


4 Introduction

board directors of pioneers in the governance implementation in Latin America. These compa-
nies 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 ben-
efits of governance, best practice standards from institutional references, including IFC, OECD 
and the Global Corporate Governance Forum, and empirical evidence comparing Circle mem-
bers’ 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.
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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 dem-
onstrating 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 out-
comes. 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 ad-
dresses 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 de-
fine 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:

Formalizing governance policies: codes and guidelinesff

Functioning of the board of directors and relations with executive managementff

Strengthening of shareholders’ rights and maintaining alignmentff

Improving the control environmentff

Transparency and disclosure of informationff

Ensuring the sustainability of the businessff
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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, includ-
ing managing conflicts of interests of various family members, professionalizing management, 
and institutionalizing good practice and policies. It incorporates a business case from a third-
generation, 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 sug-
gests ways to fine-tune governance policies to make them responsive to reactions from share-
holders 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 share-
holders, 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 re-
sults 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 sig-
nificance, 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 Gov-
ernance 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 direc-
tors, 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




