 (frequency of board meeting).
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Table 5.26 shows the duration of board meetings. Most of the respondents have
meetings lasting between one and three hours (82%), and 16% have meetings of
longer than 3 hours. This time space is likely to be adequate for directors to have
enough time to adequately discuss all important issues, and this is likely to enhance

their corporate governance performance.

Table 5.26 Length of board meeting

Duration of Board meeting Frequency Percentage
Less than 1 hour 3 2
1-2 hours 55 41
2-3 hours 56 41
More than 3 hours 22 16
Total 136 100

Note: Data drawn from Question 17 (length of board meeting).
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Most of the respondent companies in this study have board meeting attendance rates
exceeding 80%. 90 of 136 (66%) of the respondents achieved an attendance rate of
90-100%. 37 of 136 (27%) of the respondents attended 80-89% of board meetings.
Board meeting attendance is likely to have a positive impact on corporate

governance performance of directors. These results are shown in Table 5.27.

Table 5.27 Board meeting attendance rate

Board meeting Frequency Percentage
90-100% 90 66
80-89% 37 27
70-79% 8 6
60-69% 1 1
Total 136 100

Note: Data drawn from Question 18 (board meeting attendance rate).

Data on the functions of boards of directors are presented in Table 5.28. Most
respondents agreed the boards are actively involved in formulating long-term
strategies (mean scores = 4.49, minimum = 1, maximum = 5); they play an important
role in selecting, monitoring, and replacing the CEO (mean scores = 4.19,minimum =
1, maximum = 5); they seriously review key executive and director remuneration
(mean scores = 3.98, minimum = 1, maximum = 5); effectively oversee potential
conflicts of interest including related-party transactions (mean scores = 4.52,
minimum = 3, maximum = 5); ensure the integrity of the firm’s financial reporting
(mean scores = 4.73, minimum = 3, maximum = 5); ensure proper disclosure and
actively communicate with shareholders and stakeholders (mean scores = 4.63,

minimum = 2, maximum = 5); and, ensure the effectiveness of various corporate
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governance practices (mean scores = 4.45, minimum = 2, maximum = 5). All
responses support corporate governance variables specified in the OECD Principles

(OECD, 2004).

Table 5.28 Function of boards

N Minimum | Maximum Mean S.D.

-Actively formulates long-term 132 1 5 4.49 .786
strategies
-Plays an important role in 131 1 5 4.19 978
selecting, monitoring, replacing
CEO

-Seriously reviews key 130 1 5 3.98 1.151
executive and director
remuneration
-Effectively oversees potential 132 3 5 4.52 .586
conflicts of interest including
related-party transactions
-Ensures the integrity of the 132 3 5 4.73 480
firm’s financial reporting
-Ensures proper disclosure and 132 2 5 4.63 .558
actively communicates with
shareholders and stakeholders
-Ensures the effectiveness of 132 2 5 4.45 745
various corporate governance

practices

Note: -A five-point scale (1 = strongly disagree to 5 = strongly agree)
- Data drawn from Question 34 (roles of board).
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Respondents believe that the main responsibilities of the board of directors is to
review financial reports prepared by top management (mean scores = 4.66, minimum
= 1, maximum = 5). Return on assents (ROA) and Return on investment (ROI)
capital are regularly reviewed in board meetings (mean scores = 4.17, minimum = 1,
maximum = 5). Cash flows are regularly discussed in board meetings (mean scores =
4.13, minimum = 1, maximum = 5). ROI of large individual investments are
regularly monitored by the board (mean scores = 4.23, minimum = 1, maximum = 5).
The board closely monitors top management's strategic decision making (mean
scores = 4.12, minimum = 2, maximum = 5). The board formally evaluates
performance of top management in regularly held feedback meetings (mean scores =
3.8, minimum = 1, maximum = 5). The board usually defers to the CEO's judgment
on final strategic decisions (mean scores = 3.41 minimum = 1, maximum = 5). The
board is actively involved in shaping company strategy (mean scores = 4.15,
minimum = 1, maximum = 5). The board and top management meet often to discuss
the company’s future strategic choices (mean scores = 4.36, minimum = 2, maximum
= 5). Board members give top management sufficient counsel on company strategy
(mean scores = 4.10, minimum = 2, maximum = 5). Directors provide advice and
counsel to top management in discussions outside board meetings (mean scores =
3.96, minimum = 1, maximum = 5). All respondents indicate support for the roles of
board directors. These results support Limpaphayom and Connelly’s (2004)
prediction that, these board activities supports the practice of good corporate

governance within companies. These results are shown in Table 5.29.



Table 5.29 Responsibilities of boards of directors

136

N Minimum | Maximum | Mean S.D.
-Financial reports are reviewed 132 1 5 4.66 675
-Criteria such as ROA and ROI | 133 1 5 4.17 1.026
are regularly reviewed
-Cash flows are discussed 134 1 5 4.13 987
-ROI are regularly monitored 133 1 5 4.23 950
-Top management's strategic 135 2 5 4.12 .847
decision making is monitored
-Performance of top management | 133 1 5 3.8 1.013
is evaluated
-The board usually defers to the | 128 1 5 3.41 1.031
CEO's judgment on final
strategic decisions
-The board is actively involved in | 135 1 5 4.15 .885
shaping company strategy
-The board and top 132 2 5 4.36 .764
management meet often to
discuss operations
-Board members give top 134 2 5 4.10 784
management sufficient counsel
on company strategy
-Directors provide advice and 134 1 5 3.93 927
counsel to top management in
discussions outside board
meetings

Note: - A five-point scale (1 = strongly disagree and 5 = strongly agree)
- Data drawn from Question 20 (function of board).



137

5.10 Qualifications of board members

It appears that Thai companies recognise the importance of on-going training. While,
many Thai directors hold a Thai Institute of Directors (I0D) certificate, 63% of all
directors of respondent companies do not hold a Thai Institute of Directors (I0D)
certificate. However, more than 87% of respondent companies provide their directors

with education and training relating to corporate governance.

The positions of CEO and board chairman are largely separate (87% of responding
companies). Pease and McMillan (1993) found that separation of the roles of board
chairman and chief executive officer enhances the independence of the board whilst

maintaining a series of checks and balances. These results are shown in Table 5.30.

Table 5.30 Qualification of board members

Yes No Total
No. | % No. % No. | %
Do all directors hold a Thai 50 37 86 63 136 | 100

Institute of Directors (IOD)

certificate?

Is education or training for directors | 116 | 87 18 13 | 134 | 100
relating to corporate governance
provided?

Are the Chairman and CEO the 17 13 119 | 87 | 136 100

same person?

Note: Data drawn from Question 19 (board qualification).
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5.11 Audit committee

Table 5.31 shows the minimum number of audit committee membership is three and
the maximum number of members of the audit committee is five. 92% of respondent
companies have three members, 5% of respondent companies have four members,
and 3% of respondent companies have five members. This satisfied the minimum
requirement of the rules governing the number of independent directors set by the
SET and as reported by Nam and Lum (2005) that the number of independent
directors should make up at least 50 percent or least three of the total number of

board members. These results are shown in Table 5.31.

Table 5.31 Members on the audit committee

Number on audit committee Frequency Percentage
3 124 92
4 7 5
More than 4 4 3
Total 135 100

Note: Data drawn from Question 21(member on the audit committee).
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Most of the respondent companies (77%) have more than two non-executive
directors on the audit committee. Only 3% of companies have two non-executive
directors on the audit committee, and 20% do not have non-executive directors on
the audit committee. These results indicate that more than two non-executive
directors on the audit committee is a positive indicator for the enhancement for

corporate governance in Thai companies. These results are shown in Table 5.32.

Table 5.32 Non-executive directors on the audit committee

Number of non-executive directors Frequency Percentage
None 26 20
1 0 0
2 4 3
More than 2 103 77
Total 133 100

Note: Data drawn from Question 22 (members of non-executive directors on the
audit committee).
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Table 5.33 shows the frequency of audit committee meetings. 81% of the
respondents had audit committees that were meeting between 4-8 times per year.
14% were meeting 9-12 times per year and only 5% were meeting less than 4 times
per year. The frequency of meetings is likely to be a factor in effective monitoring of
performance and should enhance corporate governance (Nam and Lum, 2005). These
results indicate that audit committee meetings are held frequently and is a positive

indicator for the enhancement of corporate governance in Thai companies.

Table 5.33 Frequency of audit committee meetings

Audit committee meeting Frequency Percentage
Less than 4 times 6 5
4 — 8 times 109 81
9 —12 times 19 14
More than 12 times 0 0
Total 134 100

Note: Data drawn from Question 23 (frequency of audit committee meeting).
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5.12 Independence of Audit committee

The overwhelming majority of audit committees (99%) have at least one member
who is an accounting or finance specialist. This positions the board well to
understand financial information and should lead to improvements in corporate
governance performance. 17% of respondents are also members of the audit
committee of a company outside the organisation indicating that they are likely to
have had exposure to corporate governance processes in more than one setting. This
may lead to and facilitate the transfer of corporate governance processes into their

own organisations. These results are presented in Table 5.34.

Table 5.34 Independence of audit committee

Yes No Total

No. | % | No. | % | No | %
Does the audit committee have at 131 |99 2 1 133 | 100
least one member who is qualified in
accounting or finance?
Are you a member of the audit 23 17 111 | 83 134 | 100
committee of a company outside this
organisation?

Note: Data drawn from Question 24 (audit committee qualification), Question 25
(audit committee outside organisation).
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5.13 Disclosure and transparency

The data in Table 5.35 show that most companies disclose major corporate
information in their annual report. They also provide semi-annual and quarterly
financial statements. Financial statement information is disclosed on the main
company web site. One of the six OECD Principles (OECD, 2004) is the requirement
to provide adequate disclosure, and Thai companies appear to have embraced this

Western-style guideline.



Table 5.35 Disclosure and transparency (%)
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Information disclosed Web Site Annual Report No Disclosure

Yes No Yes No Yes No

Semi-annual financial 79.8 120.2 |24.0 |760 |7.8 92.2

statements

Quarterly financial statements 84.6 | 154 |21.5 |78.5 |4.6 95.4

Consolidated financial 69.5 |30.5 | 809 |19.1 |23 97.7

statements

Major share ownership and 474 |52.6 |80 |12.0 |23 97.7

voting rights

Self-dealing (related-party) 43.5 (565 |90.1 |99 4.6 95.4

transactions

Names of board members 63.7 1363 |94.1 |59 0 100.0

Directors selling or buying of 45.1 | 549 |56.6 |434 |18.0 |82.0

shares in the company

Resume/background of 40.7 1593 919 |8.1 2.2 97.8

directors

Remuneration of directors 29.6 704 1933 [6.7 4.4 95.6

Fees paid to external auditors, 269 |73.1 | 881 |11.9 |9.0 91.0

advisors, and other related

parties

Major contingent liabilities such | 27.9 | 72.1 | 86.0 | 14.0 | 10.1 | 89.9

as cross-guarantees of debt

Policies on risk management 23.7 | 763 |95.6 |44 3.7 96.3

and the company objectives

Significant changes in 276 | 724 |169.8 [30.2 |21.6 |78.4

ownership

Material issues regarding 225 | 775 |79.1 209 |163 |83.7

employees and other

stakeholders

Governance structures and 33.1 {669 |91.7 |83 6.0 94.0

policies

Extent to which corporate 27.5 | 725 |91.6 |84 7.6 92.4

governance practices conform

to established standards

Note: Data drawn from Question 26 (disclosure and transparency).
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51% of the respondent companies note that their web sites have limited information
in English. Iskander and Chamlou (2000) suggested that disclosure is likely to be
important to foreign investors as it provides confidence in the corporate system.
Thus, this result does not provide strong evidence of the adoption of the OECD

(2004) principle of disclosure and transparency. These results are shown in Table

5.36.
Table 5.36 Language disclosure
Language Yes No Total
Available in local language 95 5 100
Available in English 91 9 100
Available with limited information in English 51 49 100

Note: Data drawn from Question 27 (language disclosure).
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5.14 Shareholder rights

Table 5.37 shows the data relating to shareholder rights. This question was ranked on
a five-point scale (1 = strongly disagree and 5 = strongly agree). Within any class, all
shareholders have the same right to dividends (mean scores = 4.79, minimum = 1,
maximum = 5), and the same voting rights (mean scores = 4.69, minimum = 1,
maximum = 5). Lease, McConnell, and Mikkelson (1983, 1984), DeAngelo and
DeAngelo (1985), and Zingales (1995) pointed out that in the USA the protection of
shareholder rights is most typically accomplished through ownership of shares of
common stock, affording all shareholders equal rights. The results show that Thai
companies provide protection of shareholder rights. This outcome is positive for the

state of corporate governance in Thai compaies.

Adequate opportunity is given for asking questions and placing issues at
shareholders’ meetings (mean scores = 4.75, minimum = 3, maximum = 5). Process
and procedures for general shareholder meetings allow for equitable treatment of all
shareholders (mean scores = 4.73, minimum = 3, maximum = 5). All shareholders
of the same class are treated equally (mean scores = 4.64, minimum = 2, maximum =
5). Shareholders elect members of the board (mean scores = 3.3, minimum = 1,
maximum = 5). Dyck and Zingales (2002) found that private benefits vary greatly
around the world and that they are quite significant in some countries. They also
found that the individual voting premiums are negatively related to the degree of
investor protection in the country. In countries where investors are less well
protected by law, controlling shareholders can and do extract larger private benefits

of control.



Table 5.37 Shareholder rights
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N

Minimum

Maximum

Mean

S.D.

-Shareholders have secure
methods of ownership
registration

-Shareholders obtain relevant
information about the company
on a timely and regular basis
-Shareholders elect members
of the board

-Shareholders share in the
profits of the company

-All shareholders of the same
class are treated equally
-Within any class, all
shareholders have the same
voting rights

-Within any class, all
shareholders have the same
right to dividend

-Process and procedures for
general shareholder meetings
allow for equitable treatment
of all shareholders

-Members of the board and
managers required to disclose
any material interests in
transactions or matters
affecting the shareholders
-Shareholders are provided with
adequate information on the
agenda items of the
shareholders’ meeting
-Adequate opportunity is
given for asking questions and
placing issues at shareholders’
meetings

-It is not difficult to discover
how much equity ownership
the major shareholders control
(including the equity shares of
companies they control)

130

131

131

131

131

131

131

131

130

131

131

127

3

5

4.49

4.63

3.30

4.62

4.64

4.69

4.79

4.73

4.62

4.63

4.75

3.96

.662

.599

1.471

907

.633

755

.604

527

.601

.598

486

1.330

Note: -A five-point scale (1 = strongly disagree and 5 = strongly agree)
-Data drawn from Question 28 (shareholder rights).
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The results presented in Table 5.38 indicate that Thai companies are largely
complying with the rules on shareholder meetings. This finding supports the
conclusion that Thai companies are actively supporting and implementing good
corporate governance structures. Data on the rules of shareholders’ meeting are
presented in Table 5.38. 95% of the respondent companies have the one-share one-
vote rule. 85% of the respondents disclosed details of directors to be elected before
the shareholders’ meeting, 64% have a remuneration committee, and 44% have a
nomination committee. The OECD Principles state that a corporate governance

framework should ensure the equitable treatment of all shareholders (OECD, 2004).

Table 5.38 Shareholders’ meetings

Rules Yes No Total

No.| % | No.| % | No. | %

One-share one-vote 124 | 95 7 5 131 | 100

Remuneration committee 84 64 48 36 | 132 | 100

Nomination committee 57 44 73 56 | 130 | 100

Details of directors to be elected are 111 | 85 19 15 130 | 100

disclosed, before the shareholders’

meeting

Note: Data drawn from Question 29 (the rules shareholders’ meeting).
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More than 68% of shareholders’ meetings have a duration of greater than one hour;
and 29% of shareholders’ meetings run for more than 30 minutes but less than one
hour. This is likely to provide an adequate opportunity for shareholders to ask
questions about corporate policy and annual report data. This practice is likely to
mean that adequate disclosure occurs and transparency exists, and is, according to
OECD Principles (2004), a further indication of good corporate governance. The

results are shown in Table 5.39.

Table 5.39 Length of shareholder meetings

Frequency | Percentage
Less than 30 minutes 3 3
More than 30 minutes and less than 1 hour 39 29
1-2 hours 65 48
More than 2 hours 28 20
Total 135 100

Note: Data drawn from Question 30 (length of shareholders’ meeting).
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Table 5.40 shows the possibility of the director candidates, proposed by the
management of the responding companies, failing to be elected at the shareholders’
meeting. The majority of the respondent companies (72%) indicated that director
candidates are rarely rejected at the sharecholders’ meeting. 16% of the respondent
companies believe that it is unthinkable for the directors’ candidates to fail to be
elected at the shareholders’ meeting. This finding indicates the strength of the
directors in matters of governance. Solomon and Solomon (2004) indicated that if
directors have significant power, there is a potential for a management/shareholder
agency problem to exist. This finding reflects the strength of the directors’ power
relative to that of the shareholders. This may be a fruitful issue for future corporate
governance research.

Table 5.40 The rejection of management’s candidates for directorship

Frequency Percentage
Sometimes 17 12
Rarely 97 72
Unthinkable 21 16
Total 135 100

Note: Data drawn from Question 31 (the directors candidates by management).
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5.15 Effectiveness of the board of directors

In regards to the selection of independent directors, 52% of responding companies
said the board of directors has the strongest voice in selecting independent directors.
47% of respondents said that in their companies the independent directors were
selected by shareholders, and only 1% of respondents indicated that the independent

directors were selected by CEOs. The results are shown in Table 5.41.

Table 5.41 The selection of independent directors

Position Frequency Percentage
Board of directors 70 52
CEOs 1 1
Shareholders 64 47
Total 135 100

Note: Data drawn from Question 32 (the selection of independent directors).
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The strongest authority in removing a poorly performing CEO and selecting a new
CEO belongs to the board of directors (87%). This is followed by shareholders
(43%) and major shareholders (6%). Clearly, shareholders’ discontent with a poorly
performing CEO is acknowledged and acted upon. This result further confirms
earlier findings in this study, that shareholders’ rights are supported by Thai

companies. These results are shown in Table 5.42.

