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NON-U.S. COMPANIES ARE
TAKING THE INITIATIVE TO MAKE »BY REBECCA MCREYNOLDS
COMPLYING WITH BOTH U.S. AND » ILLUSTRATIONS BY HARRY CAMPBELL
HOME-MARKET REGULATIONS EASIER.

»AS THE INCREASINGLY GLOBAL ECONOMY erases traditional market
boundaries, regulators around the world are juggling two priorities:
attracting investors who can inject the capital needed for sustained develop-
ment and ensuring that those investors are protected through strict government over-
sight. The result has been a move toward globally recognized standards of corporate
governance that affect how corporations balance the books and practice investor relations.
“Capital goes where it is treated well,” says Charles Elson, chair of the John L. Weinberg
Center for Corporate Governance at Lerner College of Business & Economics at the University
of Delaware. That explains why, despite the crisis gripping the global financial system,
the rest of the world is moving steadily toward the higher corporate-governance
standards that have long been the hallmark of the U.S. markets, he
indicates. “Better accountability structures
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and greater managerial responsibility create
greater results long-term,” Elson says. In
fact, the current global capital crisis under-
scores his point, Elson insists. “It’s a mess,”
he acknowledges. “But it’s the same
everywhere, and it proves the benefits o
good governance.”

A downside to this trend, though, is that
sometimes companies attempting to straddle

multiple markets find themselves squeezed

SING THE BAR

says-Nildemar\Secches, chairman of PERDIGAO

SA (PDA), a Brazil-based food company:.
Perdigdo, which listed on the New York

Stock Exchange in 2000, says it also became a

catalyst for change at home. In 2006 it was one

MANY COMPANIES FIND DIFFERENT WAYS TO BALANCE
SHAREHOLDER NEEDS, CORPORATE TRANSPARENCY AND
OPPORTUNITIES FOR GROWTH.

between differing regulations. Few compa-
nies understand both the challenges and the
opportunities of a global market better than
foreign private issuers already listed with
the New York Stock Exchange. That is the
reason many of them are taking a leadership
role at home in pushing for higher stan-

dards across the board.

of the first companies to move from the Sio
Paulo Stock Exchange, or Bovespa, onto
Brazil's New Market, which requires a signifi-
cantly higher standard of corporate transpar-
ency and shareholder protection, explains
Secches. Since then, Perdigao has converted
all its stock into common shares, putting all

shareholders on equal footing, and expanded

its corporate reporting in Brazil to meet NYSE
standards, the company says.

Perdigdos ongoing commitment to imple-
menting best practice standards, Secches says,
earned the company IR Magazine’s 2008 award
for “Best in Corporate Governance” for its
region. Meeting these standards is key to the
company’s long-term strategy of continuing its
international expansion, the chairman notes.
Perdigaos U.S. listing opened the door to a wide
range of international investors. In fact, non-
Brazilian investors now hold 36.3 percent of the
company’s total equity, Perdigao reports.

“With a listing in the largest capital market
in the world, we can reach a lot of investors,”
Secches indicates. “In addition, the greater
investment-research coverage by foreign insti-
tutions and the higher visibility attained
thanks to the information recorded and filed
in the U.S. market strengthen the company’s
global position with all stakeholders”

Like Perdigdo, NEXEN INC. (NXY), a Canada-
based energy and natural resources company, is
working with its home-country regulators to
ease some burdens of dual registration, says Rick
Beingessner, vice president and general counsel,
corporate. For instance, “Canadian securities
administrators accepted some of our comments
on proposed executive compensation rules,
based on our experiences in trying to address
the U.S. rules. They also accept U.S. continuous
disclosure documents for companies registered
in both countries. They recognize that we don't
want to go through things twice, and the US.
standards are very stringent,” says Beingessner.

As a subsidiary of 0CCIDENTAL PETROLEUM
CORP. (OXY), Nexen was known originally as
Canadian Occidental Petroleum Ltd. In 2000 it
spun off in an effort to increase exposure to
shareholders and analyst coverage. There was
never a question of relinquishing its position in
the U.S. market, says Beingessner, noting that
trading on the NYSE accounts for about 40 per-
cent of the company’s volume and that Nexen’s
most recent U.S. bond offering raised $1.5 bil-
lion. “There is not enough liquidity in the
Canadian market to raise all the money we

need,” he says.



