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Staving off the onslaught of short sellers
Good corporate governance is indispensable, issuers can only fight back when there
are no skeletons in the closet or any financial or corporate skullduggery. BY ROBSON LEE

T

An issuer which has institutionalised good corporate governance and
integrity in its business and financial management will never need
to flinch or cringe in the face of a short seller’s attack. PHOTO: AFP

HE Singapore Exchange,
like
many
other
stock markets,
believes that allowing bullish investors to go
long, and bearish investors to short-sell, supports
market liquidity and efficient price
discovery which are cardinal for a dynamic market.
A company that is on an upward
trajectory and whose shares are actively traded by short sellers should always be prepared for possible bearish attacks by institutional short
sellers. Such attacks via negative research reports disseminated online
can trigger a wave of panic selling
that can rapidly erode its share price.
The Singapore Exchange (SGX) Regulation’s unequivocal position requires an issuer under attack
(whether through highly critical reports by research firms or otherwise)
to expeditiously announce a full and
complete response to all allegations.

SGX will allow a trading halt or suspension, pending the company’s response to prevent the share price
from being distorted by sudden and
one-sided criticism(s).
The focus of the market regulator
is to ensure a fair and orderly trading
of the company’s shares with full
transparency. The exchange will not
hesitate to initiate investigations and
precipitate enforcement actions if
the criticisms contain any false or
misleading statements, or if the issuer has been tardy in its previous
disclosures and management actions
that substantiate the criticisms.
An issuer should be able to stand
up against any bearish analysts’ reports or negative criticisms if it has
consistently and conscientiously
practised good corporate governance
in the management and operations of
its businesses.
An issuer must always ensure that
its corporate actions and market disclosures can withstand scrutiny. The
cornerstone of good corporate governance lies in the integrity of man-

agement that ensures compliance
with all laws and regulations in the issuer’s operations wherever located.
The issuer must, in addition, also
ensure timely, true and accurate market disclosures of all material and
price-sensitive information.
Compliance with the law by the
group should not only be with respect to the letter but more importantly adherence to the spirit of the
regulatory provisions.
While the business and financial
performance of an issuer could go up
and down depending on industry
factors and/or geopolitical and other
factors beyond the control of management, what is most cardinal is the
company’s ability to stave off a
Blitzkrieg by malicious short sellers
purely on the basis of good honest
corporate governance.
Investors buy on hope, hold in
greed, and sell in fear. An issuer
which has institutionalised good corporate governance and integrity in its
business and financial management
will never need to flinch or cringe in
the face of a short seller’s attack.

The best natural resistance to any
toxic reports is to affirmatively announce that the reports are malicious
and patently false. The issuer can
only do this when there are no skeletons in the closet or any financial or
corporate skullduggery.
Resources-consuming defensive
measures, such as aggressive share
buybacks or declaring an unprecedented generous interim dividend,
should not be the issuer’s first response.
Engaging in protracted public
spats with the short seller or instituting defamation suits would serve
only to perpetuate greater confusion
and uncertainty.
An issuer facing a “Pearl Harbour”
attack should be mindful not to play
right into the hands of malicious rumour mongers who have engineered
a confidence crisis and are waiting to
profiteer from a tail-spin of the company’s share price.
The writer is a partner at Gibson
Dunn & Crutcher LLP.

Towards more sustainable reporting in Singapore
Non-financial information such as a company’s ESG data can carry equal or even more weight for decision makers than financial data. BY WANG JIWEI