Table 5.42 Authority to remove a poorly performing

CEOQO, and select a new CEO
Position Frequency Percentage
Yes No Yes No
The board of directors 115 18 87 13
Shareholders 56 77 43 57
Other 8 125 6 94

Note : Data drawn from Question 33 (remove and select a new CEO).
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Table 5.43 shows the effectiveness of the company’s board of directors. This
question was ranked on a five-point scale (1 = not useful and 5 = useful). Mean
scores, and minimum and maximum scores are presented in Table 5.43. Pease and
McMillan (1993) found that separation of the roles of board chairman and chief
executive officer enhances the independence of the board whilst maintaining a series

of checks and balances.

Respondents also believe that the timely provision of relevant information to the
directors is very important, (mean scores = 4.63, minimum = 3, maximum = 5), as is
providing education programs and adopting codes of conduct for directors (mean
scores = 4.40, minimum = 2, maximum = 5), a formal annual evaluation of the board
and directors (mean scores = 4.31, minimum = 2, maximum = 5), and a formal
evaluation of the CEO by the board (mean scores = 4.35, minimum = 2, maximum =
5) better disclosure of board activity (mean scores = 4.32, minimum = 1, maximum =
5). All these responsibilities of the board were identified in the OECD Principles
(2004) as important components of a corporate governance framework that should

ensure the effective monitoring of management by the board and timely disclosure.

Respondents did not appear to support the provision of better compensation to
independent directors, and link it to firm performance (mean scores = 3.72, minimum

= 1, maximum = 5) as the most desirable way to ensure board effectiveness.



Table 5.43 The effectiveness of a company board of directors
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N Minimum | Maximum | Mean S.D.
-Selecting more, better 134 1 5 4.62 .635
qualified, truly independent
directors
-Separating the CEO from the 134 1 5 4.58 .652
board chairman position
-Timely provision of relevant 134 3 5 4.63 .556
information to the directors
-Providing education programs 134 2 5 4.40 705
and adopting codes of conduct
for directors
-Formal annual evaluation of 134 2 5 4.31 768
the board and directors
-Formal evaluation of the CEO 134 2 5 4.35 758
by the board
-Giving independent directors 134 1 5 3.72 1.148
better compensation and
making it directly linked to
firm performance
-Better disclosure of board 134 1 5 4.32 762

activity

Note: -A five-point scale (1 = not useful and 5 = useful)
-Data drawn from Question 35 (the effectiveness of the company board of

directors).




154

5.16 Improvement of corporate governance in Thailand

Table 5.44 shows the respondents’ beliefs in relation to improvement in the standard
of business ethics and corporate governance in Thailand over the last five years.
Most respondents agreed that overall, corporate governance in Thailand had
improved (97%). 72% of respondents believed it had improved considerably, and
only 25% of respondents believed that, generally, little improvement had occurred.
These results support the view of Limpaphayom and Connelly (2004) who said that

corporate governance in Thailand has improved since the financial crisis.

Table 5.44 The standard of business ethics and corporate governance

Frequency Percentage
Improved considerably 98 72
Improved a little 34 25
Remained largely unchanged 1 1
Deteriorated slightly 1 1
Deteriorated a lot 0 0
Unsure 1 1
Total 135 100

Note: Data drawn from Question 40 (the standard of business ethics and corporate

governance).
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The majority of respondents (87%) show that the state of the corporate governance
regime in Thailand provides an incentive for foreign investment in Thailand.
National Corporate Governance Committee (NCGC) (2005) stated that corporate
governance ensures transparency and stakeholders are less likely to take risks with an
organisation without a good corporate governance structure. Iskander and Chamlou
(2000) argued that improved transparency and good corporate governance structures
are likely to provide an inducement to foreign investors. These results, shown in
Table 5.45, provide further general indicators that corporate governance in Thailand

is both improving, and seen to be improving.

Table 5.45 Improved corporate governance is an incentive for investment

Frequency Percentage
Yes 117 87
No 1 1
Unsure 16 12
Total 134 100

Note: Data drawn from Question 41 (incentive for investment).
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Table 5.46 shows that respondents think companies should initiate further
improvements in corporate governance. They consider the most important
institutions in relation to promoting improved corporate governance are the SET
(81%), the Thai Securities and Exchange Commission (SEC) (86%), and the Thai
Institute of Directors (IOD) (61%). The respondents revealed a strong belief that
professional societies such as accounting and audit, civil (minority shareholder)
activists, and the judiciary, were less important in initiating corporate governance in
Thailand. In contrast, Nam and Nam (2004) found that outside directors and

professional societies such as accounting and audit staffs are most important.

Table 5.46 Initiate improvements in corporate governance

Organization Yes No Total
N |% [N |% |N %

The Stock Exchange of Thailand (SET) 108 |81 |25 |19 [133 | 100
Thai Securities and Exchange Commission(SEC) | 115 |86 |18 |14 | 133 | 100
Corporate Governance Center (CGC) 44 (34 |88 |66 | 132 | 100
Federation of Accounting Professions 55 (42 |77 |58 | 132 | 100
Thai Government Regulation Board 51 139 |81 |61 132 | 100
National Corporate Governance Committee(NCGC) | 62 |47 |70 |53 | 132 | 100
Institute of Internal Auditors Thailand (ITAT) 47 136 |85 |64 | 132 | 100
Thai Institute of Directors (I0D) 81 |61 |51 |39 |132 | 100
Civil (minority shareholder) activists 23 |17 | 109 |83 [ 132 | 100
Professional societies accounting and audit 33 125 |99 |75 (132 | 100
The judiciary 14 |11 | 11889 | 132 | 100
Outside directors 40 |30 |92 |70 | 132 | 100

Note: Data drawn from Question 42 (who initiates corporate governance).
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The respondents identified the various tasks to improve corporate governance that

their companies are undertaking including improving internal corporate governance

mechanisms (79%), and enhancing the standards of accounting and auditing and

disclosure (72%). Importantly, only 21% of respondents indicated their belief that

reducing ownership concentration is likely to be effective for better corporate

governance in Thailand. In contrast, Claessens, Djankov, and Lang (2000) and

Claessens, et al. (2002) noted that owners often enhance their control rights through

cross-shareholdings and pyramidal structures. Other studies in East Asia have also

found that corporate governance factors affect firm valuation (Mitton, 2002; Lins,

2003; Zhuang, et al., 2000). These results are shown in Table 5.47.

Table 5.47 Tasks for better corporate governance

Tasks Yes No Total

N % [N |% N | %
Making the internal corporate governance 104 |79 |27 |21 131 | 100
mechanisms (such as shareholder participation
and the role of the board) work better
Enhancing the standards of accounting, 94 |72 |37 |28 |131 100
audit and disclosure
Conducting and publicising corporate 64 |49 |67 |51 |131 100
governance ratings
Reducing ownership concentration 28 (21 | 10379 |131 100

Note: Data drawn from Question 43 (effective for better corporate governance).
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In Table 5.48 the respondents compared corporate governance in their company with
other listed companies. 52% of all respondents said that their company is about the
same, or comparable with other companies, while 42% say that their company is
much better. When comparing their own companies’ corporate governance with that
of five years earlier, most respondents said that it is much better (89%). This is
consistent with the overall response to question 40 when respondents indicated their
belief that corporate governance in Thai companies had improved. This finding
further confirms Nam’s (2004b) view that corporate governance in Thailand is better

since the financial crisis.

Table 5.48 Compare corporate governance

Frequency Percentage
Corporate governance in your company
compared with other listed companies
e  Much better 54 42
e About the same 67 52
e Much worse 8 6
Compare your company’s current
corporate governance practices with those
of five years ago
e Much better 117 89
e About the same 13 9
e Much worse 7 D)

Note: Data drawn from Question 44 (compare corporate governance).
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Table 5.49 shows the benefits to companies if corporate governance in Thailand

improves. 91% of respondents agreed that corporate credibility would increase if

corporate governance improved; 62% agreed corporate governance would improve

access to new capital; and 54% agreed that the numbers of long-term investors would

increase. However, 90% of respondents did not agree that corporate governance

reduced political or regulatory intervention. This is an important outcome as it

suggests that regulatory costs would remain high whether corporate governance is

poor or good.

Table 5.49 Benefits of corporate governance in Thailand

Benefits of corporate governance Yes No Total
N % [N |[% [N | %
Improved access to new capital 8 |62 |50 |38 |133 100
Increased number of long-term investors 72 |54 |61 (46 | 133|100
Increased share liquidity 18 |14 |115|86 | 133|100
Reduced share price volatility 32 (24 10176 |133 100
Reduced political or regulatory intervention 15 |10 | 118 190 | 133|100
Reduced cost of capital 27 120 | 106 |80 |133|100
Increased credibility 121 (91 |12 |9 133 | 100
Increased price/earnings ratio 38 |28 |95 |72 | 133|100
Increased share value 57 |43 |76 |57 | 133|100
Other 8 6 125194 | 133 | 100

Note: Data drawn from Question 45(Benefit of corporate governance in Thailand).
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5.18 The standard of corporate governance in Thailand

Further beliefs about the standard of corporate governance in Thailand are
summarised in Table 5.50. These questions (40, 46) were ranked on a five-point
scale (1 = strongly disagree and 5 = strongly agree). Respondents believe that the
standard of business ethics and corporate governance have improved over the last
five years (mean scores = 1.33, minimum = 1, maximum = 5). They also believe that
the standard of corporate governance is not yet on a comparable level with the USA,
UK and Australia (mean scores = 2.94, minimum = 1, maximum= 5). Corporate
governance compared with Asian countries (mean scores =3.56, minimum = 1,
maximum = 5). Nam (2004b) stated that the standard of corporate governance in
Thailand is the same Asian countries. However, corporate governance in Thailand
does not compare with the standard in western countries such as the USA, UK or
Australia.

Table 5.50 The standard of corporate governance in Thailand

N Minimum | Maximum | Mean S.D.

-The standard of business ethics 135 1 5 1.33 .656
and corporate governance in
Thailand has improved over the
last five years

-The standard of corporate 131 1 5 2.94 901
governance in Thailand is
comparable to that of the USA,
UK or Australia

-The standard of corporate 132 1 5 3.56 .822
governance in Thailand is high

among Asian countries

Note: -A five-point scale (1 = strongly disagree and 5 = strongly agree)
- Data drawn from Question 46, 40 (standard of corporate governance).
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5.19 Improvement in corporate governance

Table 5.51 presents results about improvement in corporate governance in Thailand.
A five-point scale (I = strongly disagree and 5 = strongly agree) was used in
measuring these responses. Respondents believe that the SET should adopt more
stringent listing standards (mean scores = 4.17, minimum = 1, maximum = 5); that
shareholders and regulatory authorities are demanding higher standards of corporate
governance (mean scores = 3.95, minimum = 2, maximum = 5). They also believe
that the interests of minority investors are adequately protected in Thailand (mean
scores = 3.92, minimum = 1, maximum = 5), and that minority investors in family-
controlled listed companies are equitably treated by controlling family shareholders

(mean scores = 3.27, minimum = 1, maximum = 5).

While they believe that the majority of listed companies in Thailand are taking
measures to strengthen corporate governance (mean scores = 3.62, minimum = 1,
maximum = 5), they also think that most listed companies in Thailand could be
doing more to strengthen corporate governance (mean scores = 3.57, minimum = 1,
maximum = 5). The OECD (2004) Principles state that the equitable treatment of
shareholders will improve corporate governance. These results suggest that Thai

companies have accepted and implemented this OECD Principle.



Table 5.51 Improvement in corporate governance in Thailand
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Improvements

N

Minimum

Maximum

Mean

S.D.

-The majority of listed
companies in Thailand are
taking measures to
strengthen corporate
governance

-Most listed companies in
Thailand could be doing
more to strengthen corporate
governance

-Shareholders and regulatory
authorities are demanding
higher standards of
corporate governance
-Minority investors in
family-controlled listed
companies are equitably
treated by controlling family
shareholders

-The SET should adopt more
stringent listing standards
-The interests of minority
investors are adequately

protected in Thailand

130

132

131

128

132

132

1

5

3.62

3.57

3.95

3.27

4.17

3.92

741

.884

753

976

167

930

Note: -A five-point scale (1 = strongly disagree and 5 = strongly agree)
- Data drawn from Question 46, 40 (improve of corporate governance).
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5.20 Enhancements in corporate governance

Table 5.52 shows the respondents’ views on potential enhancements to corporate
governance for Thailand. This question was ranked on a five-point scale (1 =
strongly disagree and 5 = strongly agree). Respondents’ believe that the selection and
appointment process of new directors to the board should be disclosed (mean scores
=4.72, minimum = 3, maximum = 5); The OECD Principles indicated that adequate
disclosure improves corporate governance (OECD, 2004) and that independent
directors should be independent of both management and substantial shareholders
(mean scores = 4.58, minimum = 2, maximum = 5). Pease and McMillan (1993)
found that separation of the roles of the board enhances the independence of the
board whilst maintaining a series of checks and balances. Independent directors
should make up at least one-half of the board (mean scores = 2.90, minimum =1,
maximum = 5). Nam and Lum (2005) point that low numbers of independent

directors has negative implications for corporate governance.
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Table 5.52 Possible enhancements in corporate governance for Thailand

N

Minimum

Maximum

Mean

S.D.

-Independent directors should
-make up at least one-half of the
board
-be independent of both
management and substantial
shareholders
-Companies should
-disclose more information about
the remuneration policy for
executive directors
-disclose the exact remuneration
of each director
-place a limit on the number of
non-executive directorships
in listed companies that can be
held by a person
-adopt a code of conduct/ethics for
all directors, officers and
employees
-The Chairman of the board should
be an independent director
-The board should
-appoint a lead independent
director when the Chairman is not
an independent director
-The selection and appointment
process of new directors to the board
should be disclosed
-The remuneration committee should
comprise entirely directors who are
independent from management and
substantial shareholders
-The audit committee should be
comprised entirely independent of
directors
-There should be a legal limit on the
number of non-executive directorships
in listed companies that can be held by
one person
-The Code of Corporate Governance
should contain different guidelines for
companies of different sizes (e.g.,
market capitalization, revenue)

134

133

134

134

134

133

133

131

133

133

133

132

134

2.90

4.58

341

3.52

4.27

4.05

4.35

3.82

4.72

3.77

3.63

4.44

3.31

1.262

.642

1.056

1.174

.860

.869

844

1.249

542

1.159

1.151

123

1.437

Note: -A five-point scale (1 = strongly disagree and 5 = strongly agree)

- Data drawn from Question 47 (enhancements in corporate governance).
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5.21 Performance of independent directors

Table 5.53 reports the finding is relation to tasks which could contribute to better
performance of independent directors. Most respondents indicated that independent
directors perform very well when they have a better knowledge of the business,
adequate preparation and active participation in board discussions (mean scores =
4.68). The respondents also indicate better attendance at board meeting (mean scores
= 4.64) and better awareness of fiduciary duties to all shareholders (mean scores =
4.64), including willingness to speak for minority shareholders would lead to
improved corporate governance performance (mean scores = 4.03). The results are
supported in the literature (Limpaphayom and Connelly, 2004) as indicators of good

corporate governance.

Table 5.53 Performance of independent directors

Tasks N Minimum | Maximum | Mean S.D.
-Better attendance rate at board 130 2 5 4.64 .584
meetings
-Better preparation for, and 130 3 5 4.68 517

more active participation in,
board discussion

-Better knowledge of the 130 2 5 4.68 529
business of the firm
-Better awareness of fiduciary 130 2 5 4.64 .610
duties to all shareholders
-Willingness to speak for 129 1 5 4.03 927

minority shareholders

Note: -A five-point scale (1 =not at all and 5 = very well)
- Data drawn from Question 48 (performance of independent directors).
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5.22 Impact of the implementation of corporate governance

Table 5.54 shows the impact of the implementation of corporate governance in
Thailand. This question was ranked on a five-point scale (1 = not important and 5 =
critically important). The greatest impact of the implementation of corporate
governance in Thailand was an improvement in transparency and disclosure (mean
scores = 4.75), followed by support from top management (mean scores = 4.68), and
the appointment of truly independent directors (mean scores = 4.65), as well as
checks and balances (mean scores = 4.64) and business ethics (mean scores = 4.64).
However, concentrated ownership does not score as highly (mean scores = 3.43).
This finding supports the literature (Claessens, Djankov and Lang, 2000) which
suggests that high ownership concentration is typically both a symptom and a cause
of weak corporate governance. The high concentration of ownership reduces the
effectiveness of some important mechanisms of shareholder protection, such as the
system of the board of directors, shareholder participation through voting during
shareholder meetings, transparency and disclosure. The cost of corporate governance
ratings (mean scores = 3.54) was seen as less important. Respondents may be

expressing a view that the benefits outweigh the costs.
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Table 5.54 Impact of the implementation of corporate governance in Thailand

Impact of corporate governance N Minimum | Maximum | Mean S.D.
-Knowledge of data requirements 130 2 5 4.62 .576
and collection processes

-Top management support 131 3 5 4.68 530
-Transparency and disclosure 130 3 5 4.75 454
-Checks and balances 130 3 5 4.64 .543
-High cost of corporate governance | 130 1 5 3.54 997
ratings

-Concentrated ownership 130 1 5 3.43 650
-Protection of shareholders’ rights 130 3 5 4.50 553
-True independent directors 130 3 5 4.65 781
-Employee involvement 130 1 5 4.13 .849
-Social responsibility 130 2 5 4.23 557
-Business ethics 130 3 5 4.64 .386

Note: -A five-point scale (1 = not important and 5 = critically important)
- Data drawn from Question 49 (impact of implementation).

5.23 Summary

The findings drawn from the analysis of questionnaire data, and reported in this
chapter, highlight the views of senior corporate managers of corporate governance in
Thailand. Many key findings were discussed in this chapter. First, most respondents’
backgrounds are banker/ financiers and accountants (97%) indicating their business
and educational background is likely to have been a positive factor in the
implementation of corporate governance by Thai companies. The ownership
structures of respondent companies indicates substantial levels of partial ownership,

but not control, by foreigners (56%). If the respondent companies are a family-based
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business group most of the respondents believe that the owners’ family negotiate

fairly with top management and share a common vision about the company.

Second, regarding the roles of CEOs and board, the results show most important
decisions are made by the board of directors (60%). The size of the board of directors
is large (76% have between 8-12 members, and 18% more than 12 members,
maximum is 18). Most boards have relatively few independent directors (56% have 3
independent), which may have adverse implications for the successful
implementation of a good corporate governance structure. The main function of the
board appears to be to review financial reports and ensure the integrity of the

company financial report.

