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The International Finance Corporation (IFC) is part of the World Bank Group and was established
in 1956 to encourage private sector-led growth in developing countries. IFC fosters sustainable
economic growth in developing countries by financing private sector investment, mobilizing
capital in the international financial markets, and providing advisory services to businesses and
governments. IFC helps companies and financial institutions in emerging markets create jobs,
generate tax revenues, improve corporate governance and environmental performance, and
contribute to their local communities.
In Latin America and the Caribbean, IFC focuses on key development challenges facing the
region. We work to improve the business environment, broaden and deepen access to finance,
and encourage infrastructure development. IFC’s strategic priorities for the region also include
“Promoting sustainability – environmental and social, and corporate governance standards”.
The goal is to improve lives, especially for the people who most need the benefits of growth.
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The Organisation for Economic Co-operation and Development (OECD) is a unique forum where
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Global Corporate Governance Forum (GCGF)
The Global Corporate Governance Forum is an International Finance Corporation (IFC) multidonor trust fund facility located within IFC Advisory Services. The Forum was co-founded by
the World Bank and the Organisation for Economic Co-operation and Development (OECD)
in 1999. Through its activities the Forum aims to promote the private sector as an engine of
growth, reduce the vulnerability of developing and transition economies to financial crisis, and
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regional economic reform programs. In addition to the IFC, the Forum is currently funded by the
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A Word from the Chair
about the Companies Circle
I am pleased to share with you this great initiative from the Latin American Companies
Circle — a very special moment in its history.
The Companies Circle was launched in May 2005 by recommendation of the Latin American Corporate Governance Roundtable — a network of public officials, investors, non-governmental institutes, stock exchanges and associations as well as others interested in corporate
governance improvement in the region. It brings together a group of Latin American companies in order to provide private sector input into the work of the Roundtable and to share with
each other and the public their experiences in putting principles of good corporate governance
into practice. The Companies Circle is composed of 14 member companies from five countries
that have demonstrated leadership in embracing good corporate governance practices, helping to build stronger businesses and companies: Atlas from Costa Rica; Argos and ISA from
Colombia; Buenaventura and Ferreyros from Peru; Homex from Mexico; and CCR, CPFL,
Embraer, Marcopolo, Natura, NET, Suzano and Ultrapar from Brazil.
The members of the Companies Circle are firms whose securities are listed on local and
international exchanges and who have a significant presence in their capital markets. Their
experiences are of most immediate relevance to listed companies. However, Companies Circle
members believe that many of the steps they have taken in areas such as boards of directors,
shareholder and stakeholder relations, internal controls and transparency also present important lessons for closely-held private corporations, including family firms. Accordingly, the efforts to share experiences with other firms in the region are not limited to the community of
large, listed companies.

These 14 member companies work together in order to:
−−
−−
−−
−−
−−

Promote better governance in the region by improving the understanding of
corporate governance and assist in developing policy responses
Promote an ongoing dialogue on experiences between private and public
sectors
Monitor and evaluate corporate governance progress in the region
Identify demand for technical assistance and encourage the creation of supply to respond to such demand
Inform the international community about national and regional reform initiatives.

Today the Companies Circle does more than share experience. It works to be recognized
as a knowledgeable, experienced and active think-tank on corporate governance practices in
Latin America.
This book constitutes the result of our efforts to attain this ambitious mission. We are confident that these efforts will also help all corporate governance enthusiasts to develop a culture of values for professional and ethical behavior, on which the well-functioning of markets
depends.
Enjoy the reading,