I

N his seminal article The Market for Lemons: Quality Uncertainty and the Market Mechanism, Nobel laureate Professor
George Akerlof demonstrates
that information asymmetry will result in an adverse selection problem
which drives away high-quality
goods from the market.
The adverse selection market
mechanism may lead to market collapse as uninformed buyers are not
willing to pay the price the informed
sellers believe in.
In a market with more transparent
information disclosure and less information asymmetry, market participants are more likely to secure a
deal at its fair market value, which reduces the cost of doing business or
cost of capital.
This theory lays the foundation
for mandatory information disclosure in capital markets to reduce information asymmetry and mitigate
the adverse selection problem.
Singapore has been trying to establish a more transparent and sustainable reporting for its capital market.
In 1974, the Institute of Singapore
Chartered Accountants, the Singapore Institute of Directors and The
Business Times introduced the Best
Annual Report Award (Best ARA) under the Singapore Corporate Awards.
The objective of the Best ARA is to
encourage transparent corporate reporting and a wider scope of disclosures beyond the minimum regulatory
requirements that are in tandem with
the needs of investors and other
stakeholders such as employees,
creditors and the general public.
The final assessment criteria for
the Best ARA include performance review, business plan and prospects,
risk assessment and management,
presentation clarity and format.
The Best ARA has also incorpor-

ated criteria on sustainability reporting including environmental, social
and governance (ESG) information in
order to increase awareness that businesses and organisations are responsible to the community both as employers and corporate citizens.
The weightage of sustainability
and corporate governance in the final
assessment criteria for the Best ARA
has increased from 32 per cent in
2011 to 41 per cent in 2019, which signifies the growing importance of sustainability reporting to stakeholders.
As a judging panellist of the Best
ARA since 2011, I am glad to see that
the Singapore Exchange (SGX) has finally made the sustainability reporting mandatory on a “comply or explain” basis for public listed companies with financial year ending on or
after December 31, 2017.
Although the voluntary sustainability reporting regime has been in
place since 2011, less than half of the
SGX mainboard-listed companies
provided sustainability reporting before 2017.
However, all the 633 annual reports for fiscal year 2018 we assessed
this year have complied with the sustainability reporting requirement.
This is an important milestone to establish a more sustainable reporting
environment in Singapore.
Financial information contained in
financial statements used to be the
only key pillar of annual reports as it
provides relevant and faithfully representative information for decision
makers.
However, non-financial information such as a company’s ESG data
provides equally or even more important information to decision
makers. The disclosure of ESG information will encourage corporate accountability and responsible behaviour. This may also help companies

More efforts and
resources should
be spent on
integrating
sustainability
reporting into
annual reports,
which enables
the presentation
of a clearer
picture of
companies’
overall
performance in
one integrated
annual report.
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to have better enterprise risk management and achieve more sustainable
firm performance.

STUDY FINDINGS
Three scholars from Harvard Business School and London Business
School compared 180 American companies that voluntarily adopted sustainability policies by 1993 (high sustainability companies) with another
180 matched companies that did not
adopt such policies (low sustainability companies).
They found that both the boards
of directors and top executives of
high sustainability companies are
more accountable for sustainability.
For example, high sustainability
companies are more likely to employ
sustainability metrics in compensation packages to incentivise their top
executives.
In addition, high sustainability
companies are more likely to be engaged with stakeholders, be
long-term oriented, and to disclose
more non-financial information.

They also found that high sustainability companies significantly outperform their counterparts over the
long term, both in terms of stock market and accounting performance.
The research findings provide theory support to regulators’ mandatory
sustainability reporting in countries
like China, India and Singapore.
The winners of this year’s Best
ARA have much better sustainability
reporting than their peers. Singtel has
a dedicated microsite to its sustainability report which presents a very
well-balanced reporting of its sustainability activities and strategy.
It also obtains external independent assurance from EY on its sustainability report.
Olam International has integrated
its sustainability report into its financial report to present an integrated annual report since 2015.
Its Group CEO review also discusses its sustainability framework
and how the framework can support
its corporate strategy.
In general, all winners have identi-

fied material ESG factors and set out
policies, practices and performance
in relation to these factors identified.
They have also set out targets for
the forthcoming year and issued a
board statement on the sustainability
report. Well-known and globally-recognised sustainability reporting
frameworks such as the Global Reporting Initiative (GRI) Sustainability
Reporting Guidelines and The International Integrated Reporting Council’s
Framework have also been used by
the winners.