Third, most audit committees (99%) have at least one member who is an accounting
or financial specialist and the audit committee meets frequently (4-8 times per year).
However, 17% of respondents are also members of the audit committee of a
company outside the organisation raising the possibility of conflict of interests.
Fourth, it was clear that adequate disclosure and transparency of major corporate
information in company annual report was occurring. Fifth, the results show that
shareholders have the same rights to dividends and voting rights and have adequate
opportunity to ask questions in shareholders’ meetings. Sixth, most respondents
agreed (97%) that corporate governance in Thailand had improved and also indicated
that the SET (81%) and the SEC (86%) are the most important organisations for the
promotion and improvement of corporate governance in Thailand. Finally, the
greatest impact of the implementation of corporate governance in Thailand was seen

in improved transparency and disclosure, followed by support from top management
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and truly independent directors, as well as the introduction of appropriate checks and

balances.

In the next chapter the discussions of the annual report data and the results of

proposition testing and interview data analysis are provided.
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Chapter 6
Results and Findings, Propositions and

Interview Data

6.1 Introduction

Chapter 5 provided the results of analysing data from questionnaires. In this chapter,
the annual report data and analyses are described. In addition, the interview results
are presented and discussed. This chapter also contains a report of the results of
testing the five research propositions. These propositions focus on the relationship
between corporate governance and each of: the Thai financial crisis; ownership
structure; regulation of listed companies in Thailand; the differences from Western
models of corporate governance in listed companies in Thailand; the differences in
information disclosure used to improve financial reports of Thai companies resulting
from the implementation of corporate governance; the different relevance of selected
performance measures to corporate governance in Thailand; and the differences in
measures of responses from different groups for strengthening corporate governance

in Thailand.

6.2 The annual report data analysis

The data from annual reports were used to analyse Return on Equity (ROE), Return

on Assets (ROA) and Tobin’s Q, across the study period January 1996 to December
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2005. The data were collected from the Stock Exchange of Thailand Information
Products (SETINFO) to support the analysis. This analysis relied on the market value
of equity, firm debt, and book value of total assets. Tobin’s Q was computed using
the measurement as refined by Maury and Pajuste (2004) the firm’s market value of

equity and book value of debt, divided by the book value of total assets.

The formulae for ROE, ROA, and Tobin’s Q used in this study are as follows:

ROE (Return on Equity) = Annual Net Income
Average Shareholders’ Equity
ROA (Return on Assets) = Annual Net Income
Total Assets
Tobin’s Q = Market value of equity + firm debt

Book value of total assets

Limpaphayom and Connelly (2004) studied the connection between corporate
governance and market performance as measured by Tobin’s Q and they produced a
corporate governance score that indicates the existence of good corporate
governance, and that corporate governance is improving. Wiwattanakantang (2000)
also studied the effectiveness of existing corporate governance mechanisms on
corporate performance using ROA and Tobin’s Q. In this study the measures ROA,
ROE, and Tobin’s Q are applied to corporate performance across the study period

and the results compared with the overall finding discussed in Chapter 5 that
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corporate governance in Thailand has improved since the Thai financial crisis in

1997.

6.2.1 ROA and ROE

Table 6.1 and Table 6.2 present the key financial ratios of all listed companies on
The Stock Exchange of Thailand (SET) by year and industry. Corporate profitability
is measured by ROA and ROE. Following Wiwattanakantang (2000) improvement in
corporate profitability as measured by ROA and ROE are indicators of corporate
governance. As shown in Table 6.1 by early 1997 the averages for the two
accounting profit ratios, ROA and ROE, had deteriorated. This trend continued until
2000. Across this time period, Thai corporate regulators were engaged in the
installation and promotion of corporate governance regulations, and companies in the
implementation of structures and processes. ROA dipped from 5.86 in 1996 to -3.51

in 1999. ROE similarly fell from 8.06 in 1996 to -45.73 in 1999.

Upward trends for ROA and ROE commenced in 2000, and then stalled in 2004.
These results indicate an improvement in corporate performance from 2000 to 2004.
From 2004 the performance appears to have stabilised. These is a similar trend
between corporate performance, as measured by ROA and ROE and corporate

governance across the study period.
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ROA | TOTAL | AGRO | CON | FIN |IND |PRO |RES |SER | TECH
1996 5.86 9.47 262 |-0.09| 937 | 338 | 579 | 9.05 9.17
1997 -0.89 8.86 24 |-1.63| 0.81 | 026 | 431 | -3.56 | 1.78
1998 -1.2 16.27 | 11.92 | -6.11 | 13.59 | 4.58 | 15.6 | 13.47 | 8.27
1999 -3.51 1398 | 1.08 | -567| 192 | 092 | 845 | 3.94 3.17
2000 -0.8 10.75 | 4.87 | -1.85] -456 | 1.51 | 9.03 | 1.26 7.27
2001 1.86 11.91 82 [-009| 686 | 623 | 753 | 6.34 7.92
2002 3.27 9.78 382 | 035 | 891 | 8.68 | 15.88 | 9.98 8.7
2003 4.21 8.18 2.08 | 0.88 | 10.74 | 11.52 | 18.26 | 10.27 | 11.59
2004 5.64 6.2 897 | 1.51 | 15.86 | 12.6 | 20.23 | 11.3 | 11.94
2005 5.71 10.4 8.1 1.74 | 855 | 10.03 | 19.83 | 8.96 | 10.23

Note: 1. Data from Stock Exchange of Thailand (SET)
:2.ROA(Return on Asset),Total(Stock Exchange of Thailand), AGRO(Agro & Food

Industry), CON(Consumer products), FIN(Financial), IND(Industrials), PRO(Property&

Construction), RES(Resources), SER(Services), TECH(Technology).

Table 6.2 Average values of ROE by year and industry

ROE TOTAL | AGRO CON FIN IND PRO RES SER TECH
1996 8.06 8.34 3.27 -1.1 8.82 1.73 | 11.38 | 18.45 12.59
1997 -75 -28.6 | -73.44 | -31.53 | -155 | -108.9 | -54.53 | -74.83 | -181.16
1998 | -27.51 23.07 | 17.53 | -93.94 | 395 | -2.94 | 2851 | 41.03 27.15
1999 | -45.73 17.67 | -7.62 |-83.86 | -10.51 | -19.58 | 5.29 | -3.65 -3.92
2000 -9.3 1192 | 293 | -2.12 | -56.11 | -10.65 | 9.3 -9.46 17.29
2001 17.63 15.15 | 10.07 | 25.15 | 5.05 9.27 | 1292 | 11.72 11.15
2002 17.62 12.75 1.33 4.8 13.53 | 19.83 | 28.52 | 29.01 10.63
2003 20.1 12.12 | -0.32 | 10.58 | 16.78 | 23.05 | 30.17 | 17.17 22.14
2004 21.67 7.99 10.28 | 15.17 | 25.42 | 20.66 | 33.42 | 18.44 20.11
2005 20.98 14.75 8.83 | 15.68 | 12.38 | 14.44 | 329 | 14.77 15.48

Note: 1. Data from Stock Exchange of Thailand (SET)

: 2.ROE (Return on Equity),Total(Stock Exchange of Thailand), AGRO(Agro & Food
Industry), CON(Consumer products), FIN(Financial), IND(Industrials), PRO(Property&

Construction), RES(Resources), SER(Services), TECH(Technology).
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6.2.2 Tobin’s Q

Tobin’s Q is a measure of market performance and is calculated for the purposes of
this study as the ratio between the market value of equity plus firm debt divided by
the book value of total assets. It is widely used in finance research as a measure of
managerial performance (Limpaphayom and Connelly, 2004). Table 6.3 shows the

Tobin’s Q values for this study.

Wiwattanakantang (2000) studied the effectiveness of the existing corporate
governance mechanisms on corporate performance using ROA and Tobin’s Q.
Limpaphayom and Connelly (2004) studied the connection between corporate
governance and market performance as measured by Tobin’s Q, and suggested that
Tobin’s Q is an indicator of good corporate governance in Western systems. Brown
and Caylor (2004) examined return on equity (ROE) and observed that better

governance as measured by ROE is associated with corporate performance.

Evans, Evan and Loh (2002) suggested that if a firm’s Tobin’s Q is greater than 1, it
indicates that investors have a positive outlook for the firm’s growth opportunities
and it implies that the firm is implementing a growth strategy. On the other hand, a
ratio below 1 show that investors have negative growth expectations and the firm
should not reinvest in the same stock of assets. A good or improving investment
opportunity is regarded as an indicator that firm is exhibiting, or has embedded, good

corporate governance principles and structures.
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Table 6.3 presents average values for Tobin’s Q for industry groups across the period
2001 to 2005. Average values of Tobin’s Q greater than 1, indicate that the industry
group represents a positive investment opportunity, and following Limpaphayom and

Connelly (2004), by implication, exhibits good corporate governance.

Table 6.3 Average values of Tobin’s Q by year and industry

Tobin’s Q | TOTAL | AGRO | CON | FIN IND PRO | RES SER TECH
2001 1.058 | 0.994 | 0.745 | 1.002 | 0.990 | 0.365 | 1.149 | 1.079 | 1.399
2002 1.067 | 0.997 | 0.844 | 1.000 | 1.096 | 1.223 | 1.129 | 1.151 | 1.243
2003 1.288 | 1.153 | 1.025 | 1.061 | 1.827 | 1.740 | 1.989 | 1.494 | 2.233
2004 1.194 | 1.072 | 0.848 | 1.033 | 1.477 | 1.397 | 1.588 | 1.289 | 1.719
2005 1.190 | 1.153 | 0.869 | 1.032 | 1.182 | 1.403 | 1.587 | 1.242 | 1.677

Note: 1. Data from Stock Exchange of Thailand (SET)
: 2. Total (Stock Exchange of Thailand), AGRO (Agro & Food Industry), CON
(Consumer products), FIN(Financial), IND(Industrials), PRO(Property &
Construction), RES(Resources), SER(Services), TECH(Technology).

6.2.3 Descriptive statistics for ROA, ROE and Tobin’s Q (1996-2005)

In Table 6.4 descriptive statistics of ROA, ROE and Tobin’s Q during the period
1996-2005 are presented. Data from public resources for the computation of Tobin’s
Q are unavailable for the period 1996-2000. Therefore, in this study ROA and ROE
are measured across the period 1996-2005, and Tobin’s Q is measured across the
period 2001-2005. Table 6.4 shows the ROA results are mean scores = 6.4086,
minimum = -6.11, maximum = 20.23; the ROE results are mean scores = -1.3986,
minimum = -181.16, maximum = 41.03; and the Tobin’s Q results are mean scores =

1.22873, minimum = 0.365, maximum = 2.233. The ROE results show that this
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Western style performance measurement tool that the literature suggests is an
appropriate indicator of corporate governance in companies, is also relevant in the

Thai context.

Table 6.4 Descriptive statistics of ROA, ROE and Tobin’s Q (1996-2005)

N Minimum Maximum | Mean S.D.
ROA 90 -6.11 20.23 6.4086 5.72989
ROE 90 -181.16 41.03 -1.3986 38.88142
Tobin’s Q | 45 0.365 2.233 1.22873 340756

6.2.4 Descriptive statistics for ROA, ROE (1996-2000)

In Table 6.5 the descriptive statistics for ROA, ROE in the period surrounding the
Thai financial crisis (1996-2000) are presented. In this study ROA results are as
follows : (mean scores = 4.3358, minimum = -6.11, maximum = 16.27), and ROE
results are as follows :( mean scores = -19.0480, minimum = -181.16, maximum =
41.03). The ROE results show a negative performance trend across this period. This
conflict with the positive trend in ROA is consistent with the finding of Brown and
Caylor (2004).

Table 6.5 Descriptive statistics for ROA, ROE (1996-2000)

N Minimum Maximum Mean S.D.
ROA 45 -6.11 16.27 4.3358 5.83083
ROE 45 -181.16 41.03 -19.0480 48.58951
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6.2.5 Descriptive statistics for ROA, ROE and Tobin’s Q (2001-2005)

Descriptive statistics for ROA, ROE and Tobin’s Q across period 2001-2005 after
the Thai financial crisis are shown in Table 6.6. ROA results are; mean scores =
8.4813, minimum = -0.09, maximum = 20.23. ROE results are mean scores =
16.2509, minimum = -0.32, maximum = 33.42. A positive trend in ROA and ROE
implies a similar trend for corporate governance in Thailand. Tobin’s Q results are
mean scores = 1.22873, minimum = 0.365, maximum = 2.233. Means scores of
Tobin’s Q is more than 1 that indicate the environment positive investment
opportunity, and, following Limpaphayom and Connelly (2004) by implication Thai

companies are exhibiting improved corporate governance since the financial crisis.

Table 6.6 Descriptive statistics for ROA, ROE and Tobin’s Q (2001-2005)

N Minimum | Maximum | Mean S.D.
ROA 45 -0.09 20.23 8.4813 4.86034
ROE 45 -0.32 33.42 16.2509 7.73193
Tobin’s Q | 45 0.365 2.233 1.22873 340756

6.3 Interview Analysis

This study included personal interviews to supplement the questionnaire data. As
discussed earlier, the personal interviews were conducted with the consent of the
participants. Of 160 questionnaire respondents 24 respondents were willing to be
interviewed. Seven respondents cancelled these interviews; four respondents could
not be contacted to confirm an interview. The remaining 13 respondents agreed to be

interviewed.
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In Table 6.7 the number of personal interviews conducted with three sub-groups,
Chief Executive Officers (CEOs), Audit committee members (outside/independent
director) and Executive directors, is shown. The thirteen respondents included three
CEOs (23%), four audit committee members (outside/independent director) (31%),
and six executive directors (46%). Sources of data were taped transcripts of the
interviews and the detailed notes taken by the researcher during the interviews. These
data were analysed for identification of material relevant to the questionnaire.

Themes, and similar responses, were identified.

Table 6.7 Number of personal interviews with chief executive officers (CEO),

audit committee members (outside/independent directors) and executive

directors
Respondents Number of Number of Percentage
respondents interviewees (%)
Chief executive officers (CEO) 8 3 23
Audit committee members 6 4 31
Executive directors 10 6 46
Total 24 13 100

6.3.1 Profiles of interviewee firms

This section contains details of the profiles of the corporate employers of all
interviewees classified into the three sub-groups: CEOs; audit committee members

(outside/independent); and executive directors.

6.3.1.1 CEOs. Comparisons of company profile CEO interviewees are provided in

Exhibit 6.1.
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Company profile Company A Company B Company C

Company industry Property & Construction Industrials Financial

Net Assets 501-1,000 million baht 501-1,000 million baht 1,001-5,000 million baht
Market Capitalisation 501-1,000 million baht 501-1,000 million baht 1,001-5,000 million baht
Net Profit Less than 100 million baht 101-500 million baht 101-500 million baht

Number of employees

501-1,000

501-1,000

Less than 500

Proposition 1
- Corporate governance after the Asian financial crisis

-Ownership structure

-Remained largely unchanged
-Subsidiary of a family-based business

-Improved considerably
-Partially owned, but not controlled by

-Remained largely unchanged
-Single company

group foreign investors
-Regulation -Improved - - -Not useful
-Benefits -Increased number of long-term investors | -Protected shareholders -Not effective for company
Proposition 2
-Compare corporate governance with western models -Similar -Similar -Similar
-Improvement in corporate governance -Improved a little -Improved considerably -Improved a little
-Information disclosure -Extended -Extended -Extended
-Roles of stakeholders and shareholders -Much better -Much better -Much better
-Roles of audit committee -Strengthened -Strengthened -Strengthened
-Roles of the board of directors -Improved -Improved -Improved
Proposition 3
-Information disclosure -Extended -Extended -Extended
-Timely information -Satisfied -Satisfied -Satisfied
Proposition 4
-Performance measurement -Improved -Improved -Improved
Proposition 5
-Measurement from CEOs -Improved -Improved -Improved

Source: Questionnaire and interview data
Note:

Net assets, market capitalisation, net profit and number of employees are reported within ‘ranges’ to preserve anonymity.
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The CEOs from Companies A and C believed corporate governance in Thailand
remained largely unchanged across the study period. In contrast, the CEO of
Company B believed that corporate governance in Thailand improved considerably.
The benefits of improved corporate governance may have increased the number of
long-term investors and enhanced protection of shareholders. The CEO from
Company C considered that corporate governance is not useful and not effective for

the company.

All CEOs believed that corporate governance in Thailand is now similar to corporate
governance of western models. They also believed that the roles of stakeholders and
shareholders, the roles of the audit committee, and the roles of the board of directors
had improved. Overall CEOs indicated that corporate governance improved after the

financial crisis, and that performance measurement had improved.

6.3.1.2 Audit committee members (outside/independent directors). The audit
committee interviewees were employed in companies D, E, F and G. Company

profiles are provided in Exhibit 6.2.
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Company profile Company D Company E Company F Company G
Company industry Property & Construction Financial Resources Resource
Net assets 501-1,000 million baht 1,001-5,000 million baht More than 50,000 million baht 1,001-5,000millionbaht
Market capitalisation 501-1,000 million baht 501-1,000 million baht More than 50,000 million baht 1,001-5,000million baht
Net profit Less than 100 million baht Less than 100 million baht 10,001-50,000 million baht 101-500 million baht

Number of employees

501-1,000

Less than 500

501-1,000

501-1,000

Proposition 1
- Corporate governance after the
Asian financial crisis

-Ownership structure

-Benefits

-Improved considerably

-Holding company family based
business group

- Partially owned, but not controlled
by foreign investors

-Improved ethics

-Improved a little

-Single company
-Partially owned, but not controlled by
foreign investors

--Increased credibility

-Initiate from government
-Improved a little

-Partially owned, and controlled by
the government

-Partially owned, but not controlled by
foreign investors

-Increased investors

-Improved a little

-Partially owned, but not
controlled by foreign
investors

-Increased credibility

Proposition 2

-Compare corporate governance with | -Similar -Similar -Similar -Similar
western models

-Improvement in corporate -Improved considerably -Improved a little -Improved -Improved a little
governance

-Information disclosure -Extended -Extended -Extended -Extended
-Roles of stakeholders and -Much better -Much better -Much better -Much better
shareholders

- Roles of audit committee -Strengthened -Strengthened -Strengthened -Strengthened
-Roles of the board of directors -Improved -Improved -Improved -Improved
Proposition 3

-Information disclosure -Extended -Extended -Extended -Extended
-Timely information -Satisfied -Satisfied -Satisfied -more satisfied
Proposition 4

-Performance measurement -Relevant -Relevant -Relevant -Relevant
Proposition 5

-Measurement from audit committee -Improved -Improved -Improved -Improved

Source: Questionnaire and interview data
Net assets, market capitalisation, net profit and number of employees are reported within ‘ranges to preserve anonymity.