Andre Covre
Chairman of the Companies Circle

Foreword
In a short time, the Latin America Companies Circle has become one of the most vibrant and
effective advocates for corporate governance improvements across the region. The Circle was established in 2005 by the International Finance Corporation (IFC) and Organisation for Economic
Co-operation and Development (OECD), at the request of the Latin American Roundtable on
Corporate Governance. It quickly gained a reputation for the generous and open way that its members shared their experiences in awareness-raising events throughout Latin America. The experiences of Companies Circle members in building better corporate governance rules and practices are
highlighted in their previous publication, Case Studies of Good Corporate Governance Practices.
The IFC’s and OECD’s joint efforts with regional and local partners to improve corporate governance, in Latin America and globally, have led to real progress at both company and policy level.
An important initial result was the stage-setting White Paper on Corporate Governance in Latin
America from the Latin American Roundtable on Corporate Governance. Progress includes legal
and regulatory reforms, the development of country codes of best practice, the creation of advocacy
and support institutions, the pioneering efforts of the Novo Mercado in Brazil, and heightened attention to corporate governance by many market participants. But improvements are not universal
and more needs to be done.
As the Companies Circle demonstrates, the business community is an important driver for reform. While policymakers and regulators have a key role in setting the overall framework, it is the
private sector that ensures successful implementation on the ground. We therefore welcome this
initiative by some of Latin America’s leading listed firms to develop this Practical Guide to Corporate
Governance: Experiences from the Latin American Companies Circle. It is the first guide of its kind
produced for Latin American companies and reflects a diverse range of company experience from
the region. Its practical, hands-on guidance and tangible, relevant examples should be of enormous
help to companies starting on the path to improved corporate governance.
When the idea of creating this guide was born, markets around the world and in Latin America
in particular were expanding rapidly and successfully. Part of that expansion was no doubt due to
corporate governance advances in the region. Today, the global economic situation is changed, with
the widespread financial crisis and economic downturn. But the crisis underlines the importance of
strong corporate governance to build strong companies. The Practical Guide could not have come
at a better time.
We are convinced that this guide will be widely disseminated and used by Latin American companies, resulting in further improvements in their corporate governance. We would like to thank
all of the members and supporters of the Companies Circle and particularly its able Chairmen
Roque Benavides of Buenaventura in Peru, Carlos Yepes of Argos in Colombia, and Andre Covre
of Ultrapar in Brazil. They have all played an important role in making the Companies Circle such
a success.

Toshiya Masuoka

Carolyn Ervin

Director of Corporate Advice Department
International Finance Corporation

Director of Financial and Enterprise Affairs
Organisation for Economic Co-operation and
Development
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Introduction

A

n initiative of 14 leading Latin American companies, Practical Guide to Corporate
Governance: Experiences from the Latin America Companies Circle distills the lessons learned from their experiences in improving their own governance. The book is intended
as a roadmap to guide other Latin American companies interested in improving their corporate
governance.
Although the guide has been in the works for several years, the timing of its publication
coincides with a global financial crisis that has catapulted corporate governance to a top spot
on the global policy agenda. With gaps in governance—from inadequate risk management to
distorted incentives structures—factoring in as contributing to the crisis, good corporate governance practices will be an important part of the response needed for Latin American economies, as well for others around the world.
Beyond the immediacy of the crisis, Latin America possesses a unique set of corporate
governance and market characteristics: a predominance of conglomerates and a highly-concentrated, frequently family-based ownership structure. In addition, domestic capital markets are
still in the early stages of development. All of this poses special challenges to attracting investment and elevates the importance of governance practices. Among the challenges: ensuring
that minority shareholders are confident enough to invest in listed companies by enhancing the
protection of shareholders’ rights and interests.
Within this context, there has been a remarkable growth in awareness and activity surrounding corporate governance during the last decade, as recognized by the Latin American
Roundtable on Corporate Governance. This is an ongoing initiative of the Organisation for Economic Co-operation and Development and the International Finance Corporation/World Bank
Group that has brought together policy-makers, regulators, stock exchanges, investors, companies and other stakeholders on an annual basis to promote improved policies and practices
specific to the Latin American context. The Roundtable’s White Paper on Corporate Governance
in Latin America, issued in 2003, was a first attempt to outline public policy priorities and good
practices specific to the region. Recognizing that much remains to be done, the Roundtable followed this with the establishment of the Companies Circle in 2005 to promote corporate governance implementation at the company level.
This practical guide is an outgrowth of these efforts, involving many steps along the way.
When members of the Roundtable called for greater participation from private sector companies in the Roundtable’s corporate governance improvement efforts, the Companies Circle
was born. A first book of case studies was launched in 2005, with an expanded second edition
issued in 2006. Members of the Circle were keen to share experiences and believed a wider
audience of Latin businesspeople would benefit from a practical guide exploring the ways and
whys of their governance improvements.
Practical Guide to Corporate Governance: Experiences from the Latin America
Companies Circle offers an opportunity for business leaders in Latin America to learn from the
experience of peers who have successfully implemented substantive improvements in governance standards and practices. It provides rare access to top executives, shareholders and
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board directors of pioneers in the governance implementation in Latin America. These companies include: Atlas of Costa Rica, Argos and ISA of Colombia, Buenaventura and Ferreyros of
Peru, Homex of Mexico and CCR, CPFL, Embraer, Marcopolo, Natura, NET, Suzano and Ultrapar
of Brazil.
The guide is unique in bringing together four different dimensions: cases from companies
themselves, results of market and academic studies providing supporting evidence of the benefits of governance, best practice standards from institutional references, including IFC, OECD
and the Global Corporate Governance Forum, and empirical evidence comparing Circle members’ results to their Latin American peers.
The practical nature of the book stems from the real-life experiences of leaders, who talk about
why and how they implemented corporate governance policies and practices. The guide offers
readers an unusual level of access to a wide range of stakeholders who affect and are affected by
governance: from shareholders to board directors to key managers. Rich, first-person testimony is
integral to the book, as experienced leaders share motivations, thought processes and experiences,
and offer practical solutions that have been tried and tested and can be implemented.
The same range of interested parties that provided information stand to gain most from this
guide, particularly listed companies or firms that are actively considering a listing and want to
understand the depth and range of impact from profound governance changes. The guide also
will prove beneficial to managers and owners of privately-held corporations who are interested
in deepening their knowledge of best practice and in drawing on the experiences of leaders
who have chosen this path. The family-owned business, which is so predominant and relevant
in Latin American markets, fits this category.
Structured over seven chapters, the guide re-creates the journey that business leaders
make when implementing change. The guide starts with motivations and ends with benefits,
helping the reader navigate logically through the governance implementation process. Some
readers may wish to start with later chapters first—the tangible benefits section at the end may
be useful in defining motivations—or they may want to dip into various chapters. The approach
of each individual reader will vary according to his/her motivations and interests.
Tangible
Benefits