Maintaining a tight connection to U.S.
investors means providing disclosure just as a
U.S. company would, Beingessner says. For
example, as a Canadian foreign private issuer,
Nexen could elect to register with the SEC as
a 40-F company, which means it could skip
the slightly more onerous Forms 10-Q and
10-K required of U.S. corporations, he says.
But Nexen’s management has determined that
the additional reporting is worthwhile. “I
don’t know if we actually get recognition from
the analyst community for doing it says
Beingessner. “We have debated dropping it
from time to time, but we believe some inves-
tors gain a lot of comfort from the fact that we
are a 10-Q/10-K filer”

require clarification. For example, he recalls
that e SEC recently announced its
compensation disclosure rules, “we went
beyond the Canadian disclosure standards
to address the U.S. rules to the greatest
extent possible” But being a Canadian foreign
private issuer and a 10-K filer can present
problems: The SEC recently indicated that it
would no longer require foreign private issuers
that follow International Financial Reporting
Standards (IFRS) and that file annual reports
on Form 20-F (or 40-F for qualifying Cana-
dian issuers) to reconcile their financial
statements under U.S. GAAP. Because Nexen
files annual reports on Form 10-K, however,
the company has questions about whether it
is still required to reconcile its books to
GAAP and is working with advisors to get a

final determination from the SEC.

A core issue for regulators and issuers is
finding a universal accounting system that will
provide apple-to-apple comparisons across
international boundaries while delivering
enough information for investors to measure
fiscal performance. Consider the situation of
ENERSIS SA (ENI): Chiles largest utility trades
on both the NYSE and its home exchange in
Chile. It also has a Spanish parent, requiring the
company;, until recently, to balance three sepa-
rate accounting systems — Chilean GAAP, U.S.
GAAP and IFRS, which has been adopted in
Spain. On Jan. 1, 2008, life got a little easier when
the Chilean superintendent of securities and
insurance officially replaced Chilean GAAP
with the international standard, says Alfredo
Ergas, Enersis CFO.

Further, “although we have not yet taken a
definitive position regarding the adoption of
IFRS, in lieu of U.S. GAAP, it seems very likely
that we will switch to IFRS given that it will
become the standard accounting norm in all
the markets in which our securities and that
of our Spanish parent company are traded,
Ergas explains.

Although accounting issues dominate the
headlines, often the biggest headaches are in
the smallest details. For example, Bapepam,
Indonesia’s regulator, requires its listed com-
panies to file both their local annual reports
and their U.S. annual reports on Form 20-F
simultaneously on March 31, while the SEC
gives foreign private issuers until June 30.
Two years ago, PT TELEKOMUNIKASI INDONESIA
TBK (TLK) was fined for missing the
Indonesian deadline for its U.S. filing. With
the help of NYSE Euronext officials, though,
PT Telekomunikasi says it was able to nego-
tiate a special exemption from its home reg-
ulator. Now, the company explains, Bapepam
gives both NYSE-listed companies from
Indonesia — PT Telekomunikasi and PT INDOSAT

towald
agloba
stamcdaid

% The International Accounting Standards Board (IASB) was

established in 2001 by the former International Accounting

Standards Committee, a private-sector group made up of pro-

fessional accounting organizations and regulators, to provide a

common language for financial reporting. Overseen by the

IASC Foundation, a 22-member group representing a broad

selection of countries and industries, the standards board

works with regulators to create a level playing field for inter-

national companies. Today more than 100 countries require

or permit companies listing on their exchanges to use

International Financial Reporting Standards (IFRS).

AND THE U.S.

“CANADIAN SECURITIES ADMINISTRATORS RECOGNIZE THAT
WE DON'T WANT TO GO THROUGH THINGS TWICE,
STANDARDS ARE VERY STRINGENT.

—RICK BEINGESSNER, NEXEN INC.
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» The IASC Foundation and IASB are formed
to set global financial reporting standards.

» The European Union passes regulation

to adopt IFRS for listed businesses in 2005.
» The IASB and the U.S. Financial
Accounting Standards Board (FASB)
announce an initiative to establish
compatible standards and to coordinate
future work programs.

» The |ASB issues its first new standard,
IFRS 1. » Australia, Hong Kong and New
Zealand commit to adopting IFRS.

» In Europe nearly 7,000 public compa-
nies in 25 countries switch to IFRS.

» The IASB and FASB agree to a road
map for convergence between IFRS and U.S.
GAAP. » China adopts accounting
standards substantially in line with IFRS.

» Brazil, Canada, Chile, India, Japan
and South Korea establish time

lines to adopt or converge with IFRS.
» The U.S. SEC removes its GAAP
reconciliation requirement for foreign
private issuers that report under IFRS
and considers permitting domestic
companies to use IFRS.

SOURCE: INTERNATIONAL ACCOUNTING STANDARDS BOARD
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TBK (IIT) — until June 30 to file both reports.
Given the extra time, according to PT Tele-
komunikasi’s CFO, Sudiro Asno, “we were
able to file earlier now with a combined

Form 20-F/local annual report for home-

» When most public U.K. companies switched to IFRS
reporting in 2005, the Institute of Chartered Accountants in
England and Wales (ICAEW) played a role in ensuring an
orderly transition. In a report submitted to the United Nations
in November 2008, the ICAEW drew some lessons from the
U.K. transition. nyse magazine asked Dr. Nigel Sleigh-
Johnson, ICAEW head of financial reporting, to define steps

that companies newly converting to IFRS might follow.