Note:
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Audit committee interviewees (outside/independent directors) of Companies E, F and G
believe that corporate governance in Thailand improved marginally across the study
period. However, the interviewee from Company D believed that corporate governance in
Thailand improved considerably. The interviewees from Companies E and G consider
that corporate governance increased the credibility of the companies. The Company D
interviewee believed that corporate governance improved ethics. In addition, the
Company F interviewee believes that improved corporate governance has increased the

attractiveness of investing to foreigner investors.

Most audit committee interviewees agreed that corporate governance was similar when
compared to corporate governance under Western models. Audit committee interviewees
also believed that the roles of stakeholders and shareholders, the roles of audit
committees, and the roles of the board of directors had been extended and improved.
They also believed that information disclosures had been extended and improved. Overall
the audit committee interviewees indicated that corporate governance had improved since
the financial crisis. Moreover, they also stated that in their view, performance

measurements were improved.

6.3.1.3 Executive directors. Exhibit 6.3 presents comparisons of profiles of the

corporations’ executive director interviewees.
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Company profile Company H Company 1 Company J Company K Company L Company M
Company industry Property&Construction Industrials Technology Services Financial Financial
Net assets 501-1,000 million baht 501-1,000 million baht 1,001-5,000 million baht 101-500 million baht 1,001-5,000 million baht 1,001-5,000 million baht

Market capitalisation
Net profit

1,001-5,000 million baht
Less than 100 million
baht

1,001-5,000 million baht
101-500 million baht

101-500 million baht
Less than 100 million
baht

1,001-5,000 million baht
Less than 100 million
baht

101-500 million baht
Less than 100 million
baht

101-500 million baht
Less than 100 million
baht

Number of employees

Less than 500

1,501-2,000

Less than 500

Less than 500

Less than 500

Less than 500

Proposition 1
- Corporate governance

after the Asian
financial crisis

-Ownership structure

-Benefits

-Improved considerably

-Single company

-Increased credibility

-Increased foreigner
investor

-Improved a little

-Holding company
family-based business
group

-Partially owned, and
controlled by foreigners

-Enhanced image

-Improved a little

-Single company

-Increased credibility

-Improved a little

-Single company
-Partially owned, but not
controlled by the
government

-Partially owned, but not
controlled by foreign
investors

-Increased foreigner
investor

-Improved a little

-Single company
-Holding company
family-based business
group

-Partially owned, but not
controlled by foreign
investors

-Increased foreigner
investor

-Increased number of
long-term investors

-More awareness
-Improved a little

-Partially owned, and
controlled by foreigners

-Increased image

Proposition 2
-Compare corporate
governance with
western models
-Improvement in
corporate governance
-Information disclosure
-Roles of stakeholders
and shareholders
-Roles of audit
committee

-Roles of the board of
directors

-Unsure

- Improved considerable
-Extended

-Better

-Strengthened

-Improved

-Similar

-Improved a little
-Extended

-Much better
-Strengthened

-Improved

-Similar

-Improved a little
-Extended

-Much better
-Strengthened

-Improved

-Similar

-Improved a little
-Extended

-Much better
-Strengthened

-Improved

-Similar

-Improved a little
-Extended

-Much better
-Strengthened

-Improved

-Similar

-Improved a little
-Extended

-Much better
-Strengthened

-Improved

Proposition 3
-Information

disclosure
-Timely information

-Extended

-Satisfied

-Extended

-Satisfied

-Extended

-Satisfied

-Extended

-Satisfied

-Extended

-Satisfied

-Extended

-Satisfied

Proposition 4
-Performance

measurement

-Relevant

-Relevant

-Relevant

-Relevant

-Relevant

-Relevant

Proposition 5
-Measurement from
executive directors

-Improved

-Improved

-Improved

-Improved

-Improved

-Improved

Source: Questionnaire and interview data

Note:

Net assets, market capitalisation, net profit and number of employees are reported within ‘ranges to preserve anonymity.




184

Executive directors from two companies considered that corporate governance in
Thailand improved a little across the study period, while one executive director
believes that corporate governance in Thailand improved considerably, and that the
benefits of corporate governance included increased credibility and increased foreign
investment. One executive director considered that corporate governance enhanced

the image of the company.

Executive directors of three companies believe that corporate governance in Thailand
improved only slightly. Moreover, executive directors of Company M stated that
corporate governance in Thailand raised awareness of disclosures. Two interviewees
also believed a benefit of improvement in corporate governance is increased foreign
investment. One executive director thinks corporate governance improved corporate
image. In addition, an executive director of Company L said that one of the benefits

of corporate governance is an increased number of long-term foreign investors.

Executive directors interviewed in this study believed that corporate governance in
Thailand is similar when compared to corporate governance under Western models.
An exception was Company H whose executive director was unsure corporate
governance compared with Western models. All directors believed that the roles of
stakeholders and shareholders, roles of audit committee members, and roles of the
board of directors had improved. They also believed that information disclosures had
been extended and improved. Overall executive directors indicated that corporate
governance improved a little. All executive directors also believed that performance

measurements had been improved.
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6.4 Major results, findings and discussion

6.4.1. The present state of corporate governance in Thailand

According to the interview data, the present view of corporate governance in

Thailand is that it has been developed and improved considerably since the Thai

financial crisis. The SET, the Thai Securities and Exchange Commission (SEC), and

the Thai Institute of Directors (IOD) have played an important role in the

development of corporate governance. A notable initiative has been the introduction

of courses to educate corporate officers.

Table 6.8 The present state of corporate governance in Thailand

Type company | comments

Executive director | H Improved considerably

Audit committee D Improved

Executive director | | Improved

Executive director | M Overall listed companies need to have corporate
governance.

CEO A Depends on the company’s intention to take the
rules seriously or not

CEO C Overall corporate governance has been developing
rapidly

Executive director | K Better by about 50-60%, depends on organisation

structure and the board members
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An executive director of Company H said that:

‘More regulation from SET and SEC have helped listed companies improve
corporate governance. The IOD now have more courses to educate the directors, so

they know what their rules and responsibilities are.’

Similarly, an audit committee member of Company D and an executive director from

Company I, recalled that:

‘Corporate governance in Thailand started when Australia gave a course about
corporate governance to the SET committee. So now the SEC Committee
understands its responsibility for corporate governance. The IOD is the main support
in corporate governance. Some big listed companies like PTT corporation now have

independent committees.’

‘CEOs and audit committees have different responsibilities. CEOs operate the
company and have less responsibility for corporate governance. Audit committee has
high responsibility and risk. Nobody wants to be an audit committee member. In my
opinion, the audit committee and CEO should have the same responsibility. Mostly
the audit committee has been chosen from a person that is familiar with company
procedure. It is difficult to find a person that has familiarity and business experience
and also knows about accounting and law. It is easier to find directors because there
are more people you can choose from. The IOD should provide a list of persons who
have undertaken the IOD course about corporate governance so they can select

suitably qualified audit committee members.’
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The interviewee from Company M said that:

‘Corporate governance is important for international companies. A company with
good corporate governance is attractive to international investors. People that have
finished the courses from the IOD are in demand. Companies that are part of the
SET50 index and the SET100 index (Thai Stock Exchange Indices) mostly have
good corporate governance. Family businesses need corporate governance
improvement. It is easier for big companies to implement corporate governance. The
10D should provide support by giving rewards or privileges. Rating of corporate
governance does not have clear results. Government policy has to be serious about
corporate governance. Overall, only listed companies need to have corporate

governance.’

The interviewee of Company A said that:

‘Most listed companies follow the SET rules but it is up to the company’s intention
to do it seriously or not. My company hires specialists to implement corporate

governance.’

In contrast, the CEO from Company C does not agree about the need for corporate

governance. He said that:

‘Overall, corporate governance has been developing rapidly. Many things are
changing. We have tried to find the way of being honest for a long time. I do not
agree with corporate governance. It only solves the problem after it has occurred; it

does not prevent the problem. The board of directors has less risk if they follow the
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rules. We should learn to be honest from a young age. Corporate governance must

be consciously related to Buddhism.’

The executive director from Company K believes that corporate governance is better
by about 50-60% than before the Asian financial crisis. He contended that boards of
directors need to have a basic sense of corporate governance, moral attitude, social
responsibility and trust in human merit. Corporate governance depends on the

organisational structure, the leader of the organisation and the board members.

6.4.2. Changes since the Asian financial crisis

Before the Asian financial crisis most of the interviewees (80%) had heard about
corporate governance but were not interested in this topic and were not clear about
what corporate governance meant for them or their employer companies.
Limpaphayom and Connelly (2004) reported that after the financial crisis, corporate
governance in Thailand was reformed. The interview data in this research study
confirm that corporate governance reforms emanated primarily from regulators,

although investors, government and professional organisations have also contributed.
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Table 6.9 Changes since the Asian financial crisis

Type Company Comments
Audit committee E Better developed
Audit committee D SET has taken action; Corporate governance

1s better now

Executive director L Developed

Executive director M Accounting standards and more disclosure
occurs

Executive director H Have more defined roles

Executive director I Have more defined roles

CEO A Better protection for shareholders

An audit committee member from Company E recalled that:

‘Ten years before the Asian financial crisis, there was not significant attention
given to corporate governance. There was more emphasis on making profits. After
the crisis, the SET has more rules that make corporate governance in companies
stronger. International trade and investors help develop corporate governance
because foreign investors mostly look for investment opportunities where there is

good corporate governance. Corporate governance will be better in the long run.’

An interviewee from Company D said that:

‘After the crisis, the SET, SEC, IOD and investor organisations took more action.
They try to protect shareholders. Their representatives attend shareholders’ meetings
to ask questions, to see document details, and also to show more interest in corporate

governance.’




190

The executive director of Company L said that there was no interest in corporate
governance before the financial crisis. After the financial crisis, executives have been
working more responsibly. They are developing their knowledge and making

decisions very carefully because there are more government laws and rules.

Similarly, the executive director from Company M said that:

‘I never heard about corporate governance from the SET before the financial crisis.
In 2001 (after the crisis) there is more regulatory awareness. 10D policy comes from
the SEC but the SET takes the action. Since the crisis, accounting systems have been

improved and more disclosure occurs.’

Two executive directors said that the financial crisis occurred because Thailand did
not have good corporate governance. Before the financial crisis, corporate
governance was only a technical term. Since the financial crisis, the SET regulation
has developed more defined roles for independent directors. However, SET rules still

need further adjustment.

Additionally, the CEO from Company A said that:

‘I have heard about corporate governance, but not much before the crisis. Corporate
governance protects minority shareholders’ benefits. Every commitment must be fair

for all stakeholders.’
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6.4.3 The problems in implementing corporate governance

The lack of knowledge is a major problem in implementing corporate governance.

One executive director said that:

‘Most staff, at every level, do not understand exactly what corporate governance is
and how to do it. The lack of knowledge and insufficient documentation make it
more complicated to work on corporate governance. There is a need to educate all
staff about corporate governance especially those who work on it and those who

gather the information to perform corporate governance.’

6.4.3.1 Size

Implementation of corporate governance presented different implementation
difficulties for large listed companies and small listed companies. One executive

director said that:

‘Big companies do not really have a problem because they have good systems and
clear documents. Small companies, have problems working with corporate

governance because they do not have good systems. Many mistakes could occur.’

Similarly, the executive director of Company H said that:

‘Corporate governance costs are relatively higher for small companies. But if you
deal with foreign companies that give significant information on corporate

governance then having corporate governance is an advantage even though you have
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a higher cost. In the long term it is better for every company to have good corporate
governance because they will have clear documents and this will reduce auditing

costs.’

A particular problem about corporate governance appears to be that the SET has
policies and rules but many companies are not following them. Therefore, the SET
should follow up with every company. Clear penalties should be enforced by the
SET. However, corporate governance would be less of a problem if the audit

committee knew of, and took responsibility for its duties.

6.4.3.2 Culture

One audit committee member said that implementation of corporate governance in

Thailand is a big problem because of Thai culture.

‘In practice, Thai culture makes Thai people have deep respect for others. They do
not really ask for clear information when they have a problem. Some executive
directors give respect to the audit committee which has implications for corporate
governance. It is up to the audit committee as to how much attention they pay to

their duties and responsibilities.’

Similarly, the executive director from Company M said that:

‘Normally there is no problem but it is up to the boards’ intention. Most Thai board

members will not do what they cannot explain. More independence makes things
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clearer. If the board cannot work independently and audit committee members

resign, the SET and SEC will ask for explanations.

Similarly, the interviewee from Company I recalled that there are 15 principles of
good corporate governance in the Thai SET rules. Having corporate governance
principles is a disadvantage for a listed company because they have to disclose
information. On the other hand, companies that are not SET members do not need to

disclose any information.

Moreover, an audit committee member from Company F said that:

‘In the past it was normal to have related party transactions. The audit committee
was not important. Corporate governance gives the audit committee a wider role.
Officers pass more up-to-date information to board members. Big companies mostly
have corporate governance but medium-sized companies focus on financial
performance and mostly only try to complete SET regulation. Small companies will
only focus on break-even profit. Different size means different standards, making it
harder to implement corporate governance. If Thailand has better corporate

governance, we would be more acceptable internationally.’

An interviewee from Company H said that:

‘Overall, there is not enough knowledge about corporate governance. Clear policies
will make a better system. All companies must follow SET regulations.
Implementing corporate governance increases costs but has benefits for every listed

company. It is better to divide corporate governance rules by size than by type of
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company. The IOD should educate both listed and unlisted companies in their
corporate governance responsibilities. Listed candidates must know about corporate

governance to0o.’

These comments clearly indicate a belief in the benefits of a sound educational and
training programme. They also point to the perceived need for a differentiation of

rules and regulations about corporate governance on the basis of company size.

6.4.4. The benefits of implementing corporate governance

Thailand engages in a significant level of international trade. The literature indicates

that having a strong corporate governance regime is an advantage to Thai companies

if they trade with countries that also have strong corporate governance regimes

(Nam, 2004b).

Table 6.10 The benefits of implementing corporate governance

Type Company Comments
Audit committee E Make better overall
CEO B More trust
Executive director L Attract more investors
CEO C No effect to company
Audit committee D Dependent on personal
knowledge and morals




195

Reflecting on the benefits of corporate governance, an audit committee member from

Company E said that:

‘Organisations have precise steps of work and can make the right decisions.
Investors and traders will have clear information, making for fewer problems. Also
creditors will have more confidence. Having corporate governance will make the
overall economy better. Disclosing information to competitors is not a disadvantage
if the disclosing company is not a listed company, because only part of the financial

information is forced to be revealed by SET rules.

Similarly, the CEO from Company B recalled that having corporate governance is
the way to protect shareholders’ benefits. Better and clearer information improves

trust.

The audit committee interviewee of Company D questioned how much benefit comes
from having corporate governance? He suggested that it is up to personal knowledge

and morals.

Moreover, the executive director from Company L said that corporate governance is
important for international trading as having good corporate governance will attract
more foreign investors. It has advantages for the long-term and the short-term if

executives give significant commitment to improving corporate governance.

In contrast some resistance to the implementation of corporate governance was
observed. The CEO from Company C said that having corporate governance does not

affect the company. Some rules do not make sense. We cannot reveal all information
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because some is secret and it might create a disadvantage for us. Disclosure of

information does provide an advantage for investors and minor shareholders.

Overall, the interviewees said that corporate governance is good for the image of the
company and it is also encourages foreign investors. Corporate governance is good
for the long-term because it is a good method to reduce a business’s risks. These
comments provide support for the literature which also suggests that corporate

governance has the potential to attract foreign investment and to reduce business risk.

6.4.5. Truly independent

One of the important principles of good corporate governance is that audit committee
members in listed companies should be truly independent from directors and

stakeholders (OECD, 2004). An executive director said that:

‘Overall, small companies have audit committee members only for compliance with
SET rules. It would be better to choose audit committee members from shareholders
with qualifications such as: honesty, reputation, and credibility. True independence
is also reliant on a person’s conscience to protect shareholders’ and stakeholders’

interests’.

An audit committee member of Company E believed that:

‘It is difficult to draw the line on independence. Remuneration committees mostly

find members from people they know. So there is always connection between them



197

but its needs to be limited. However, they acknowledge that independence is up to

an audit committee member’s personal character.’

In relation to individual characteristics, the CEO from Company B expressed a

similar view.

‘It is up to an audit committee member how much honesty, clearness, and
responsibility the member has in their conscience. It is also an individual matter

whether or not they will use their power in the wrong way.’

6.4.5.1 Type of business

There are other factors that potentially affect independence such as audit committee
members’ qualifications, their culture, and the kind of business. If it is a family
business there is a clear need for audit committee members to be educated to accept

the idea of independence.

A family business rarely has audit committee members who are 100% independent.
Most of them need to learn more about corporate governance. Also Thai culture
perpetuates the low level of independence as it encourages a system of connected
relationships. However, big listed companies that are not family businesses have
stronger independence. Members of the audit committee and the board are more
freely able to give their comments in meetings. But overall, most of audit committee
members in Thai companies still have connections with their employers and so

cannot claim to be truly independent.
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The rules from the SET are clear for audit committee members serving on boards.

The CEO from Company A said that:

“The rule is each company must have at least three independent directors (audit
committee members). They have clear responsibility and must be able to give

guidelines to solve problems’.

Overall, the interviewees believe that attaining independence depends upon the
individual. There are adverse implications for corporate governance if audit
committee members have board connections. This finding is supported in the
literature where it is suggested that related-party transactions are associated with
lower-levels of corporate governance. Organisations could improve their corporate
governance by revealing related-party connections. Mechanisms for improvement
could also include more practical regulations, and serious penalties could be
introduced to regulate behaviour. Overall, interviewees believe that the role of
government in improving corporate governance should be reinforced, and that the

government has to be seen to support corporate governance more strongly.