Motivation
Implementing

Purpose
Alignment
Family
Business
Challenges

Planning
What To Do
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Chapter 1 Motivation: The Whys Define the Ways

This chapter introduces the motivations underlying the decisions by leaders of the 14 Latin
American Companies Circle member firms to implement governance changes and explores
ways leaders might seek to define motivations for implementing good governance. It shows
the importance of identifying clearly desired benefits and working to achieve them, while demonstrating the variety of possible motivations, with differences dictated by ownership structure,
the life cycle of the company, its industry sector, and the institutional and regulatory framework
of the country. All of these elements will play a role, and will impact a company’s desired outcomes. The chapter underscores the fact that motivation for governance improvements will
drive the agenda and pace of actions.
Chapter 2 Purpose Alignment: Changing Attitudes and Generating Commitment

This chapter examines ways to bring together the varying interests of individual shareholders
and stakeholders under one proposed governance change framework. It explores ways to build
common understanding on aspects of governance, to spur changes in attitude and to generate
commitments from diverse groups of individuals with differing viewpoints. The chapter also addresses dissenting voices and discusses sensitive approaches to changing attitudes associated
with beliefs and sometimes conflicting cultural viewpoints. It offers suggestions for reaching
out to stakeholders and methods for including all of these various parties.
Chapter 3 Planning and Setting Priorities

Chapter 3 details the planning process, how to prioritize and set key goals, and how to define aims by identifying the desired outcomes from governance. It highlights the importance
of balancing several short-term, highly achievable aims with deeper, longer-term change, and
measuring the benefits of each. The chapter highlights ways that change leaders can make
use of local and international benchmarking to establish an achievable plan with clearly defined
responsibilities and timeline: a “roadmap” supported by a rewards and incentives system. The
chapter also emphasizes the importance of flexibility and creating realistic expectations for the
timetable of change —leaders need to recognize that even the best-laid plans may experience
some delays.
Chapter 4 What to Do: Key Good Governance Practices