Start the conversion process at least three or four
years in advance of the first IFRS reporting date.

Think of it as a major business project: Establish
a project team and resource it accordingly.

Treat the transition as much more than a
technical issue: It is a major issue for the
business as a whole, with wide-ranging effects.

Be ready to upgrade accounting processes and
systems; avoid the need for spreadsheet-based
work-arounds.

Initiate a comprehensive training program in I[FRS
for all affected staff, including the board and
budget holders, not just the finance department.

Involve top management, including the board of
directors and the audit committee, from the start.

Pay close attention to business issues such

as management compensation structures, debt
covenants and the need for revised key
performance indicators.

Talk to investors at an early stage about the main
accounting changes and the economic significance
of those changes to them.

Don’t work on the assumption that changes in
accounting disclosures rather than measurement
and recognition will be the easy part of the
switch over.

1 Consider sharing concerns with companies in the
same sector and benchmarking against the finan-
cial statements of early IFRS reporters.

Dr. Sleigh-Johnson notes that in December the ICAEW
opened a Financial Reporting Faculty that provides a range of
information and services for IFRS users, including access to
an online international community of reporting professionals,
the latest electronic versions of IFRS and other IASB mate-
rial, and guidance on IFRS transition. An online IFRS learn-
ing and assessment program covering all international

standards is available through www.icaew.com/ifrs.

market investors.” The company adds that it
went one step further with a voluntary dis-
closure about executive compensation that
goes beyond what is required in Indonesia, a
move it says local press applauded but local

peers criticized.

SOX HURDLES
ply the Sarbanes-Oxley Act (SOX) with-
0 ng afoul of local regulators. For

ave an independent audit committee that over-

e bookkeeping, while Brazil
requires a separate fiscal council, says Theodore
- ecutive manager and head of inves-
tor relations for PETROBRAS SA (PBR). Still,
ensuring that the company stays in compli-
ance with both regulatory schemes requires
detailed explanations of its internal processes
and a special exemption from the SEC, Helms
says. “We knew we had to make these gover-
nance changes anyway, he explains. “Any com-
pany located in the Americas with a goal of
being one of the largest companies in the
world has to list on the NYSE”

Even companies not based in the Western
Hemisphere have few choices if they operate
in the international arena, says Stanley
Dubiel, global head of governance research
for ISS Governance Services, a division of
RISKMETRICS GROUP INC. (RMG). The U.S.
capital market is deep, diversified and sophis-
ticated, he says, making the NYSE a first
choice for companies looking for leverage in
the increasingly competitive global economy.

“The cost of complying with U.S. regulatory

environments can be daunting,” Dubiel says,
noting that many foreign companies “also are
concerned about director liability under SOX
for breach of those regulations.”

Still, the transparency and credibility that
come from a listing with NYSE Euronext
attract investors and lower the cost of raising
capital, which is the reason that the rest of the
world is moving toward SEC-like transparency
rules, he says. “The international corporate gov-
ernance network and the International Organi-
zation of Securities Commissions have come up
with broad strokes in designing best practices,
but we are finding that they are not very
enforceable or applicable at an individual coun-
try level — not even in Europe,” Dubiel adds.

That is why Angeliki Frangou, chairman and
CEO of NAVIOS MARITIME HOLDINGS INC.(NM)
and CEO of NAVIOS MARITIME PARTNERS LP
(NMM), was attracted to the NYSE. The Greek
shipping company was created in the U.S. more
than 50 years ago as a subsidiary of U.S. STEEL
CORP. (X). “We have contemplated listing in
other markets, but I am a firm believer in the
US. capital market,” Frangou says. “It has the
global participation and the depth we need for
the Navios Group.” In all, Navios has three sepa-
rate listings on the NYSE and has raised more
than $1 billion in new capital among them.

Frangou says that the transparency of the
U.S. rules creates a better investing environ-
ment than any other international exchange.
In fact, while many U.S. companies still rail
against U.S. governance regulations, Frangou
touts SOX as a major step forward in corpo-
rate governance that has helped Navios navi-
gate international corporate waters. “It’s a
welcome addition, especially for a global busi-
ness,” she says. “It has provided management
with a tool for achieving transparency through
integrating offices around the world with a

required and disciplined process” ¥

“ANY COMPANY LOCATED

IN THE AMERICAS WITH A GOAL OF
BEING ONE OF THE LARGEST COMPANIES
TO LIST ON THE NYSE.”

—THEODORE HELMS, PETROBRAS

IN THE WORLD HAS
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