6.4.6. Role of the audit committee

The results of the interviews indicate that the audit committee members believed that

corporate governance in Thailand had improved. The executive director of Company

H said that:
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‘The audit committee takes care of benefits and helps corporate governance
development. Most senior members of committees will not discredit themselves. If
many audit committee members resign, it means that the company has problems.
Some audit committees cannot really protect shareholders’ because they do not
understand their duties, so organisations like the SET, the SEC, and the IOD should
provide more education to audit committee members. The SET, SEC, and 10D
should have rules’ that all committee members must take courses to improve their
performance and better understand their responsibilities. There should be continuous

courses to keep knowledge up-to-date’.

One interviewee said that audit committee members should not have shares in the
company, and that there should be serious penalties for audit committee members
breaching this rule. Audit committee is a necessary cost to ensure quality, because
they review everything in the business system. The interviewee agreed that rating
corporate governance by using different standards for different sizes was beneficial

for corporate governance.

6.4.7. Concentrated ownership and corporate governance

Shareholders’ of listed companies that grew from family companies mostly wanted

to be able to retain control of the business. In Thailand, culture relies on the seniority

system. This culture could be an obstacle to developing corporate governance.

An audit committee member from Company E said that:
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‘Corporate governance concerns from ownership concentration depends on how
professional the owner is. Some board members might be family members. They
must have up-to-date knowledge of corporate governance and be less concerned with
the benefits of ownership. I think that there are not many listed family companies

like that’.

Similarly, the CEO of Company B believed that family businesses need to accept a
lot of change and development before they become a listed company. They have to
follow all the corporate rules and trust executives that might not come from their

family. The new generation’s vision and background is important.

The interviewee from Company L also believes that family businesses have a

concentrated ownership problem. He said:

‘“These companies have to accept the rules of listed companies. All rules including
related-party transactions need to be clear to reduce the effects of concentrated
ownership problems. The SEC has these kinds of rule and they have improved. The
important thing is that the board must follow the rules. Clear and fast penalties need
to be set because, now, the verification process is very slow and penalties are not
clear. Investigation has to take place if an audit committee member feels something

wrong. That would make board members work more carefully’.

An executive director from Company M suggested that the SET and SEC should
have a rule that one-third of board members must also be audit committee members.
He also suggested that specialists might be needed to help audit committee members

in order to reduce audit committee risk.
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On the other hand, another executive director said that:

‘Audit committee member from family members are mostly not independent. This
company is a small company. We start corporate governance from having a clear
accounting system. The CEO tries to make the best profit for sharcholders. It is a
good strategy in long-term. But it will be difficult to compete in the market if our
competitors do not also practice good corporate governance principles. Most family

listed companies are still being controlled by the family.’

The overall view is that a family business is always family business. Some of them
hire professionals to reduce the effects of ownership concentration. In such
businesses an independent director is not truly free and has limited duties.
Interviewees believe that at least three independent directors must be truly free to
ensure the integrity of corporate governance. They hold the view that those who want
to be audit committee members (independent directors) should take a test similar to

the Australian professional examination for Certified Practising Accountants (CPAs).

6.4.8. Business ethics and social responsibility

The results indicate that ethical and social responsibility provides an image
advantage. The more profit the business has, the more it gives to social causes. It is
easier for a big company to engage in social work than the small company. Thailand
has ethical problems in business including child labour, a bad work discipline and

low work-skill development.
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One interviewee said that:
‘Social responsibility and ethics are becoming more important because there are
more business models with these characteristics included. Each company has
different social and ethical codes. It depends on a company’s vision. The SET
already has rules about codes of ethics and social responsibility in general, but we
should add more about the environment. I do not agree with different standards of
corporate governance for different sizes of company. Every company should have
the same policy and the leader should have a good knowledge about corporate
governance. A big company might spend more money than a small company so they

seem to have better corporate governance.’

The audit committee member from Company D maintained that:

‘Having corporate governance is good for company image. Well rated ( for corporate
governance) companies mostly are big companies. It is a disadvantage for small
companies to implement corporate governance compared to big companies because
of the cost but all companies should have the same standard. We should encourage
every company to implement corporate governance to develop the overall market. In
my opinion, companies should be rated by size and type of business. Rating by type
of business is better than size because it is easier to compare with the same standard.

We might be able to check from industry index or compare by groups of companies.’

On the other hand, three interviewees do not agree with the IOD index of ethical and
social responsibility because, in the view, it is only written policy and not practical.

They think social and moral responsibility starts from family, friends, customers.
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Overall the interviewees’ view is that ethical and social responsibilities are
improving, but they articulate a need to teach Thai children more about public
responsibility when they are young. At this time, not much attention is paid to social
responsibility by Thai companies. Interviewees believe that all organisations should
have an ethical and social responsibility. They believe that ‘the more an

organisations give out to society, the more it gets in return’.

6.4.8.1 Rating

One interviewee said that there should be similar rules of morals and social
responsibility. How much the written rules have been followed is up to an
executive’s moral and board limitations. Rating is not worth it because it is a high
cost for a small company. A small company normally gives out to surrounding
social and environment. Having corporate governance or judgement by score is not

consistent or balanced; it is dependent on how it has been presented

6.4.9. Factors to improve corporate governance

The overall view of interviewees is that the Thai government should give more
support to corporate governance. Companies that have good corporate governance

should get more privileges.

The audit committee member of Company E said that in the future, every listed
company should implement corporate governance. Organisations like the IOD and

Thai Rating and Information Service Co. Ltd., (TRIS) have a responsibility to
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educate companies that are not SET members. It is a benefit to the Thai Revenue
Department if all companies have corporate governance because clear information

could increase the tax income of the Revenue Department.

There are five interviewees who think that in the future the SET, SEC, IOD and other
organisations must help more to develop corporate governance. They believe that the
SET should have the main responsibility for corporate governance, and that the IOD
and SET should support and encourage committees in listed companies to develop
their knowledge about corporate governance by undertaking courses. The 10D
encourage companies that are not in the SET to take courses about corporate
governance. The interviewees believe this approach would be good for the whole
system and country. They said that ‘Corporate governance would make better overall

economics, which is good for listed companies’.

They also said that in their view ‘Minor shareholders do not have a significant
impact on corporate governance. Minor shareholder organisations do not ask enough

questions in shareholders’ meeting’.

Two interviewees think that government should be the main supporter of corporate
governance for unlisted companies. They should introduce corporate governance

laws to supplement the existing rules.
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In contrast, the CEO from Company A said that:

‘I do not think government can give good support to corporate governance because
government itself does not have corporate governance. For better training the SEC,
SET and IOD should offer separate courses for audit committees, company

representatives and educators.’

However, the CEO from Company C said that:

‘Customers and employees are the main supporters of corporate governance. I do not
agree with ratings of companies. We should focus on making money for shareholder;
take care of customers and employees first. We try to do our best in the future. We
will do more if the concept is useful but if not we will just follow the rules. Rules
cannot make good people. A good corporate citizen has a good conscience and is not

greedy.’

The executive director of Company K suggested that we should teach corporate
governance to our children. Thai culture is a supporting system not like western
culture. There should be an independent director organisation to register, investigate,

give knowledge and correct work background of independent directors.

6.4.10. Future improvements in corporate governance

Interviewees believe that there are still too few people interested in corporate

governance. This view was confirmed by an audit committee member from

Company E who said that:
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‘There are not enough organisations that provide corporate governance education.
We should have more practical corporate governance. Each company should have
government advisors to check and give advice. There should be a good corporate

governance measurement organisation to make standards corporate governance.’

In relation to disclosure and transparency an audit committee member from
Company D said that most investors do not have a sophisticated knowledge of

investment.

‘They are not interested in long-term results but place more emphasis on seeking
exorbitant short-term profits. Investors should have knowledge about corporate
governance. We need clearer information to answer all questions in shareholders’
meetings. In the past, they only need to answer questions like how much the profit
is? or will the price go up? They never ask about future plans or how does the

business run’.

An executive director from Company L suggested that educational, family and social

institutions need to teach good conscience to all people.

“Thai culture has too much respect for others. We need to learn to speak for our
rights; that would make a better social system. Western culture needs appropriate

adjustment then it will be used efficiently in Thailand’.

Moreover, another interviewee said that one of the factors that helps to develop

corporate governance is a family that has a good conscience. Corporate governance
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cannot solve problems if audit committee members do not have good conscience.
Rating is fine if we also analyse it to improve it, and, do it for customers, employees

and shareholders.

In summary, human behaviour is viewed as the main factor for corporate governance
development: rules are also an important factor. Humans need education to improve
their capability. High capability will improve corporate governance, and education is
the primary factor. There is a clear view that children need to be taught
responsibility, morality and good discipline. The SET has good regulation but needs
to impose, serious penalties on poor performers and give primacy to companies with

good corporate governance. Government should also provide support.

6.5 Summary of the Propositions

6.5.1 Proposition 1

It was expected that the Asian financial and Thai economic crises would force the

SET to improve regulation, and companies listed on the SET to improve their

corporate governance. Proposition 1 was generated from this expectation.

Proposition 1: There is a relationship between corporate governance of listed

companies and each of; the Thai economic crisis;, ownership structure of listed

companies, and regulation of rules in listed companies in Thailand.
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After the Asian financial crisis, the SET introduced rules and roles for listed
companies aimed at preparing companies for good corporate governance. These rules
and roles addressed disclosure, shareholder rights, and the practice of directorship,
bankruptcy reform, and accounting standards. The SET also encouraged listed
companies to benefit from corporate governance such as, by decreasing the tax rate
of companies demonstrating they had implemented good corporate governance

practices.

Table 6.11 Matching of questions to proposition 1 and variables

Proposition 1 Theme | Questions | Table | Variables

1 | Thereis a relationship 1 8 5.16 Ownership structure
between corporate 2 9 5.17 Family-based business
governance and each of group

) _ 3 26,27 5.35 Regulation (disclosure)

the Thai economic 4 40 5.44 Standard of business
crisis, ownership ethics and corporate
structure, and governance
regulation of rules 5 43,44 5.47,5.48 | Effectiveness of

governing listed corporate governance

6 45 5.49 Benefits of corporate

companies in Thailand.
governance

Theme 1 Ownership structure

Ownership structures of the respondents included: partial ownership, but not control
by foreign investors (74 of 131). In addition, 44 of 129 (34 %) of companies were
holding companies controlled by family-based business groups. These results are
presented in Question 8 (Table 5.16). Companies in Thailand are characterised as

having highly concentrated ownership structures. La Porta, Lopez de-Silanes and
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Shleifer (1999) noted that in most East Asian countries corporate control is enhanced

through pyramidal structures and cross-holdings among family-controlled firms.

Theme 2 Family-based business group

Most respondents agreed (mean scores = 4.02) that the owners’ family negotiates
joint expectations fairly with top management and shares a common vision about the
company. These results are shown in Question 9 (Table 5.17). Bertrand et al. (2004)
point out that companies that are run by larger families tend to have lower
performance and to be, financially, less sound. They suggested that individual family
members may not only have to be concerned about expropriation by outsiders, but

also expropriation by other (more powerful) family members.

Theme 3 Regulation (disclosure)

Most companies disclose corporate information in their annual report and on their
web site. These results are shown in the responses to Question 26 and 27
(Table5.35). The OECD Principle requirements include adequate disclosure, and

Thai companies appear to satisfy this Western-style guideline (SET, 2004).

Theme 4 Standard of business ethics and corporate governance

Most respondents (97%) agreed that the standard of business ethics and corporate

governance has improved since the financial crisis. These results are shown in

Question 40 (Table 5.44). Consistent with Limpaphayom and Connelly (2004)
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responses support the improvement of corporate governance in Thailand since the

financial crisis.

Theme 5 Effectiveness of corporate governance

The results of this research presented earlier in Table 5.44, and supported by the
interview data, indicate that the standard of business ethics and corporate governance
in Thailand improved considerably after the financial crisis. Respondents believe the
various tasks to improve corporate governance that their companies are undertaking,
have made the internal corporate governance mechanisms work better. Furthermore,
most respondents believed that corporate governance now, compared with corporate

governance five years ago, is much better.

Theme 6 Benefits of corporate governance

Respondents agreed that corporate governance was beneficial to the companies by
increasing credibility, improving access to new capital, and increasing the number of
long-term and foreign investors. However, most respondents disagreed that corporate
governance reduced political or regulatory intervention. These results were shown in

Question 45 (Table 5.49).
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6.5.2 Proposition 2

The Thai standards of 15 corporate governance principles were compared with

international standards.

Proposition 2: There will be significant differences from Western models of

corporate governance mechanisms in listed companies in Thailand.

Table 6.12 Matching of questions to proposition 2 and variables

Proposition 2 Theme | Questions | Table Variables

2 | There will be 7 46 5.50 Improved corporate

significant governance compared

. with Western models
differences from

8 42,44 5.46,5.48 Improved corporate
western models
governance
(OECD) of 9 28 537 Equality of all
corporate shareholders
10 28 5.37 Information and

governance

. . disclosure for
mechanisms in

) o shareholders
listed companies in 11 29 5.38 Shareholders rules
Thailand. 2 283031 | 539,537,540 | The role of stakeholders
13 26,27 5.35,5.36 Disclosure and
transparency
14 16,17,18 5.25,5.26, Roles of boards of
5.27 directors
15 32,33 5.41,5.42 Function of the board
16 34,35 5.28,5.43 Responsibilities of the

board
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Theme 7 Improved corporate governance compared with Western

models

Questions 46(a) has a mean score = 2.94 (Table 5.50). This indicated that
respondents were unsure whether the standard of corporate governance in Thailand is
yet comparable with the USA, UK and Australia. However, the respondents believed
that the standard of corporate governance in Thailand is high among Asian countries.
Nam (2004b) stated that the standard of corporate governance in Thailand is the

same as in other Asian countries.

Theme 8 Improved corporate governance

Respondents and interviewees believe the present state of corporate governance
practices in their companies compared with five years ago is much better (89%).
Supported by the interview data, all interviewees agree that corporate governance in
Thailand has improved considerably. They also believe that the SET and the SEC
should initiate further improvements in corporate governance. These results are

reported Tables 5.46 and 5.47.

Theme 9 Equality of all shareholders

Respondents indicated that all shareholders have substantially the same rights. These

results were presented in the responses to Question 28 (Table 5.37). However, some

respondents were not sure that shareholders have equality in electing members of the
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board. These results were supported by interview data which show that interviewees
believe the majority shareholders elect members of the board of directors. Dyck and
Zingales (2002) found that the individual voting premiums are negatively related to
the degree of investor protection in the country. In countries where investors are less
well protected by law, controlling shareholders can and do extract larger private

benefits of control.

Theme 10 Information and disclosure for shareholders

Respondents believed that shareholders obtain relevant information about the
company on a timely and regular basis (mean score = 4.63). Moreover, they believed
that shareholders have adequate opportunity to ask questions and place issues at
shareholders’ meetings. These results are shown in Table 5.37 (Question 28). This
implies an improvement in corporate governance has occurred since the financial
crisis. Dyck and Zingales (2002) found that private benefits vary greatly around the

world and that they are quite significant in some countries

Theme 11 Shareholders rules

The rules of shareholders’ are presented in Table 5.38 (Question 29). Respondents
believe that all listed companies in Thailand have the one-share-one-vote rule (95%).
Before the shareholders’ meeting companies send details of directors to be elected to
all shareholders. This result can be interpreted as a positive corporate governance

factor. The OECD Principles stated that the corporate governance framework should
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ensure the equitable treatment of all shareholders, and timely disclosure of

information (OECD, 2004).

Theme 12 The role of stakeholders

Questions 28, 30, and 31 investigated beliefs about the roles of shareholders and
stakeholders. Respondents agreed that the rights of shareholders and stakeholders
should be protected and there should be equality for all shareholders and
stakeholders. These results are reported in Table 5.37, 5.39 and 5.40. The principle of
equality is part of the OECD principles (OECD, 2004) and the view articulated by

respondents is positive for the future of good corporate governance.

Theme 13 Disclosure and transparency

Disclosure is likely to be important to foreign investors to encourage confidence in
the corporate governance system (Iskander and Chamlou, 2000). Adequate
information about respondent companies was disclosed in annual reports and on
company web sites. However, there is limited information available in English.
These results are shown in Table 5.35 and 5.36 (Question 26 and 27). This has
negative implications for encouraging foreign investors, and is an issue that could be

addressed by government regulation.
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Theme 14 Roles of boards of directors

Questions 16, 17 and 20 were designed to address the roles of boards of directors.
Respondents indicated that the board was meeting 4-8 times per year and the
duration of the board meetings was between 1-3 hours. Most respondents attend most

meetings (90-100%). These results are reported in Table 5.25, 5.26 and 5.27.

Theme 15 Function of the board

Respondents agreed that the board of directors has the strongest voice in selecting
independent directors, and believed that the board also should have the strongest
voice in removing a poorly performing CEO and in selecting a new CEO. These
results are presented in Table 5.41 and 5.42 (Question 32 and 33). This emphasises
the importance of ensuring that the board of directors is aware of their corporate
governance responsibilities. The OECD (2004) also included the independence of
directors in the OECD Principles as an important characteristic of good corporate

governance.

Theme 16 Responsibilities of the board

Questions 34 and 35 were designed to address responsibilities of the board.
Respondents agreed that the board should ensure the integrity of the company’s
financial report and ensure proper disclosure and actively communicate with
shareholders and stakeholders, and that the board should effectively oversee potential

conflicts of interest including related-party transactions and ensure the effectiveness
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of various corporate governance practices. This emphasises the importance of
ensuring that the board of directors is aware of their corporate governance

responsibilities.

Respondents indicated that the effectiveness of the company board lies in selecting
more, better qualified, truly independent directors and separating the CEO from the
board Chairman position. Furthermore, in line with OECD Principles (2004), the
board should make timely provision of relevant information to the directors and

provide education and adopt codes of conduct for directors.

6.5.3 Proposition 3

It was expected that information disclosure would improve financial reporting and

more, relevant corporate information, would be provided.