This chapter provides practical examples on the implementation and execution of plans and
best practices. It covers governance mechanisms— the annual general meeting, the board
and its committees, management—and the relations among them. Practices and policies are
described, drawing upon the Circle members’ rich experience.
The governance improvements are grouped and presented in six sections:
ff
ff
ff
ff
ff
ff

Formalizing governance policies: codes and guidelines
Functioning of the board of directors and relations with executive management
Strengthening of shareholders’ rights and maintaining alignment
Improving the control environment
Transparency and disclosure of information
Ensuring the sustainability of the business
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Chapter 5 Governance Challenges for Family-Owned Businesses

Chapter 5 looks at the specific benefits and challenges faced by family-owned businesses. It
presents various perspectives, including those of family members and investors, and introduces
academic research on the topic. This chapter investigates the most common problems, including managing conflicts of interests of various family members, professionalizing management,
and institutionalizing good practice and policies. It incorporates a business case from a thirdgeneration, family-controlled company, showing how members resolved these issues.
Chapter 6 Implementing Governance

This chapter details the specifics of implementing policies, practices and new structures. It
includes advice on how to take the first concrete steps on the corporate governance journey,
monitor results and ensure that they are aligned with initial expectations. The chapter also suggests ways to fine-tune governance policies to make them responsive to reactions from shareholders and other stakeholders. The material covers initial actions as well as monitoring and
continuous revision of the governance process to achieve best results and to continue learning
and improving, a process dubbed “governing governance.”
Chapter 7 The Tangible Benefits of Good Governance

Chapter 7 provides the bottom line on governance: a series of quantitative results using five
different approaches to evaluate the benefits of corporate governance across a broad range
of indicators. The analysis focuses on the impact of governance on operational indicators and
on the cost of capital. These data reinforce the view that governance yields benefits. The data
demonstrate the strength of financial and operational results achieved by governance leaders
when compared to all Latin American listed companies.
Companies Circle members reported higher levels of profitability, share prices and liquidity,
and lower cost of capital than their Latin American counterparts. Additionally, in the short term,
public announcements of governance improvements were followed by an immediate 8 percent
average increase in share value beyond what would normally have been expected. For shareholders, the analysis underscores the benefits of investing in companies with strong corporate
governance policies.
This chapter also takes a first look at the impact of the crisis on corporate governance results during the second half of 2008, again comparing the Circle group with all Latin American
listed companies. The results presented show that even after the first reactions to the financial
turmoil, Circle members registered better market and operational results. Of even greater significance, the analysis showed that the Circle group enhanced its lead for price/earnings ratios
and share price/book value ratio when compared to 2005-2007 results. Clearly, investors have
perceived that Circle companies offer better value than the broader Latin American group in a
time of market distress.
The chapter also details the stock market reaction during this period. The results show
that the declines were not as steep for Circle group stocks. Given that this outcome could be
attributed to other factors, another test using a more complex methodology and putting aside
other corporate attributes was applied. Once again, the results offer a clear sign that being part
of the Circle group and/or cross-listing in a stricter market are factors that soften stock declines
during market stress.
These qualitative and quantitative results are particularly timely, coming at a time when
many companies are struggling with what may prove to be the worst economic downturn in
generations and when they may be tempted to shelve their governance plans.
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In the appendices to the guide, there are tools to help companies start their corporate
governance journey. A 100-point benchmarking questionnaire, designed for listed companies,
provides a reference for self-evaluating corporate governance practices. The IFC Corporate Governance Progression Matrix is another helpful tool for listed companies. Both may be of use in
structuring an initial assessment of governance practices. Additional references to other sources
are provided along with a glossary of terms to help navigate through concepts and definitions.
In an era that promises to be more competitive for financing and investor attention, this
book is a useful reminder that governance is of vital importance for sustainable growth and
creation of value for all actors in the governance chain: shareholders, managers, board directors, investors and all other stakeholders who contribute to the wealth creation of companies.
The book is designed to serve as a practical guide for those companies keen to embark on the
governance voyage.
All that remains is to welcome readers to the journey with hopes that this guide will provide
food for thought and lead to rewarding places.
Sandra Guerra

Companies Circle of the Latin American Corporate Governance Roundtable
Coordinator
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