A QUESTION OF SIZE?
It is not surprising that big-cap firms
with market capitalisation of S$1 billion and above provide much more
comprehensive sustainability reports
than their smaller counterparts as
they have more resources to initiate
sustainability activities and prepare
sustainability reporting.
Nevertheless, the mid- and
small-cap companies have shown
commendable efforts in their disclosure of sustainability reports.
I have been a Best ARA judging
panellist for nine years and I notice
that the same group of companies
have won the award multiple times,
which shows the continuous efforts
in more transparent corporate reporting for these companies.
I believe the collective efforts
from various stakeholders such as
the regulator, the professional bodies
and the media will encourage more
companies to catch up with their
counterparts, and there will be more
new companies to win the award in future.
The real challenge is how to make
sustainability reporting sustainable.
Compared with financial statements
reporting which follows generally accepted accounting principles and prescribed format, sustainability reporting has various approaches and

formats to disclosure, which limits
the comparability and reliability of
the information disclosed.
Companies may follow a sustainability reporting framework such as
the GRI Guidelines, but reporting
complexity including indicator contingency, ambiguous information,
data heterogeneity, and report opacity makes sustainability reporting
less comparable across companies.
Although independent assurance
on sustainability reporting is encouraged by the SGX to increase stakeholder confidence in the reliability of
sustainability reporting, there are
still very few who have obtained external assurance on their sustainability reports. Nevertheless, the challenges should not deter our efforts in
promoting sustainable reporting in
Singapore.
Sustainability reporting has
emerged as a key pillar of corporate
reporting and it will promote the formulation of long-term strategies and
policies for resilient business models. More efforts and resources
should be spent on integrating sustainability reporting into annual reports, which enables the presentation
of a clearer picture of companies’
overall performance in one integrated annual report.
I strongly believe mandatory sustainability reporting will provide an
excellent opportunity for companies
to review their long-term sustainable
strategies regularly, which helps to
propel companies’ brand value and
competitive advantages.
The writer is associate professor
and programme director for Master of
Professional Accounting and MSc in
Accounting (Data & Analytics) at the
School of Accountancy of the
Singapore Management University,
and a member of the Best Annual
Report Award judging panel for the
Singapore Corporate Awards.

Transforming the director for a new world order
 Continued from previous page
The expectation of a company’s stakeholders to deliver results directly
drives a director’s education and specific learning journey. It is for this
reason that professional associations
provide thought leadership, research
and advocacy, industry benchmarking and professional training.
Working closely with the authorities, regulators and a vast network of
members and professionals, professional associations such as the Singapore Institute of Directors (SID) can
identify (and refine) future-centric
ways to uphold and enhance better
standards of corporate governance
and ethical conduct.
This remit, for example in the context of professional development at
SID, is operationalised into a comprehensive curriculum that covers the entire spectrum of a director’s developmental needs.
Equally important to what knowledge and skillsets are promoted and
developed, both in terms of content

and discussions, is how this information is delivered.
Beyond delivering courses in a traditional classroom setting, professional development for directors and
corporate leaders can take many
forms – including online webinars,
forum discussions, panel debates, industry surveys and social media networks, among others.

LEARNING FLEXIBILITY
Leveraging technology, recorded sessions, authored content and webinars, for instance, give directors a
learning flexibility that can be
tailored to their schedules in a cost-effective way. All it takes is an Internet
connection.
To provide a greater focus on corporate governance and directorship
issues of the day, it is inevitable that
current, real-life cases in the marketplace are highlighted. And because
many of these cases focus on performance within governance, timely and
appropriate disclosures, and the role
of governance in entrepreneurship,

diversification and innovation, it is
important to keep directors apprised
of the latest thinking and learning.
Reinforcing the focus on these
themes in the immediate term will
have a positive long-term effect on
directors in two ways:
 stronger and more effective board
level decisions as companies scale up
and evolve their business models;
which invariably leads to,
 steadier and deeper stakeholder engagement.
As expectations of more sophisticated stakeholders in this ever-changing market increase, an ever-increasing compliance regime adds to the
stress points for directors.
Given the thriving region and
Singapore’s brand advantage in its
midst, it is no surprise that local
boards are expected to continue to
drive our companies towards higher
levels of performance.
The writer is a council member and
chairman of the professional
development committee at the
Singapore Institute of Directors.
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