Proposition 3: There will be significant differences in information disclosure to
improve financial reports of Thai companies resulting from the implementation of

corporate governance.
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Table 6.13 Matching of questions to proposition 3 and variables

Proposition 3 Theme | Questions | Table | Variables

3 | There will be significant 17 26 5.35 Information disclosure
differences in information 18 28,29 5.37,5.38 | Timely information
disclosure to improve disclosure
financial reports of Thai 19 27 5.36 Limited information

companies resulting from the
implementation of corporate

governance.

Theme 17 Information disclosure

Respondents agreed that all relevant corporate information about their companies
was disclosed in annual reports and on company web sites. These results are shown
in Table 5.35 (Question 26). Information disclosure is an important corporate
governance principle (OECD Principles) and these results confirm that, overall, Thai

companies are making positive improvements.

Theme 18 Timely information disclosure

Questions 28 and 29 investigated whether information about the company is sent to
shareholders on time, including details of directors to be elected. These results are
shown in Table 5.37 and 5.38. Timely flow of information is an important corporate
governance principle (OECD, 2004) and these results confirm that Thai companies

have implemented this important principle.
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Theme 19 Limited information

Respondents indicated that corporate information was available on their companies’
web site but there was limited information available in English. These results are
reported in Table 5.36 (Question 27). Disclosure is likely to be important to foreign
investors to promote public confidence in the corporate system (Iskander and

Chamlou, 2000).

6.5.4 Proposition 4

It was expected that western variables used for performance measurement would be
applicable in Thailand. In this study, appropriate data were collected from the Stock
Exchange of Thailand Information Products (SETINFO) to facilitate the use of the
ROA, ROE, and Tobin’s Q statistics for performance measurement (Table 6.1- 6.6),
as these are regarded as appropriate for use in the Western context. Of interest was
whether these same variables are useful, or provide useful information, in the Thai
context. It was also expected that these variables for performance measurement
would be related to variables of corporate governance, such as, ‘board of directors’,
‘audit committee’, ‘disclosure and transparency’, and ‘shareholder rights’.

Proposition 4 was generated from these expectations.

Proposition 4: The variables ROA, ROE and Tobin’s Q will be relevant for the

measurement of corporate governance performance in Thailand.
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Table 6.14 Matching of questions to proposition 4 and variables

Proposition 4 Theme | Questions | Table Variables

4 | The variables 20 12,13,14 5.20,5.21,5.22 | Board structure
ROA, ROE and 21 20 5.29 Effective monitoring by
Tobin’s Q will be the board

22 28 5.37 Shareholders rights

relevant for the 23 21,22 531,532 Audit committee
measurement of structure
corporate 24 22,2425 5.32,5.34 Independence of audit
governance committee
performance in 25 26 5.35 Information disclosure
Thailand

Theme 20 Board structure

Questions 12, 13 and 14 were designed to examine board structure. The boards of
most respondent companies have no more than twelve members, and most
companies had three independent directors on the board because of the minimum
requirement of the SET rules regarding the number of independent directors. Most
companies have between one and five executive directors as board members. These
results were presented in Tables 5.20, 5.21 and 5.22. Nam and Lum (2005) reported
that as a minimum requirement, the number of independent directors should make up
at least 50 percent or least three of the total number of board members. The
maximum number of independent directors observed in this study is thirteen, and the
minimum number of independent directors observed is two. Notably, two companies
had lower than the mandatory number of independent directors. Nam and Lum
(2005) suggest that fewer than three members is likely to have negative implications

for the level of corporate governance exhibited by such companies.
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Theme 21 Effective monitoring by the board

Question 20 was developed to address effective monitoring by the board.
Respondents indicated that the main functions of the board are to review financial
reports, ROA and return on investment (ROI) in the board meeting. Moreover, the
board and top management meet often to discuss and give management sufficient
counsel on company strategy. These results were shown in Table 5.29.
Limpaphayom and Connelly (2004) predicted that this practice reflects good

corporate governance within companies.

Theme 22 Shareholders Rights

Respondents indicated that all shareholders of the same class were treated equally.
Adequate information about companies was disclosed. All shareholders have the
same voting rights and rights to dividend. These results are reported in Table 5.37

(Question 28). These findings confirm earlier results addressing this same issue.

Theme 23 Audit committee structure

Most respondent companies have a minimum of three audit committee members and
they have more than two non-executive directors on the audit committee. These
results are shown in Table 5.31 and 5.32 (Question 21 and 22) and they provide

consistent confirmation of questions 21 and 22.
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Theme 24 Independence of audit committee

Questions 22, 24 and 25 were designed to examine the independence of the audit
committee. Most respondents have three non-executives on the audit committee. At
least one member is an accounting and finance specialist. However, some
respondents are also audit committee members outside their employer organisation,
suggesting that conflict of interest may be a continuing problem for corporate
regulators to be concerned about. These results were reported in Tables 5.32 and

5.34.

Theme 25 Information disclosure

Question 26 was developed to address information disclosure by listed companies in
Thailand. Respondents indicated that companies disclose all major corporate
information in their annual report and the main company web site. These results

appear in Table 5.35.

6.5.5 Proposition 5

It was expected that three groups in this study CEOs, audit committee members
(independent directors), and executive directors would exhibit differences in their
preferences for measures to strengthen corporate governance in Thailand.

Proposition 5 was generated from this expectation.
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Proposition 5: There will be significant differences in measures of responses from

different groups for strengthening corporate governance in Thailand

Table 6.15 Matching of questions to proposition 5 and variables

Proposition 5 Theme | Questions | Table | Variables
5 | There will be 26 37 5.8 Respondent background
significant differences 27 38,39 5.9,5.10 | Independence of response
. 28 41, 5.45 Incentive for investment
in measures of
29 45 5.49 Benefits of corporate
responses from
governance
different groups for 30 46 5.51 Rules to improve
strengthening corporate governance
Corporate govemance 31 47 5.52 Enhancement corporate
in Thailand. governance
32 48 5.53 Performance of

independent directors

33 49 5.54 Impact of the

implementation of

corporate governance

Theme 26 Respondents’ background

Most respondents in this study have backgrounds as business executives, financiers
and accountants. These results are presented in Table 5.8 (Question 37). The
educational background of board members in business, accounting, and finance
implies that they have a good understanding of corporate reporting and decision-
making. Other respondents had backgrounds in engineering, and five respondents

were doctors or economists.
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Theme 27 Independence of response

Questions 38 and 39 were designed to examine independence and investigated how
many boards directors serve on, and for how long they have served. Most have been
serving as board members for 1-10 years (74%). Moreover, many had served (64%)

on more than one board. These results appear in Tables 5.9, and 5.10.

Theme 28 Incentive for investment

The results presented in Table 5.45 (Question 41) show that most respondents
believe that a strong corporate governance regime would be an incentive for foreign
investment in Thailand. The NCGC (2005) stated that corporate governance can
ensure transparency and stakeholders would not be likely to take a risk with an

organisation without a good corporate governance structure.

Theme 29 Benefits of corporate governance

Respondents agree that corporate credibility and the number of long-term investors
increased when corporate governance improved. However, respondents disagreed
that corporate governance reduced political or regulatory intervention. These results
are reported in Table 5.49 (Question 45). This is a important outcome as it suggests
that regulatory costs would remain high whether corporate governance is poor or

good.
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Theme 30 Rules to improve corporate governance

These results are shown in Table 5.51 (Question 46) where respondents indicated
that the SET should adopt more stringent listing standards to improve corporate
governance. These results were supported by interview data (Section 6.4).
Shareholders and regulatory authorities are demanding higher standards of corporate
governance and that the interests of minority investors be adequately protected in

Thailand to help to improve corporate governance.

Theme 31 Enhancement of corporate governance

Respondents believed that the enhancement of corporate governance in Thailand
requires the disclosure of the selection and appointment process of new directors to
the board. Independent directors should be independent of both management and
substantial sharcholders. Moreover, the Chairman of the board should be an

independent director. These results are shown in Table 5.52 (Question 47).

Theme 32 Performance of independent directors

Question 48 indicated that most respondents believed independent directors perform
very well and have a better knowledge of the business than before the financial crisis,
they participate in board discussion and are aware of fiduciary duties to all

shareholders. These results are shown in Table 5.53.
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Theme 33 Impact of the implementation of corporate governance

Respondents believe that the greatest impact of the implementation of corporate
governance in Thailand was in improved transparency and disclosure, support from
top managers and appointment of truly independent directors. These results are
supported by interview data (Section 6.4). These results are reported in Table 5.4

(Question 49).

6.6 Summary

Since the financial crisis in 1997, Thai companies have recognised the need for
change and have greatly improved their corporate governance procedure. Examples
of the transformation of Thai companies include the implementation and
improvement of important corporate governance principles. The regulatory reaction
to the financial crisis seems to be an important factor pushing Thai companies to
improve corporate governance of their organisations. The next chapter will provide

conclusions, limitations, and future research issues.
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Chapter 7

Conclusions, Limitations and Future Research

7.1 Introduction

The literature review was presented in Chapters 2 and 3. The research propositions
relating to the objectives of this study were posed in Chapter 4, and the research
methodologies for the collection of data and the characteristics of the sample group
were also described in Chapter 4. The data have been examined using different
statistical techniques according to the nature of the data. In Chapter 5, the results of
the questionnaires data analysis were presented. In Chapter 6, a report of the results
of testing the five propositions and analysis of data from the Stock Exchange of
Thailand Information Products (SETINFO) was presented. Interview data were also
evaluated in Chapter 6. In Chapter 7, an overview of the research questions,
conclusions about propositions, implications, limitations and suggestions for future

research are provided.

7.2 An overview of the research questions

In 1997, the Asian financial crisis occurred. This crisis led to the collapse of many
companies and to the introduction of corporate governance structures in countries
like Thailand. As a result, interest in corporate governance increased in Thailand.
Government, business, institutional investors, professional advisers, consultants and

academics have all taken a closer interest in issues like corporate ownership
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structure, board structure and composition, directors’ and officers’ legal duties and
chief executive officer’s remuneration. Good corporate governance in listed

companies is likely to increase confidence and trust in the Thai capital market.

One of the most important characteristics of the corporate sector in Thailand is the
feature of family control over business operations. At the time of the 1997 financial
crisis, Thai public companies were characterised by their large family ownership
with family members and related-party shareholders as the controlling shareholders.
Lack of transparency and the lack of solid information regarding financial
transactions as a result of this structural feature may have been critical factors

contributing to the Thai financial crisis (Alba, Claessens and Djankov, 1998).

7.3 Conclusions about propositions

In Chapter 6, the results of propositions were reported. In this section, conclusions

about propositions are presented.

7.3.1 Relationship of corporate governance and the Thai financial crisis:

ownership structure and regulation of rules in listed companies in Thailand

It was expected that when a company was in a reactionary economy, it would learn
to improve corporate governance. Proposition 1 examined the relationship between
corporate governance and each of the following variables: the Thai financial crisis;

ownership structure; and, regulation in listed companies in Thailand. The results
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from interviewees (77%) confirmed that after the Thai financial crisis corporate

governance in Thailand improved.

The regulation and rules governing listed companies in Thailand were improved by
the Stock Exchange of Thailand (SET) and the Thai Securities and Exchange
Commission (SEC). The major changes and reform efforts have been in the area of
process especially in enforcement and disclosure. New and updated rules, new and
revised laws, and increased regulatory oversight have been the outcome of the push

for increased corporate governance.

7.3.2 Relationship between western models and variables of corporate

governance in Thailand

Thailand has adopted a guideline for corporate governance of listed companies. The
standards of corporate governance are based on Organisation for Economic Co-
operation and Development (OECD) Principles (2004). The OECD Principles focus
on corporate governance issues related to the separation of ownership and control.
The scope of the OECD Principles can be divided into six areas: ensuring the basis
for an effective corporate governance framework; rights of shareholders; equitable
treatment of shareholders; role of stakeholders; disclosure and transparency; and
responsibilities of the board. Proposition 2 stated that differences from western
models of corporate governance mechanisms in listed companies in Thailand would

be significant.
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As shown in Sections 5.18 and 6.4 the results of this study are inconclusive with
most respondents (mean scores = 2.94) selecting ‘unsure’ as their answer when they
compare the improvement of the standard of corporate governance in Thailand
relative to the western models of the USA, the UK and Australia. However, the
results in this study confirmed (mean scores = 3.56) that the standard of corporate

governance in Thailand is regarded as high among Asian countries.

Variables of corporate governance in Thailand were compared with the OECD
Principles. This study indicates that shareholders are generally accorded equal rights
(mean scores = 4.64). However, some respondents did not believe that shareholders
had equality in the election of members of the board of directors (mean scores =
3.30). These results were supported by interview data as discussed in Section 6.4.
Interviewees believe that the major shareholders elect members of the board. This
study confirmed that all listed companies in Thailand utilise the one-share-one-vote
rule (95% of respondents). It also confirmed that before the shareholders’ meeting,
companies will send details of directors to be elected to all shareholders (85% of

respondents) (Section 5.14).

Transparency of information and adequacy of disclosure for shareholders were
considered in Section 5.13. The study indicated that shareholders obtain relevant
information about the company on a timely and regular basis (mean scores = 4.63).
Also, companies’ disclosed adequate information in their annual financial report and
on their web sites, although some companies have limited information on their web-

sites in English.
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The results supported the view (Section 5.9 and 5.15) that the responsibilities of the
board of directors should ensure the integrity of the company’s financial report
(mean scores = 4.73), proper disclosure and active communication with shareholders
and stakeholders (mean scores = 4.63). Respondents believe that the board of
directors should effectively oversee potential conflicts of interest including related-
party transactions so as to ensure the effectiveness of various corporate governance
practices ( mean scores = 4.52). This study also indicated that the company board of
directors is active in selecting, better qualified, truly independent directors (mean
scores = 4.62) and separating the Chief Executive Officer (CEO) from the board
chairman position (mean scores = 4.58). Furthermore, the respondents believe that
the board should make timely provision of relevant information to the directors
(mean scores = 4.63), provide education and adopt codes of conduct for directors
(mean scores = 4.40), and that directors should have the strongest voice in selecting
independent directors (52% of respondents), have the strongest voice in removing a

poorly performing CEQO, and in selecting a new CEO (87% of respondents).

7.3.3 Relationship of information disclosure and the implementation of

corporate governance in Thailand

It was expected that information disclosure and transparency would be improved
with the implementation and the success of corporate governance. Proposition 3
stated that there would be significant improvement in information disclosure in
financial reports of Thai companies resulting from the implementation of corporate

governance.
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As shown in Section 5.13 and 5.14, adequate corporate information was disclosed in
the annual report and on the web-site but there was limited information in English
(51% of respondents). This study also confirmed that information about companies is
sent to shareholders on a timely basis (mean scores = 4.63). Moreover, it confirmed
that the details of directors to be elected were sent to shareholders before the

shareholders’ meeting.

The SET has promoted more disclosure and transparency in corporate governance. It
has suggested disclosure-based criteria for new company listings focusing on
reliable, accurate and complete information about the company’s financial and non-
financial performance. Accounting and auditing standards are expected to be more
transparent and in line with international best practice. The SET has a policy of not
accepting financial statements that do not comply with Generally Accepted
Accounting Principles (GAAP). Furthermore, the SET has formed a ‘Committee on
Financial Disclosure’ comprising accounting professionals and experts to consider
the accuracy and transparency of financial information of listed companies

(Hongcharu, 2002).

7.3.4 Performance measurement in corporate governance in Thailand

In the current study, it was expected that use of the variables, return on assets (ROA),
return on equity (ROE), and Tobin’s Q for corporate governance performance
measurement was appropriate as these have been deemed to be appropriate for use in
the western context. It was of interest to understand whether these same variables are

useful in the Thai context. Proposition 4 stated that Western style variables for
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corporate governance measurement would be relevant for use in the Thai context.
Performance was measured in this study using return on assets (ROA), return on

equity (ROE), and Tobin’s Q.

The results show (Section 6.2) that after the financial crisis (1997) the averages for
all accounting profit ratios (ROA and ROE) deteriorated. An upward trend
commenced in 2000, and then stalled in 2004 (Table 6.1 and 6.2). Similarly, with
Tobin’s Q an improvement in corporate governance performance after the crisis
(2001-2005) was noted. These results suggest that after the financial crisis, listed
companies improved their corporate governance performance. These results are

shown in Table 6.3.

Another variable of performance measurement is reported in Sections 5.8-5.12. This
study indicated that the most common size of the board of directors is no more than
twelve board members (mean scores = 10.67). The minimum requirements of the
SET rules about the number of independent directors were mostly complied with:
audit committees structures required a minimum of three audit committee members
on the board of directors, and more than two non-executive directors serve on the
audit committee. To be independent an audit committee must have three non-
executives on the audit committee. At least one member must be an accounting and
finance specialist. The main function of the board is to review financial reports,

ROA and ROI and give a management sufficient counsel on company strategy.

In addition, the results in this study show all shareholders of the same class were

treated equally (mean scores = 4.64) (Table 5.37). Also, information about the
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company was disclosed in its annual report and on the main company web site. These

results are shown in Table 5.35 and 5.36.

7.3.5 Strengthen corporate governance from different groups in Thailand

There were three different groups in this study, CEOs; executive directors; and
outside/independent directors (audit committee). Proposition 5 stated that there
would be significant differences in responses from different groups for strengthening
corporate governance in Thailand. The results confirm that, on average, the measures
suggested by the different groups were similar. These results were supported by

survey and interview data as discussed in Section 6.4.

The results in this study (Sections 5.15, 5.16) indicate that strengthening of the
corporate governance regime is likely to provide an incentive for foreign investment
in Thailand (87% of respondents). Also, corporate credibility (91% of respondents)
and the number of long-term investors is likely to increase (54% Of respondents) if

corporate governance improves.

Respondents believe that the SET rules to improve corporate governance should
introduce more stringent listing standards as a mechanism to improve corporate
governance (mean scores = 4.17). These results were supported in Section 5.18 and
6.4. Shareholders and regulatory authorities are demanding higher standards of
corporate governance (mean scores = 3.95). It appears that the interests of minority
investors continue to need to be adequately protected to ensure good corporate

governance (mean scores = 3.92).
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Sections 5.19 and 5.20 indicate a belief that corporate governance would be
improved with transparency of the selection and appointment process of new
directors to the board (mean scores = 4.72). Respondents believe that independent
directors should be independent of both management and substantial shareholders
(mean scores = 4.58), and that the chairman of the board should be an independent
director (mean scores = 4.35). This study also indicates that the performance of
independent directors is likely to be better if they have better knowledge of the
business, participate in board discussion (mean scores = 4.68), and are aware of their
fiduciary duties to all shareholders (mean scores = 4.64). Finally, the greatest impact
of the implementation of corporate governance in Thailand is seems to be through
improvements in transparency and disclosure (mean scores = 4.75), support from top
management and appointment of truly independent directors (mean scores = 4.68).

These results were reported in Sections 5.21 and 6.4.

7.4 An overview of corporate governance implementation in Thailand

Corporate governance in Thailand is currently at a crossroads. Much of the relevant
literature claims huge benefits from the implementation of corporate governance.
Thus, corporate governance has received substantial interest from Thai companies

and regulators and is of concern to both the public sector and the private sector.

The international corporate governance system assumes a separation of ownership
and control, a questionable assumption in the Thai context. Since the Asian financial

crisis, all listed companies, especially family-owned businesses, have made generally
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poor information disclosure about related-parties transactions. This could be
improved as part of the move to promote and enhance corporate governance. Family
owners should be more interested in working with outside shareholders to maximise

firm value.

Consideration should be given to the use of outside directors, a tool normally used in
western cultures. The purpose is that outside directors can help monitor management
and family owners. However, Thai people are non-confrontational and group-
orientated. Many boards become so-called “rubber stamp” boards, not because
directors are unaware or uninterested in their roles and duties but because they are
being considerate and respectful of the owner’s decisions (Limpaphayom et al.
2004). Further, there is a limited number of individuals qualified to serve as outside
directors and fewer still that can be considered truly independent. The use of outside
board members can be a very powerful tool under a corporate governance system

that recognises institutional and cultural differences.

Cultural attitude is important to identify the root cause for legal tardiness in Asian
countries where legal practices are considered a foreign element that is not part of
Asian culture. Actual implementation of legal processes is mostly avoided and
settlement outside the court is more popular. Corruption is another factor that does
not ensure justice for those who need or warrant it. However, corruption has a long
history in Thai culture, stretching over many centuries. The Thai aversion to
confrontation inherent in any adversarial legal system means that parties prefer

amicable settlement rather than litigation.
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After the Asian financial crisis, the influence of institutional investors and of investor
activists has grown steadily. Institutional investors are taking a more active role and
exercising their voting rights more frequently. The results show that all respondent

companies provided adequate and timely information.

The roles and effectiveness of the board of directors of Thai listed companies have
responded to the drive by regulators to develop more independent boards. The results
in this study show that all companies have independent directors on their boards,
with a large majority of respondent companies having three or more independent
directors on the board. This is partly a result of the SET requirement that all listed
firms must have an audit committee consisting of at least three independent directors.
The results also show that Thai boards are active, engaged, and take their

responsibilities very seriously.

Every Thai listed company is now required by the SET to have an audit committee.
In a move to further improve corporate governance the SET should go ahead and
mandate the creation of nomination, compensation, and other board committees to
further encourage the board to exercise its monitoring role over the performance of

senior managers.

The attitudes of directors need to improve concerning the awareness of the role of
other stakeholders in the company. Independent directors are expected to take a
leading role in preventing controlling owners abusing their power and pursuing their
private interests. They are also seen to have a role to play, but are not seen as a

major monitoring force. In future reforms the true independence of independent
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directors should be encouraged so that they can serve and protect the interests of a

broader group of stakeholders.

Agency problems or conflicts of interest arise when a person, as a public sector
employee or official, is influenced by personal considerations (Boadi, 2000). In
Thailand family businesses, conflicts of interest can be difficult and damaging. This
can be a real source of conflict where members of the family perceive one of the
family members to have acted in their own interest, rather than for the benefit of the
family business and the family as a whole. Perception is everything in conflicts of

interest, even if there is a good intention (The Nation, 2005¢).

After the financial crisis the Thai Constitution was amended to include provisions to
prevent conflicts of interest between elected officials and big business, including an
unprecedented bar on politicians holding shares in companies. Such provisions were
seen as necessary to avoid repetition of the corruption in previous governments that
greatly contributed to Thailand’s 1997 financial collapse. However, in a significant
oversight the Thai Constitution does not bar family members of politicians from

owning shares in companies that do business with the government (Shawn, 2003).

Stakeholder theory is that companies are so large and their impact on society so
pervasive that they should discharge accountability to many more sectors than solely
their shareholders (Solomon and Solomon, 2004). If corporate governance in
Thailand is to improve, outside directors and professional societies will be expected
to play the leading roles, supplemented by efforts of financial supervisory agencies

and the judiciary. Better governance would also result from improved internal
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corporate governance mechanisms and enhanced accounting, disclosure, and auditing

standards (Limpaphayom and Connelly 2004).

As a summary, in this study corporate governance in Thailand is regarded as
improving, and outside directors and professional organisations are identified as
playing leading roles. Better governance has resulted from improved internal
corporate governance mechanisms and enhanced accounting, disclosure, and auditing

standards.

One useful framework of corporate governance reform is the structure, process, and
strategy of the corporate governance system. The structure of the governance system
is important. The structure outlines the rules: disclosure standards, laws and
regulations, and the organisations charged with enforcement have a major influence
on the effectiveness of any governance regime. In Thailand, the structure required to

build good corporate governance practices is largely in place.

The major changes and reform efforts have come in the area of process, especially in
enforcement and disclosure. New and updated rules, new and revised laws, and
increased regulatory oversight have been at the forefront of the push for increased
corporate governance. Process-related activities like monitoring, supervising,
enforcing, and higher awareness have increased. In addition, corporate governance

practices are now in the spotlight throughout the financial and investment markets.

The SET has issued codes of best practice and a set of corporate governance

principles to serve as a guide for listed companies. Companies are now required to
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disclose their compliance or non-compliance in their annual report. Active training
programs such as the director training programs organised by the Thai Institute of
Directors (IOD) are bringing principles of good corporate governance to a wider

audience.

The SET and SEC have also actively encouraged firms to improve their own
corporate governance practices through a variety of activities. The “Board of the
Year” awards, sponsored by the SET and the IOD, recognise excellence in
boardroom performance. The ‘Thai Rating and Information Service’ (TRIS),
Thailand’s first rating agency, has been chosen by the SET to give corporate
governance ratings for companies. Companies receiving a satisfactory rating are
eligible for reduced fees and other preferential treatment. In the end, respondents
confirmed that the roles of the regulators need to be realistic and clearly defined.
The magnitude of the task needs to fit the ability to execute the work. This is the
critical part of the overall corporate governance strategy in defining the structure of

the system.
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7.5 Implications

This study provides a useful framework for companies attempting to improve or
implement good corporate governance structures and processes. The findings include
that the adoption of corporate governance principles has strengthened the roles of all

directors and stakeholders.

The results indicate that Thai companies affected by the financial crisis needed to
learn good corporate governance. Improved corporate governance potentially
provides benefits to the company such as increased number of long-term investors,

increased credibility and improved access to new capital.

Finally, improvements to corporate governance could be initiated by many
organisations, including the SET, SEC, 10D, government and organisations such as,
the Asset Management Association, the Securities Brokerage Association, the
Association of Individual Investors, and educational institutions or universities.
These organisations could help to improve corporate governance by strengthening
rules and laws. They need to monitor enterprise management; further improve
accounting practices and disclosure of information; improve enforcement of
corporate governance regulations; encourage minority investors to monitor and
discipline executives and protect minority investors; improve the framework for
corporate governance and encourage public discussion on the issue; and, analyse data

to monitor firms’ performance.
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Overall, this research study suggests that the Asian financial crisis forced companies
to improve corporate governance. Therefore, variables in this study such as the roles
of the board of directors, audit committee, shareholder rights, and disclosure and
transparency could be monitored and controlled by regulation to achieve a
satisfactory standard or benchmark for corporate governance when compared with

western models. These results would benefit all Thai companies.

7.6 Limitations and suggestions for future research

Some limitations should be noted when interpreting the results of this study. The

limitations, however, present opportunities for future study.

7.6.1 Sample coverage

The scope of the study is limited by it’s the population which included only public
companies listed on the SET operating in the Bangkok region. This limitation may
restrict the generalisability of the findings to only the private sector. The findings of
this study may have been different if a broader range of companies had been
selected. In addition, the results of this study may have been different if the sample
had included the government sector and non-listed companies. Therefore, there is a
need to find ways to increase the coverage of similar surveys so as to obtain a more

comprehensive picture of corporate governance in Thailand.
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7.6.2 Data

The annual report data were collected from public sources (SETINFO) to support the
analysis of performance and corporate governance. Data collected included the ROA,
ROE, market value of equity, firm debt, and book value of total assets during the
period 1996 to 2005. The market value of equity, firm debt and book value of total
asset data were unavailable for the period 1996 to 2000. This limited the analysis of

Tobin’s Q to a five-year period.

7.6.3 Response rate

Although a 22 % (101 of 453) overall response rate is acceptable for survey research,
it raised difficulties for the conduct of statistical testing. The discussions concerning
corporate governance in this study mainly relied on description as the means to
communicate the survey results. The results may have been different if the response
rate had been higher. In addition, the implications of this study may have been

enhanced if the number of interviewees was able to be expanded.

7.6.4 Framework

The framework only provides the ideas on how the financial crisis affected the
implementation of corporate governance and variables affecting the implementation
of corporate governance. Indeed, the crisis could affect the regulations and rules of
corporate governance, and other variables, such as roles of boards of directors, audit

committees, shareholder rights, information disclosure and transparency. These
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variables may affect the implementation of corporate governance and regulation in
Thailand. Hence, an extension of the study to investigate the effective monitoring of
management by the independent directors and the characters of independent directors
so that truly independent directors are selected is likely to improve the

implementation of corporate governance in Thailand.

7.6.5 Recommendations and suggestions for future research

The enhancement of corporate governance in Thailand should be encouraged by the
Thai government to promote corporate governance in both the public and private
sectors. However, most of the corporate governance initiatives should continue to be
made by the SEC and the SET which directly govern and monitor publicly listed
companies. The SET, the Asset Management Association, the Securities Brokerage
Association, the Association of Individual Investors, and educational institutions or
universities should play a stronger role to help individual investors learn more about
stock market investment and how to assess corporate governance practices of listed
companies. The Thai Institute of Directors (IOD) should provide good training for
directors to learn more about components enhancing corporate governance such as
financial statements, and risk assessments. Their programme should be expanded to
the public sector and non-listed companies as a means to promote and improve
corporate governance in Thailand. Future researchers can also extend the
investigation to examine the effective monitoring of management by the independent
directors, and the characteristics of independent directors to determine whether they
are truly independent as this has been shown to improve corporate governance in

Thailand. Finally, stakeholders could pay more attention to this issue and to reward
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companies which exhibit good corporate governance. The financial crisis has pushed
most Thai corporations to conduct their business in a more ethical and responsible

manner.
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Dear Chief Executive Officer,

I am working towards a Doctor of Philosophy degree through the School of
Accounting and Finance at Victoria University, Melbourne. The research project
being undertaken seeks to assess the relevance of factors that determine corporate
governance in Thailand and assess the impact of corporate governance on ownership
structure, board structure and composition, directors’ and officers’ legal duties and
chief executive officers’ pay in listed companies in Thailand. The questionnaire is
based on western models.

The research project will be consider significant differences for strengthening
corporate governance in Thailand. Could you please complete the first set of
questionnaires? Would you kindly send the second set questionnaires to Executive
directors and the third set questionnaires to independent directors to complete?

The results will be used only in an aggregated form and therefore your anonymity
and the confidentiality of your responses are assured. The completed questionnaires

will be securely stored and available only to the supervisors and myself. Your reply
can be returned to my collection base in the prepaid envelope supplied.

Thank you in anticipation of your co-operation.

Yours faithfully,

Chatrudee Jongsureyapart
Ph.D. candidate
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I am working towards a Doctor of Philosophy degree through the School of Accounting and
Finance at Victoria University of Technology, Melbourne. The research project being
undertaken seeks to assess the relevance of factors that determine corporate governance in
Thailand and assess the impact of corporate governance on ownership structure, board
structure and composition, directors’ and officers’ legal duties and chief executive officers’
pay in listed companies in Thailand. The questionnaire is based on western models. To
ensure the validity of results a reply to the attached questionnaire would be greatly
appreciated.

You are invited to participate in this project. While your co-operation in completing the
questionnaire is valued, your participation is voluntary. The results will be used only in an
aggregated form and therefore your anonymity and the confidentiality of your responses are
assured. The completed questionnaires will be securely stored and available only to the
supervisors and myself. The only people to have access to the questionnaires will be to my
supervisors and myself.

The results will be contained in the thesis that will be available at the Victoria University of
Technology library. It is also hoped that aspects of the results will be published in aggregate
in various professional and academic journals.

Your participation would be appreciated and I look forward to receiving your completed
questionnaire by 20 November 2005. Your reply can be returned to my collection base in
69/2 Mu 11,Asia 1 Road, Amphur Muang, Chiang Rai, Thailand 57000 in the prepaid
envelope supplied.

Should you have any queries regarding the project or questionnaire, please feel free to
contact me on 001-613-9815 3233 or e-mail:chatrudee.jongsureyapart@research.vu.edu.au
or my senior supervisor, Associate Professor Victoria Wise on e-mail:
Victoria.wise@vu.edu.au or Professor Robert Clift on e-mail: Bob.clift@vu.edu.au. If you
have any queries or complaints about the way you have been treated, you may contact the
Secretary, University Human Research Ethics Committee, Victoria University of
Technology, PO Box 14428 MCMC, Melbourne, 8001 (telephone no: 03-96884710).

Thank you in anticipation of your co-operation.

Yours faithfully,
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The results will be contained in the thesis that will be available at the Victoria University of
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in various professional and academic journals.

Your participation would be appreciated and I look forward to receiving your completed
questionnaire by 20 November 2005. Your reply can be returned to my collection base in
69/2 Mu 11,Asia 1 Road, Amphur Muang, Chiang Rai, Thailand 57000 in the prepaid
envelope supplied.

Should you have any queries regarding the project or questionnaire, please feel free to
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or my senior supervisor, Associate Professor Victoria Wise on e-mail:
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Dear Executive Director,

I am working towards a Doctor of Philosophy degree through the School of Accounting and
Finance at Victoria University of Technology, Melbourne. The research project being
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Thailand and assess the impact of corporate governance on ownership structure, board
structure and composition, directors’ and officers’ legal duties and chief executive officers’
pay in listed companies in Thailand. The questionnaire is based on western models. To
ensure the validity of results a reply to the attached questionnaire would be greatly
appreciated.

You are invited to participate in this project. While your co-operation in completing the
questionnaire is valued, your participation is voluntary. The results will be used only in an
aggregated form and therefore your anonymity and the confidentiality of your responses are
assured. The completed questionnaires will be securely stored and available only to the
supervisors and myself. The only people to have access to the questionnaires will be to my
supervisors and myself.

The results will be contained in the thesis that will be available at the Victoria University of
Technology library. It is also hoped that aspects of the results will be published in aggregate
in various professional and academic journals.
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Questionnaire
Title: Factors that Determine Corporate Governance in Thailand

Thailand, like most economies based on private enterprise, has had serious company
failures from the Asian financial crisis of 1997. Corporate governance is the system
of checks and balances, both internal and external to companies, which ensures that
companies discharge their accountability to all stakeholders in a socially responsible
way in all areas of their business activity. Good corporate governance in listed
companies is likely to increase confidence and trust in the Thai capital market.

It is proposed in this research to discover the nature and extent of corporate
governance in listed companies in Thailand. This includes a consideration of
theoretical underpinning for amendments made to the western models of corporate
governance that have been implemented by Thai listed companies, and of the effect
of corporate governance principles on financial information, including financial
reports, used by stakeholders in Thai listed companies.

It is the intention to use a questionnaire to collect information about the firm,
shareholders’ rights and disclosure, questions measuring the effectiveness of the
board of directors, audit committee, and the role of stakeholders. The questionnaire
contains forty-nine questions and should take approximately thirty minutes to
complete.

Your answer in this questionnaire will be treated in the strictest confidence and no
information gained from this survey will be identified with any particular person or
organisation.

Part A

‘ Section 1: Demographics

1.What is your gender?
a) Male 0
b) Female

|

2.In which age group do you belong?
a) 20-30
b) 31-40
c) 41-50
d) 51-60
e) More than 60 years old

Ny I A
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3.What is the highest education qualification you have achieved?
a) Less than a Degree
b) Degree
¢) Master’s Degree
d) Doctorate

4. Where did you achieve the highest level of education?
a) In Thailand
b) Overseas, please specify the country

[ I B A

U

Section 2: Company Characteristics

5. Please classify your company according to the following industry groups?
If appropriate tick (¥) more than one classification
a) Agro & Food Industry
b) Consumer products
¢) Financial
d) Industrials
e) Property & Construction
f) Resources
g) Services
h) Technology
1) Other (please put in detail)

6. Please indicate the number of employees in your company:
a) Less than 500
b) 501-1,000
¢) 1,001-1,500
d) 1,501-2,000
e) More than 2,000
7. Please indicate for your company the total of
Net Market Net
Assets  Capitalisation Profit

a) Less than 100 million baht

b) 101-500 million baht

¢) 501-1,000 million baht

d) 1,001-5,000 million baht

e) 5,001-10,000 million baht

) 10,001-50,000 million baht

g) More than 50,000 million baht

AN A AN AN AN
~ N N N
e N N Y N N N
R N e =
o N Ve W W W W
N N N N

N Y O
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8. Please indicate whether your company is
Yes No

a) Single company

b) Holding company family-based business group

¢) Subsidiary of a family-based business group

d) Partially owned, and controlled by the government

e) Partially owned, but not controlled by the government
f) Partially owned, and controlled by foreigners

g) Partially owned, but not controlled by foreign investors

AN AN AN AN AN AN AN
N N N N
NN AN AN AN AN AN
N N N S N

If your company is not a family-based business group please go to
question 10

9. Please circle on a scale from 1-5 the extent to which you agree with the
following statements

Strongly Strongly
Disagree Agree
a) Family members share a common vision about
the company 1 2 3 4 5

b) Family members are committed to jointly agreed
goals of the company 1 2 3 4 5

c¢) Family members agree about the long-term
development objectives of the company 1 2 3 4 5

d) Owners’ family negotiate joint expectations fairly
with the top management 1 2 3 4 5
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‘ Section 3: CEO

10. Who makes the most important decisions about the operation of your company?

a) Board of Directors O
b) CEO 0
¢) Shareholders O

11. Please circle on a scale from 1-5 the extent to which you agree with the
following statements

Strongly Strongly
Disagree Agree

a) CEO has a great deal of power 1 2 3 4 5

b) CEO does not participate much in making fundamental
decisions pertaining to the company 1 2 3 4 5

¢) The Board of Directors makes all the fundamental
decisions 1 2 3 4 5

d) The Board of Directors acts only as a formal
decision-making body 1 2 3 4 5
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Section 4: Board of Directors

12. How many directors does your board have in total?

13. How many independent directors does your board have?

14. How many executive directors does your board have?

15. Please indicate whether your board has any of the following people?

a) Accountant/Lawyer

b) Representative of a financial institution

c¢) Representative of a customer company

d) Representative of a labor union

e) Representative or member of controlling shareholder’s family
g) Representative of a supplier

h) Government appointee-member of parliament

1) Government appointee-public service

J) Government appointee-other

16. How many board meetings were held last financial year?
a) Less than 4
b)4-8
c)9-12
d) If more than 12, please state how many

17. On average, how many hours did board meetings last?
a) Less than 1 hour
b) 1-2 hours
¢) 2-3 hours
d) More than 3 hours

18. On average, how many directors attended board meetings?
a) 90-100%
b) 80-89%
c) 70-79%
d) 60-69%

Yes

()
()
()
)
()
()
()
()
()

()
()
()
)
()
()
()
()
()

(I I R O

(I I R



19. In your company

a) do all directors hold a Thai Institute of Directors (IOD) certificate?

b) is education or training for directors relating to corporate

governance provided?
c) are the Chairman and CEO the same person?

278

Yes No
() )
() )
() )

20. Please circle on a scale from 1-5 the extent to which you agree with the

following statements
a) Financial reports prepared by top management are
reviewed in board meetings
b) Criteria such as return on assets and return on
invested capital are regularly reviewed in
board meetings

c¢) Cash flows are regularly discussed in board meetings

d) Return on investment of large individual investments
are regularly monitored by the Board

e) The Board closely monitors top management's
strategic decision making

f) The Board formally evaluates performance of top
management in regularly held feed-back meeting

g) The Board usually defers to the CEO's judgment on
final strategic decisions

h) The Board is actively involved in shaping company
strategy

1) The Board and top management meet often to discuss
the company’s future strategic choices

j) Board members give top management sufficient
counsel on company strategy

k) Directors provide advice and counsel to top
management in discussions outside board meetings

Strongly
Agree
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‘ Section 5:Audit Committee

21. How many members are on the audit committee?
a)3
b) 4
¢) If more than 4, please state how many

22. How many non-executive directors are on the audit committee?
a) None
b) 1
c)2
d) If more than 2, please state how many

|

23. How many meetings of the audit committee were held in the last financial year?

a) Less than 4

b)4-8

c)9-12

d) If more than 12, please state how many

24. Please indicate yes or no to the following statements

a) Are you the chairman of the audit committee?

b) Are you the chairman of the board of directors?

c¢) Are you the CEO of this organisation?

d) Did you work as an employee or an executive in this company in
the last 5 years?

e) Does the audit committee have at least one member who is
qualified in accounting or finance?

~ NN ,_<
~ '~ O

()

()

g
g
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25. Are you a member of the audit committee of a company outside this

organisation?
a) Yes
b) No
¢) If yes, how many

0
4
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Section 6: Disclosure and Transparency

26. Does your company disclose the following information?

a) Semi-annual financial statements

b) Quarterly financial statements

c¢) Consolidated financial statements

d) Major share ownership and voting rights

e) Self-dealing (related-party) transactions

f) Name of members of the board

g) Directors selling or buying of shares in the company
h) Resume/background of directors

1) Remuneration of directors

j) Fees paid to external auditors, advisors, and other
related parties

k) Major contingent liabilities such as
cross-guarantees of debt repayment

1) Policies on risk management and
the company’s objectives

m) Significant changes in ownership

n) Material issues regarding employees and
other stakeholders

0) Governance structures and policies
(corporate governance rules and vision)

p) The extent to which corporate governance practices
conform to established standards

27. If your company has a web site, is it?

a) Available in local language
b) Available in English
¢) Available with limited information in English

Yes

O O O O o O O O O

O

Web AnnualNo

Site
O

O O O O O O O O

O

Report
O

O O O O O O O O

O
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O O O O O O O O
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Section 7: Shareholder Rights

28. Please circle on a scale from 1-5 the extent to which you agree with the

following statements

Strongly
Disagree

a) Shareholders have secure methods of ownership registration

b) Shareholders obtain relevant information about the company
on a timely and regular basis

¢) Shareholders elect members of the board

d) Shareholders share in the profits of the company

e) All shareholders of the same class are treated equally

f) Within any class, all shareholders have the same voting rights

g) Within any class, all shareholders have the same right to
dividend

h) Process and procedures for general shareholder meetings
allow for equitable treatment of all shareholders

1) Members of the board and managers should be required to
disclose any material interests in transactions or matters
affecting the shareholders

j) Shareholders are provided with adequate information on the
agenda items of the shareholders’ meeting

k) Adequate opportunity is given for asking questions and
placing issues at shareholders’ meetings

1) It is not difficult to discover how much equity ownership
the major shareholders control (including the equity
shares of companies they control)

29. Does your company have

a) the one-share one-vote rule

b) a remuneration committee

¢) a nomination committee

d) details of directors to be elected, disclosed, before the
shareholders’ meeting

1

Strongly

Agree
3 4 5
3 4 5
3 4 5
3 4 5
3 4 5
3 4 5
3 4 5
3 4 5
3 4 5
3 4 5
3 4 5
3 4 5
Yes No
() )
() )
() O)
() O)
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30. How long was the latest annual shareholders’ meeting?
a) Less than 30 minutes
b) More than 30 minutes and less than 1 hour
¢) 1-2 hours
d) More than 2 hours

31. Would it be possible for the director candidates proposed by the management
of your firm to fail to be elected at the shareholders’ meeting?
a) Sometimes
b) Rarely
¢) Unthinkable

[ I I B B
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‘ Section &: Effectiveness of the board of directors

32. Who has the strongest voice in the selection of independent directors?

a) Board of directors
b) CEOs
¢) Shareholders

33. Who has the strongest voice in removing a poorly performing CEO and

selecting a new CEO? (More than one may be chosen)

a) The Board of directors
b) Shareholders
c¢) Other

34. Please circle on a scale of 1-5 the extent to which you agree that your board
is active in and makes a contribution to the following tasks?

a) Actively involved in formulating long-term
strategies

b) Plays an important role in selecting, monitoring,
and replacing the CEO

¢) Seriously reviews key executive and director
remuneration

d) Effectively oversees potential conflicts of interest
including related-party transactions

e) Ensures the integrity of the firm’s financial
reporting

f) Ensures proper disclosure and actively communicates
with shareholders and stakeholders

g) Ensures the effectiveness of various corporate
governance practice

Strongly Strongly
Disagree Agree
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35. What do you think about the usefulness of the following tasks for the purpose
of enhancing the effectiveness of company boards?
Not useful ~ Useful

a) Selecting more, better qualified, truly independent
directors 1 2 3 4 5

b) Separating the CEO from the board chairman position 1 2 3 4 5

¢) Timely provision of relevant information to

the directors 1 2 3 4 5
d) Providing education programs and adopting codes of

conduct for directors 1 2 3 4 5
e) Formal annual evaluation of the board and directors 1 2 3 4 5
f) Formal evaluation of the CEO by the board 1 2 3 4 5

g) Giving independent directors better compensation
and making it directly linked to firm performance 1 2 3 4 5

h) Better disclosure of board activity 1 2 3 4 5
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Part B

‘ Section 1: General

36. Are you an independent director?
a) Yes
b) No

37. What is your professional background?
a) Business Executive
b) Banker / Financier
¢) Academic
d) Accountant
e) Lawyer
f) Other

38. How many corporate boards of directors do you currently serve on?

39. How long have you been serving as a board member for this organisation?

40. In your opinion, to what extent has the standard of business ethics and
corporate governance in Thailand improved over the last five years?
a) Improved considerably
b) Improved a little
¢) Remained largely unchanged
d) Deteriorated slightly
e) Deteriorated a lot
f) Unsure

41. Is Thailand’s corporate governance regime an incentive for investment in
Thailand?

a) Yes
b) No
c¢) Unsure

O

Ny

Ny

U

|
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42.Who should initiate improvements in corporate governance?
(More than one may be chosen)
a) The Stock Exchange of Thailand (SET)
b) Thai Securities and Exchange Commission (SEC)
¢) Corporate Governance Center (CGC)
d) Federation of Accounting Professions
e) Thai Government regulation board
f) National Corporate Governance Committee
g) Institute of Internal Auditors Thailand (IIAT)
h) Thai Institute of Directors (I0D)
1) Civil (minority shareholder) activists
j) Professional societies such as accounting and audit
k) The judiciary
1) Outside directors

oo ooooooogoQoog

43.Which of the following tasks do you think is most effective for better
corporate governance in your company? (More than one may be chosen)
a) Making the internal corporate governance mechanisms (such as
shareholder participation and the role of the board) work better
b) Enhancing the standards of accounting, audit and disclosure
¢) Conducting and publicising corporate governance ratings
d) Reducing ownership concentration

[ I B A

44. Please indicate the level of corporate governance in your company for
each the following statements
Much About  Much
Better the same Worse
a) Corporate governance in your company compared () () ()
with other listed companies
b) Compare your company’s current corporate
governance practices with those of five years ago () () ()

45. In your opinion, what are the benefits to companies if corporate governance
is improved? (More than one may be chosen)
a) Improved access to new capital
b) Increased number of long-term investors
¢) Increased share liquidity
d) Reduced share price volatility
e) Reduced political or regulatory intervention
f) Reduced cost of capital
g) Increased credibility
h) Increased price/earnings ratio
1) Increased share value
j) Other — please specify

N Y O
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46. Please circle on a scale from 1-5 the extent to which you agree with the
following statements about corporate governance in Thailand

Strongly
Disagree
a) The standard of corporate governance in Thailand
is comparable to that of the USA, UK or Australia 1 2
b) The standard of corporate governance in Thailand
is high among Asian countries 1 2
¢) The majority of listed companies in Thailand are
taking measures to strengthen corporate governance I 2
d) Most listed companies in Thailand could be
doing more to strengthen corporate governance 1 2
e) Shareholders and regulatory authorities are
demanding higher standards of corporate governance 1 2
f) Minority investors in family-controlled listed companies
are equitably treated by controlling family shareholders 1 2
g) The Stock Exchange of Thailand should adopt more
stringent listing standards I 2
h) The interests of minority investors are adequately
protected in Thailand 1 2

Strongly
Agree

5
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47. Please circle on a scale from 1-5 the extent to which you agree with introducing
the following enhancements in corporate governance for Thailand
Strongly Strongly
Disagree Agree
a) Independent directors should make up at least
one-half of the board 1 2 3 4 5

b) Independent directors should be independent of both
management and substantial shareholders 1 2 3 4 5

¢) The Chairman of the board should be an
independent director 1 2 3 4 5

d) The board should appoint a lead independent director
when the Chairman is not an independent director 1 2 3 4 5

e) The selection and appointment process of new
directors to the board should be disclosed 1 2 3 4 5

f) The remuneration committee should comprise
entirely directors who are independent from
management and substantial shareholders 1 2 3 4 5

g) Companies should disclose more information
about the remuneration policy for executive directors 1 2 3 4 5

h) Companies should disclose the exact remuneration
of each director 1 2 3 4 5

1) The audit committee should comprise entirely
independent directors 1 2 3 4 5

j) Companies should place a limit on the number of
non-executive directorships in listed companies
that can be held by a person 1 2 3 4 5

k) There should be a legal limit on the number of
non-executive directorships in listed companies
that can be held by one person 1 2 3 4 5

1) Companies should adopt a code of conduct/ethics

for all directors, officers and employees 1 2 3 4 5
m) The Code of Corporate Governance should contain

different guidelines for companies of different sizes

(e.g., market capitalisation, revenue etc.) 1 2 3 4 5
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Section 2: Independent directors

48. Do you think that the following tasks will contribute to the better performance
of independent directors?
Notatall  Very well
a) Better attendance rate at board meetings 1 2 3 4 5

b) Better preparation for, and more active
participation in, board discussion 1 2 3 4 5

c¢) Better knowledge of the business of the firm 1 2 3 4 5
d) Better awareness of fiduciary duties to all shareholders 1 2 3 4 5

e) Willingness to speak for minority shareholders 1 2 3 4 5

Section 3: Impact of the implementation of corporate governance in Thailand

49. Please indicate the level of importance of each the following statements

Not Critically
important important
a) Knowledge of data requirements and

collection processes 1 2 3 4 5
b) Top management support 1 2 3 4 5
¢) Transparency and disclosure 1 2 3 4 5
d) Checks and balances 1 2 3 4 5
e) High cost of corporate governance ratings 1 2 3 4 5
f) Concentrated ownership 1 2 3 4 5
g) Protection of shareholders’ rights 1 2 3 4 5
h) True independent directors 1 2 3 4 5
1) Employee involvement 1 2 3 4 5
j) Social responsibility 1 2 3 4 5

k) Business ethics 1 2 3 4 5
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In order to follow up issues raised in this investigation and to improve the quality of
my data, [ hope to interview some of the respondents to this questionnaire, probably
in December 2005. The interview will take approximately thirty minutes to complete.
Each interview will last approximately one hour and will be audio taped. If you are

willing to be interviewed, would you please fill in the form below.

Company name:
Your name:
Telephone number:

st st st s s sk ok sk ok sk sk sk s s sk ok sk ok ke sk sk sk skoskoskoskoskokokok

Thank you very much for your participation
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Appendix B

Thai questionnaire material
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2. N55UN1594d5¢ (Independent directors) 1 2 3
A29ltluddsza1nng 4 5
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UFNISIULRs DU

3. Usraumnuens5un15 (Chairman of the
board) a251Tu

ns5un1594d5¢(Independent directors)

4. N55UN15AISLEAIANNUINNTINN5DdSE

a119zsuAnueEnssuns
Tilanssunisddse

5.

ASLUIUANSLLAIAILATARLADNATLENTINNS ]
nuAIsLtaLne

6. ATLENIIUNITATUUARIND LN

(remuneration committee) A5

Usznaudianssun1sNiiluddssannguanist
azphaudiuluval

~

vsunalsiilainadayaltfainuulaunaaing
ULNUNFTUNIT

8.

U5ENAISLEatNaAInaULNUATIINATSLITUSE
UAAA

9. AturN99UN19»M5IdaY (audit committee)
A25Usznaunae
n35uN158d5¢(Independent directors)

10.

UFENAIFINAATIIUIUINTEAITATIFTIALIRLN
W

nssun15nN el unssunisuinis(Non-

executive directors)

11.

A2589219AUANI5IINAFTIUIUIIFTEAIFAIFY
AU DY
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nssun15nNlatlunssunisudnis(Non-

executive directors)
Tuvs¥naansidau

12. UFEInAIsHaNsUNInssIuNIsUfIRL | 1 2 3

385551 61a 4 5
N991N15 LAz WNIIU

13. 1 2 3
nann1sANugLafanNIsAIsiLwIlfIRuan |4
AU

TauIAUEENALanaATUL 12w 51816
HAaAIAINU

duf 2 nssun15ddse (Independent directors)

48. inuAaniTianlusia luil
Vinlnani1astindusavngsuni1sddszidsedndansduniala

1 ¢
1l =0

ANTUY waaay 1 vuiade “lusdu”

nuaEaYy 5 v “ adu”

UseAndnannissintiiuau Tafdgiu
AU
1. nstainsudszgunssunisatNdidua |1 2 3
4 5
2. 1 2 3
dn1se3audayauaznisuaasanuiniuil | 4 5
SE
3. AU NALAEINLSINAVDILFT N 1 2 3
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4, 3
Vinminguanalsslaaiuavbiaiunnau
5. inswearaaiuniiaviudiuiiae 3

OO I N I N
g N N o

aduniinasiantsufimizasnrsiinuguanianisludseindine

v a

TUsaszyszauaudiAyuasiladuninasianisufiifiiaavnisnainugu
afan1sasia luil

o

AT vungey 1 viunady “hidagy”
WuNEaY 5 nunagdv “drfgunn’

N15ADUAUNITANNUAYUANINITLAUN UG

6. N1sviuAuIulI1way (concentrated

laduifinasian1sirfuguaianis TidAey
drAguun
1. 9laya ANg 1 2 3
WaENSEUIUAISANSANTUQUARANISTIgNsaY | 4 5
2. NSFUUFAUUINNHUITUITILAUF 1 2 3
4 5
3. matilawwadiayataranidseld 1 2 3
4 5
4. n19ns1dauLLaznN15019na (checks and | 1 2 3
balances) 4 5
5. 1 2 3
4 5
1 2
4 5

ownership)
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7. nsunilav@nsuavpbiaviu

8. n9suN15ddsENIAINUTI U F5ETLLAEY

9. UWTHULALALIALNWITNNIU

10. ANSURATaUsIiadNAN

11. 938595UNNG5N

A A BN Al DN AP a b
OO DO DO NN DO DN
w

aansuvaunssavinuliluadtigen langaundastianaudiaalunis
AaullUUgaunNaliuil
UWAANINA  Favd3und

Ph.D
Cadidate
Victoria

University, Melbourne, Australia

Appendix C

Interview questions
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INTERVIEW QUESTIONS:

Factors that Determine Corporate Governance in Thailand

Topics that I wish to discuss

What is your view of the present state of corporate governance in Thailand?
After the Asian financial crisis, do you think that corporate governance has
become more influential in public and private sectors?

The problems in implementing corporate governance

The benefits of implementing corporate governance

What is your perception of independence?
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How does the audit committee protect minority shareholders and improve
corporate governance?

Do you think that concentrated ownership is a problem in corporate
governance?

Business ethics and social responsibility are factors to improve corporate
governance?

In the future, who should initiate improvement in corporate governance and

what factors to improve corporate governance?



